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WEDNESDAY, APRIL 7, 1954 
Unirep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 
The subcommittee met at 2 p. m., pursuant to call, in room F-39, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommit- 
tee) presiding. 
Present: Senators Saltonstall, Dworshak, Bricker, Maybank, and 
Hill. 
ATOMIC ENERGY COMMISSION 


STATEMENTS OF LEWIS L. STRAUSS, CHAIRMAN; HENRY D. SMYTH, 
COMMISSIONER; THOMAS E. MURRAY, COMMISSIONER; EUGENE 
M. ZUCKERT, COMMISSIONER; JOSEPH CAMPBELL, COMMIS- 
SIONER; K. D. NICHOLS, GENERAL MANAGER; R. W. COOK, ASSIST- 
ANT GENERAL MANAGER FOR MANUFACTURING; BRIG. GEN. 
K. E. FIELDS, DIRECTOR, DIVISION OF MILITARY APPLICATION; 

. E. J. BLOCH, DIRECTOR, DIVISION OF PRODUCTION; WILLIAM 
MITCHELL, GENERAL COUNSEL; JESSE C. JOHNSON, DIRECTOR, 
DIVISION OF RAW MATERIALS; L. R. HAFSTAD, DIRECTOR, DIVI- 
SION OF REACTOR DEVELOPMENT; T. H. JOHNSON, DIRECTOR, 
DIVISION OF RESEARCH; DR. JOHN C. BUGHER, DIRECTOR, DIVI- 
SION OF BIOLOGY AND MEDICINE; DON S. BURROWS, CONTROLLER; 
F. J. McCARTHY, JR., ASSISTANT CONTROLLER FOR BUDGETS; 
JAMES A. MILLER, CHIEF, BUDGET OPERATIONS BRANCH; AND 
OSCAR S. SMITH, DIRECTOR, DIVISION OF ORGANIZATION AND 
PERSONNEL 
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Summary of budget estimates, fiscal year 1955 


OPERATING EXPENSES 

















Revised Recom- 
President’s estimate, mended by Reduction 
budget Mar. 4, 1954 the House 
| 
Operating costs 
Source and fissionable materials $668, 462,000 | $740, 142,000 | $740, 042, 000 $100, 000 
Weapons 314, 905,000 | 320,926,000 | 320, 926, 000 0 
Reactor development 87, 070, 000 87, 070, 000 87, 070, 000 0 
Physical research 42, 000, 000 42, 000, 000 38, 900, 000 3, 100, 000 
Biology and medicine | 27,000, 000 27, 000, 000 26, 565, 000 435, 000 
Community 1, 048, 000 —1, 048,000 | —1, 048, 000 0 
Program direction and administration 35, 740, 000 35, 740, 000 32, 970, 300 | 2, 769, 700 
Security investigations 10, 857, 000 10, 857, 000 10, 857, 000 0 
Total, operating costs -_. : 1, 184, 986,000 1, 262, 6 387, 000 1 256, 282, 300 6, 404, 700 
Increase or decrease (—) in | 
Inventories 5, 091, 000 12, 113, 000 6, 330, 000 | 5, 783, 000 
Working capital —R, 225, 000 —451, 000 | —451, 000 | 0 
Unliquidated obligations. 7 54, 648, 000 | —132, 999, 000 | —132, 999, 000 0 
Total, obligations 1, 236, 500, 000 |1, 141, 350, 000 /|1, 129, 162, 300 | 12, 187, 700 
Prior year balance available i 0 —35, 700, 000 — 35, 700, 000 | 0 
Appropriation .--|1, 236, 500, 000 |1, 105, 650, 000 1, 093, 462, 300 12, 187, 700 
PLANT AND EQUIPMENT 
Obligations for facilities construction: 
Source and fissionable materials , $29, 800,000 | $251, 300,000 | $239, 300, 000 $12, 000, 000 
Weapons.. ‘ 30, 245, 000 29, 375, 000 29, 375, 000 | 0 
Reactor development 42, 174, 000 49, 674,000 | 49,674,000 | 0 
Physical research __.. -- -| 22,444,000 | 22, 444,000 | 22, 444,000 | 0 
Biology and medicine 180, 000 180, 000 180, 000 | 0 
Community... ie 1, 550, 000 | 1, 550, 000 | 1, 166, 000 384, 000 
Miscellaneous replacements and additions__- 47, 397, 000 | 47, 534, 000 | 2, 132, 400 5, 401, 600 
Total obligations. 173,790,000 | 402, 057,000 | 384,271,400 | 17, 785, 600 
Prior year balance available. . 2 4, 390, 000 | 165, 707, 000 0 | 287, 773, 000 122, 066, 000 
ne 5 ice ae | 129, 400, 000 | 936, 350, 000 ma 96, 498, 400 | “139, 851, 600 


BUDGET ESTIMATE 


Chairman Sarronstat.. The committee will come to order. 

Admiral Strauss, I understand that on March 4 the President sent 
a message to the House of Representatives making certain changes in 
the or iginal budget for the Atomic Energy Commission. 

zc hese c hanges. made a net decrease of $23,920,000 as follows: 

A reduction in operating expenses of $130,850,000, and an increase 
in plant and equipment of $106,950,000. 

The new total being operating expenses, $1,105,650,000; plant and 
equipment, $236,550,000, 


HOUSE BILL 


I understand, Mr. Chairman, these are the figures we have directly 
under discussion. The House bill contains an appropriation in rela- 
tion to these figures as follows: 

Operating expenses, $1,093,462,300, and plant and equipment, $96,- 
498,400. Therefore, it would be the difference between these figures 
that we will have under consideration, together with language 
amendments. 

The Chair understands on plant and equipment you would like to 
yut back $78,986,000. The operating-expenses reduction was divided 
- the House into five categories 

A. Source and fissionable materials, $ $100,000 reduction. 
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That, the Chair understands, you do not ask to be replaced. 

B. For physical research, $3,100,000, and that you ask to be 
replaced. 

C. Biology and medicine, $435,000, and that you ask to be replaced. 

D. Program direction and administration, $2,769,700, and that 


you do not ask to be replaced. 


E. Decrease in inventories, $5,783,000, and that you ask to have 
replaced. 


PLANT AND EQUIPMENT 


Now, on the plant and equipment, as the Chair reads the figures, 
the reduction primarily is in the use of prior year balances; is th: at 
right ¢ 

Admiral Strauss. That is right, sir. 

Chairman SauronstaLL. So that the House would ask you to use 
up rather than to carry forward $287,778,000; is that right? 

Admiral Srrauss. Would you mind repeating that, Mr. C ne 

Chairman Savronsran.. $287,773,000, instead of $165,707,000, or 
net reduction, using up your available balances of prior soocipete- 
tions, of $122,066,000. 

Admiral Srravss. That is right. 

Chairman SauronsraLu. At this point we will insert in the record 
the Commission’s statement on proposed amendments to the Inde- 
pendent Offices Appropriation Act, 1955. 

(The statement referred to follows :) 


PROPOSED AMENDMENTS TO THE INDEPENDENT OFFICES APPROPRIATION AcT, 1955 


Independent offices, Atomic Energy Commission 


Revised estimate submitted to the House: 





I NI i as aecencicesio-cinengpep einintiaionih ssi dk moma dag alta a es 
I es NN ach ctaicctes x ntgatibntitiigtittialainnitilen itd mannaningnicidieaigaiitis 206, 390, 000 
i‘, |) sda tliaattnccpinniidioen teil lacuna i IT a cate 1, 342, 000, 000 
Act: 
I I lata cee lesen inp vmchibisinceigmtaissestabieinanaion. 95a Waning ee ee 
A, I GN tee ee ae 96, 498, 400 
a la ta etn aceite ants te tina 1, 189, 960, 700 
Reduction by the House: 
tidal sh tae teeta tmnetatanactilicnmnerpdings 2, 187, 700 
Plant and equipment__-_ seieaihcaieieieiieallii tea iiekaiin aliad diene raiia lotic 139, 851, 600 
Tala al eel cae 152, 089, 300 


House hearings, part 3, page 2507. 
Amendments proposed: Page 8, line 7; page 8, line 17; page 10, line 5; page 
11, line 11. 
AMENDMENTS 


(1) Page 8, line 7, after the semicolon insert the following: “rental in the 
District of Columbia ;”. 

(2) Page 8, line 17, strike out ‘$1,093,462,300” and insert in lieu thereof 
“$1,102,780,300" the amount of the estimate less the reductions made by the 
House of $100,000 in “Source and Fissionable Materials” applicable to cafeteria 
operations and $2,769,700 in “Program Direction and Administration.” 

(3) Page 10, line 5, strike out “$96,498,400” and insert in lieu thereof 
“$175,484,400,” the amount of the estimate less $60,366,000 of the reduction made 
by the House in contingencies and underruns on construction projects, the reduc- 
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tion of $401,600 applicable to the purchase of automobiles and trucks, and 
$98,000 of the reduction applicable to the construction of houses at Los Alamos. 

(4) Page 11, line 11, strike out the period and insert the following: “: Provided 
further, That not to exceed $2,500,000 of the funds herein provided may be trans- 
ferred to the Bureau of Public Roads, Department of Commerce, for the con- 
struction or improvement of access roads in the United States to sources of uran- 
ium ore, 


Hovust REPORT 


ATOMIC ENERGY COMMISSION 


Operating expenses.—The committee has approved an appropriation of $1,- 
093,462,300 for this purpose, which is a reduction of $12,187,700 in the revised 
budget estimate, and an increase of $201,681,300 over 1954. Since submission 
of the original budget recommendation in January, the program for this agency 
has received an extensive review and the revised recommendation submitted to 
the Congress in House Document No. 348 results in an increased effort in the 
atomic energy program. It should be made clear that while the revised estimate 
is a reduction of $130,850,000 from the previous request, there is an extensive 
revision in internal program requirements. A total of $266,150,000 of unobligated 
balances, collateral funds, and prefinancing requirements to finance contracts 
beyond fiscal year 1955 is being reallocated to the present expansion program, 
The following tabulation shows the amounts recommended in the revised esti- 
mate for operating costs, the amounts included in the bill, and the reductions 
made by the committee: 


: Revised % 
Item estimate Recommended Reduction 

Source and fissionable materials $740, 142,000 | $740,042, 000 | —$100, 000 
Weapons 320,926,000 | 320, 926, 000 
Reactor development 87,070, 000 | 87, 070, 000 
Physica) research 42, 000, 000 38, 900, 000 | —3, 100, 000 
Biology and medicine 27, 000, 000 26, 565, 000 | — 435, 000 
Community 1,048, 000 | —1, 048, 000 
Program direction and administration -_ . 35, 740, 000 | 32, 970, 300 —2, 769, 700 
Security investigations 10, 857, 000 10, 857, 000 | 

Total operating costs 1, 262, 687, 000 | 1, 256, 282, 300 —6, 404, 700 
Increase in inventories 12, 113, 000 | 6, 330, 000 —5, 783, 000 
Working capital —451, 000 | —451, 000 
Unliquidated obligations_. —132, 999,000 | —132, 999, 000 

Subtotal 1, 141, 350, 000 1, 129, 162, 300 —5, 783, 000 
Reimbursable obligations 837, 000 837, 000 ihe 

Total onligations 1, 142, 187,000 | 1, 129, 999, 300 — 12, 187, 700 


In explanation of the foregoing table, no reduction is recommended for the 
source and fissionable materials program. The reduction of $100,000 is made in 
connection with the operation of cafeterias at various operating plants. The 
committee definitely feels that cafeteria losses should be eliminated. The 
Commission has had successful results with cafeteria operations when they have 
been contracted for with private commercial operators. This has been done at 
some locations and the practice is to be encouraged. The anticipated loss to 
the Atomic Energy Commission for cafeterias during 1955 is estimated at 
$2,682,107, and the committee suggests that the Commission explore every possi- 
bility to put the cafeterias on a sound financial basis. 

For several years the amounts allocated for physical research and biology 
and medicine have been increasing steadily. The committee does not intend to 
hamper any productive research project as research is one of the most important 
facets of the atomic energy program. There are, however, always fringe items 
which research scientists would like to investigate which have a comparatively 
slight possibility of producing useful results. This is the type of project that 
should be eliminated in order to accomplish the budget objective. To maintain 
these two programs at the current level the committee has included $38,900,000 
for physical research and $26,565,000 for biology and medicine. 

The committee recommends a reduction in the estimate for program direction 
and administration of $2,769,700, and language which for the first time places 
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a limitation on the total amount that may be used by the Commission for personal 
services. The limitation on personal services heretofore contained in the bill 
has applied only to personnel in program direction and administration, and this 
year it has been extended to include under limitation personal services in all 
programs. The bill provides $37,232,900 which will support employment of an 
average of 6,653 people, a reduction of 380 from the amount requested. This 
amount is based on a careful analysis of personal services in the different offices, 
and the entire reduction is made in the estimates for program direction and 
administration personnel. The amount will not be restrictive, but inasmuch 
as this appropriation for operating expenses is a lump-sum appropriation, the 
limitation will enable the Congress to have overall control over the cost of 
personnel to be employed in the administrative program. 

In making the reduction of $5,783,000 in stores inventories from an estimated 
increase in all inventories of $12,113,000, the committee desires to call the 
attention of the Commission to what it considers an excessive amount of inven 
tory. At the end of this fiscal year the balance of current use and standby stores 
is estimated at $75,489,511, but will actually be more because current use is not 
as high as anticipated in the 1954 budget. A study of actual issues for the first 
6 months of 1954 indicates that actual issues probably will not exceed $108 
million as compared with estimated issues of $124,497,052. The current use 
requirements during 1955 are estimated at $141,518,000, and the committee feels 
that an increase in the stores inventory at this time is not justified. 

The Commission requested language which would authorize rental of office 
space in the District of Columbia, which has been denied. If space is required 
it should be handled and financed by the General Services Administration. The 
committee seriously questions any saving that would result from the move into 
a single building as suggested by the Commission. If a move of this nature is 
desired, the Commission should explore the possibility of rental of facilities or 
remodeling Government-owned space outside the District of Columbia. The 
committee has been trying to reduce the vast Government empire and does not 
approve of any expansion of rental space by the Government such as is proposed. 

In connection with its community operations, the committee takes notice of 
the fact that the budget presentation shows a net decrease of $1,048,000 for 
operating costs. It should be pointed out that a substantial part of community 
costs, particularly overhead and depreciation costs, are not considered in the 
annual appropriation figures, and that the excess of revenue over cost for this 
item does not mean the communities are being operated at a profit. For the 
past several years the committee has encouraged the Commission to dispose of 
its real estate and community operations at the earliest possible date, and 
during the hearings it was testified that legislation is being proposed to get the 
Commission out of this business at Oak Ridge and Hanford. The committee will 
expect action to be taken in this connection prior to presentation of next year’s 
budget. 

Plant and equipment.—For increased plant the committee recommends an 
appropriation of $96,498,400, a reduction of $139,851,600 from the revised budget 
estimate of $236,350,000 and a decrease of $69,501,600 from 1954. In this pro- 
gram, as in operating costs, the revised budget has taken into account major 
revisions in internal financing requirements for various programs. Actual 
costs of construction as compared to earlier estimates of cost reveal that large 
surplus can be found and reapplied to the increased effort, thus reducing to an 
extent the need for additional appropriated funds. In the budget revision a 
total of $165,707,000 of unobligated balances have been applied to the new pro- 
gram, so the actual increase for plant and equipment for 1955 is $402,057,000. 
Actual reductions made by the committee in this program amount to $17,785,600. 
The committee has also reduced the amount available for contingencies by 
$122,066,000, which amount is not in fact a reduction but a requirement that the 
agency reduce its margin of excess funds. The following tabulation sets forth 
the recommendations for this item: 


Item Reduction 
New processing plants.............--- CANN AEA t emit —$12, 000, 000 
EU Be TAT nn een siescilhaiiaeiiaiiian it ihthaeinpeservaniadnche 384, 000 
Miscellaneous budget items___.__._.__-_._-____ ee a leet esate —5, 000, 000 
Automobiles and trucks______- aaa RE el tate en ee —401, 600 
Contingencies and underruns on 1 construc tion projec ere ee —i22, 066, 000 


—139, 851, 600 
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The sum set forth in the foregoing table for new processing plants of $12 mil- 
lion is in the opinion of the committee not necessary. The estimates include 
funds for a number of processing plants to be constructed by the Commission 
in the event private enterprise does not construct required facilities. The Com- 
mission owns one plant at the present time and the committee is confident that 
in a program developing as rapidly as atomic energy this area of the program 
can be developed with private funds. This supports the belief of the committee 
that it is undesirable to encourage Government ownership and operation of any 
facilities which can be built and operated by private capital. 

The committee has reduced the estimate for housing at Los Alamos from 
$1,550,000 to $1,166,000, a reduction of $384,000, The estimated cost per unit for 
housing at this location ranges from $14,688 to $18,144, when good 3-bedroom 
houses are advertised for sale in Santa Fe for $10,500 and in Albuquerque from 
$7,850 to $12,750. There seems to be no valid reason why housing at Los Alamos 
should cost so much more than that constructed in the surrounding communities, 
and the committee has reduced the estimate by $4,000 for each of the 96 houses 
proposed for construction in 1955, and directs the AEC not to exceed this average 
cost of construction per unit. 

The reduction of $5 million in miscellaneous budget items is a minimum 
amount that can be reduced. Generally, these projects are for (1) improvements, 
alterations, and additions to existing facilities, (2) miscellaneous or minor new 
construction, and (3) equipment. A substantial portion of the items or im- 
provements cannot be specifically identified and the estimate is based on experi- 
ence during prior fiscal years to determine the amount of the present request. A 
reduction of $401,600 is made in the request for funds to purchase automobiles 
and trucks. The estimate provided for the purchase of 402 passenger motor 
vehicles at a net cost of $557,125 and the purchase of 756 trucks of which 190 
are in addition to the present fleet. The Atomic Energy Commission ranks fourth 
among civilian agencies of Government in number of vehicles operated, and 
an analysis of the present fleet indicates that a reduction of 80 vehicles can be 
made in the overall program and 64 vehicles at Santa Fe. 

The committee approves the expansion program as presented in the revised 
estimates, but instead of appropriating the full amount of $236,350,000 the com- 
mittee has made a reduction of $122,066,000 in the request for additional appro- 
priations, and has provided that the Commission shall apply a larger proportion 
of currently available funds toward this construction. In suggesting that the 
Commission reduce the amounts available for contingencies and apply these 
amounts to the present estimate the committee refers to the following table 
showing the source of these contingencies: 


Table showing amounts reserved for contingencies in major Atomic Energy Commission 
construction programs 


{000’s omitted] 








Oak Ridge! Paducah | Savannah Ports- 

expansion | expansion River mouth 
Cost estimates contained in 1955 budget- $435, 500 $433, 600 | $1,500,000 | $1, 152, 500 
Cost estimate reports on Dec. 31, 1953: : ; 
Contractors current estimate 317, 416 379,618 | 1,450,748 1, 036, 875 
Contingencic s- 72, 251 52, 360 42,218 99, 583 
Underrun from approved estimate 45, 833 1,622 7,034 16, 042 
Total = 435, 500 433, 600 1, 500, 000 1, 152, 500 
Cost estimates contained in 1955 revised budget: et 7 eh 
Total of contingencies and underruns_- 118, 084 53, 982 49, 252 | 115, 625 
Amount released for expansion program —85, 000 —25, 000 — 84, 000 0 

Amount of contingency available for original 

projects 33, 084 28, 982 —34, 748 115, 625 


In the above table the significant items are the amounts inserted in the original 
cost estimates for contingencies by the Commission, and amounts contractors 
have already returned as shown in the line item “underrun from approved esti- 
mate.” It is highly unlikely that any contractor will release any amount until 
he is certain that it will not be required. The Commission in its revised 
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estimates has already released for the expansion program substantial amounts, 
and the committee is of the opinion that the remainder of the contingencies as 
shown in the bottom line of the table amounting to $33,084,000 at Oak Ridge and 
$28,982,000 at Paducah can also be released. The committee has also applied to 
the new program $60 million of the $115,625,000 of contingencies and underruns 
at Portsmouth. 

The total reductions set forth pertain entirely to the unobligated balance 
of prior year appropriations and are reductions in the amount of “contingencies” 
which have been included in estimated construction costs for the various 
plants now being built. In recent years AEC has engaged in a practice of over- 
estimating construction costs for budget request purposes and the committee 
believes that unchecked overestimating is undesirable from both the point of 
view of economy and of congressional control. The committee points out that this 
reduction will not require the elimination of any project for which AEC has 
requested funds. 

An indication of AEC’s practice of overestimating is apparent in its experience 
with building the following gaseous diffusion plants: 

1, K-29 (Oak Ridge )—completed with an underrun of 40 percent, amount- 
ing to $28,600,000, 

2. K-31 (Oak Ridge)—completed with an underrun of 40 percent, amount- 
ing to $65,700,000. 

3. Oak Ridge expansion—not yet completed, but $25,500,000 was released 
in fiscal year 1954, $85 million was released in fiscal year 1955, and $33 
million is still earmarked “contingencies.” 

4. Paducah expansion—not yet completed, but $25,500,000 was released 
in fiscal year 1954, $25 million was released in fiscal year 1955, and $29 
million is still earmarked “contingencies,” 

On February 1, 1954, AEC had contingencies totaling approximately $190 
million included in the cost estimates for its four largest uncompleted projects, 
namely, Portsmouth, Savannah River, the Oak Ridge expansion, and the Paducah 
expansion. These contingencies were in addition to the contractors’ current cost 
estimates for completing the construction for these four projects. 

An indication that the contractors’ current cost estimates are excessive is 
apparent in AEC’s experience at Savannah River. On December 31, 1953, the 
cost estimate for this project was $1,500 million, a contractor's current cost 
estimate of $1,450,748,000 plus total contingencies and underrun of $49,252,000. 
The Atomic Energy Commission, when preparing its revised budget request, 
released $84 million from this cost estimate in order to construct additional 
facilities. Obviously AEC considered the contractor's cost estimate of $1,450,- 
748,000 to be excessive. 

The largest contingency is for the Portsmouth project. The original cost 
estimate was $1,152,500,000, a cost estimate of $1,052,917,000 plus a contingency 
of $99,583,000. Several months later, on December 31, 1953, the several con- 
tractors had reduced their cost estimates over $16 million indicating the begin- 
ning of another substantial underrun. However, AEC has not reduced its over- 
all cost estimate but has merely added the $16,042,000 to contingencies. On 
December 31, 1953, the cost estimate was still $1,152,500,000, a current cost 
estimate of $1,036,875,000 plus a contingency of $115,625,000 which the committee 
has reduced to $55,625,000. 

During the hearings the Commission asked that consideration be given to 
removing the limitation requiring the Commission to have funds available to 
complete a project before construction is started. Congress included this limita- 
tion in the language of the Supplemental Appropriation Act, 1952, when the 
major expansion program at Savannah River was initiated. For several years 
prior to that time the committee had been critical of the accuracy of estimates 
of cost made by the Commission in connection with its construction program and 
had made every effort to have the Commission place as much of its construction 
program as possible open for competitive bids. The provision carried in the 
bill is intended to make the Commission make firm plans and careful cost esti- 
mates in its construction program. The committee does not want a recurrence 
of the situation on the Savannah River plant where it was first testified that 
it would cost in the neighborhood of $600 million, but at the time an appropriation 
was requested the estimate had increased to $1,200 million. While the “funds- 
to-complete” provision may require the Commission to be certain-that it has 
sufficient funds to complete a project before it is initiated, it requires the Com- 
mission to take steps to plan a project on a realistic basis and places a ceiling 
on the total obligation of the Government. The committee recommends a minor 
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change in the language in the bill for this provision which will permit some 
flexibility and give the Commission authority to substitute one construction 
project for another within the limits of cost included in the budget. 


EXPLANATION OF PROPOSED AMENDMENTS 


Amendment (1)Restoration of proposed language deleted by the House pro- 
viding for rental in the District of Columbia (p. 8, line 7). 

The House Appropriations Committee in denying the Commission language 
which would make the appropriation available for rental of office space in the 
District of Columbia stated (1) if space is required, it should be handled and 
financed by the General Services Administration; (2) the committee questions 
any saving that would result from the move into a single building; and (3) if 
a move of this nature is desired, the Commission should explore the possibility 
of rental of facilities or remodeling Government-owned space outside the District 
of Columbia. 

In requesting approval of the proposed authority for rental of office space, 
it is pointed out that the Commission proposes that lease arrangements begin- 
ning with fiscal year 1955 be handled through the General Services Administra- 
tion. The language would permit the Commission to transfer funds to GSA 
for this purpose. We assume that budgeting in 1956 and future years would be 
handled by GSA. 

The primary reason for consolidation of the headquarters office of the Com- 
mission from three separate buildings into a single location is to eliminate se- 
curity hazards incident to the movement of highly sensitive documents between 
buildings. While a great deal of necessary business can be transacted between 
buildings by telephone, the telephone is also an invitation to security violations. 
Secondly, the consolidation of Commission offices into a single location would 
permit a reduction of $300,000 annually in the cost of guards, extra security 
protective devices, shuttle mail service, and other costs of communicating 
between buildings. Substantial savings in operating efficiency would also ac- 
crue through the elimination of delays in the conduct of official business. 

The Commission looked into the possibilities of obtaining office space outside 
the District of Columbia prior to submitting language for rental in the District. 
Available buildings outside the District of Columbia were found to be inade- 
quate and the construction of a new office building providing the required se- 
curity protection would involve an estimated cost of $10.5 million. Construction 
delays of 2 or 3 years prior to occupancy would continue the present security 
hazards for that period of time. 

Request is, therefore, made for restoration of the proposed language for 
rental in the District of Columbia, in order that existing security hazards may 
be eliminated during the forthcoming fiscal year with increased economy and 
efficiency of operation. 


Amendment (2) Restoration of $9,318,000 of th House reduction of $12,187,700 
in the appropriation for “Operating expenses” (p. 8, line 17). 

The amendment proposed would effect a restoration of the reduction made by 
the House with the exception of $100,000 reduction in “Source and fissionable 
materials,” which is applicable to cafeteria operations, and the $2,769,700 re- 
duction in the item for Program direction and administration. 

The following table shows by program the amounts requested for restoration: 








Budget Allowed by a Restoration 
Program or item estimate the House Decrease requested 
Operating costs: 
Source and fissionable materials | $740, 142,000 | $740, 042, 000 $100, 000 0 
Physical research | 42,000,000 | 38, 900, 000 3, 100, 000 $3, 100, 000 
Biology and medicine -| 27,000,000 | — 26, 565, 000 435, 000 435, 000 
Program direction and administration 35, 740,000 | 32,970, 300 2, 769, 700 0 
Increase in stores inventories | 5, 783, 000 | 0 5, 783, 000 5, 783, 000 
r lle adil A 7 
BONS 65 6s Sidi cee is. te il belies Me jh imeedisoadd | 12,187,700 9, 318, 000 
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Comments on the effect of the specific reductions for each operating program 
proposed by the House are set forth in the following paragraphs: 


(a) Physical research program: 
Te eo cum ssinemeerer mandi vaeuaiadien-e onsen $42, 000, 000 
pk SE de a akeurginasionnn Se eee 


aac cassilkiccnicaitiiels deleaatiaaamnatinniesinieniensinbbiba ail 8, 100, 000 
Restoration requested.__.._._....................... thiiiietibeteds | Gah Cs 


The action of the House committee was based on maintaining the program at 
the current level. The committee stated that it does not intend to hamper any 
productive research project, but there are always fringe items which have a 
comparatively slight possibility of producing useful results and this is the type 
of project that should be eliminated in order to accomplish the budget objective. 

The Commission’s estimate of $42 million for the physical research program 
represents a carefully considered estimate of requirements for types of research 
the Commission feels it cannot afford to neglect. Within this range of dollars, 
we will have no room for projects which in our best judgment have a compara- 
tively slight possibility of producing useful results. Many physical research 
projects are intended to give us a better understanding of and more competence 
in dealing with technological problems of current importance, particularly those 
related to the production, weapons, and reactor development programs of the 
Commission. The problems are numerous, diversified, and difficult—but solutions 
are imperative if we are to progress. Other projects are more broadly conceived, 
being concerned with the exploration of new areas of science, delving into the 
unknown and the untried. Both types of projects be. paid off and will con- 
tinue to pay off. The evaluation of the possibility of"producing useful results 
through a particular research effort is difficult but necessary to make when funds 
are limited. 

The allowance of $38.9 million recommended by the House committee would 
result in a going rate under the current rate. Although we do not intend to 
exceed our estimated costs of $38.9 million during fiscal year 1954, we are cur- 
rently operating at a yearly rate of $40.8 million. Program adjustments have 
been necessary to provide for the cost of operating the bevatron and other new 
accelerators which have recently come into operation and for a recently expanded 
level of effort on two classified projects. 

The request of $42 million represents a net increase of $3.1 million over our 
estimated costs of $38.9 million for the current year, which may be detailed as 
follows: 


(a) $1 million for increased costs related to the operation of new or 
modified research machines. 

(6) $0.8 million for expanded studies on two classified projects. 

(c) $1.3 million for other urgent fields in which we believe additional 
effort is indicated and will be fruitful. 


The committee report might be interpreted as suggesting that the broadly 
conceived exploration of new areas of nuclear science be reduced. Here it is 
most difficult to evaluate the possibility of producing useful results. However, 
this work is done chiefly with the large accelerators and research reactors, 
acilities which are too expensive to be constructed and operated by available 
private funds. Moreover, they have been constructed at Government expense, 
and their shutdown would be a direct loss to the Government. This is the area 
to which our foremost nuclear physicists have directed their attention as being 
most promising. It is also an area in which the special interest of the Congress 
was wisely indicated by the special provision in the 1954 Appropiration Act 
relating to the construction of particle accelerators. Our continuing lead in 
this important branch of science cannot fail to benefit the United States in 
future years in the area of both weapons and industrial application of atomic 
energy just as it contributed in giving us atomic weapons ahead of other coun- 
tries in the past. 

The House committee in its report recognized that “research is one of the 
most important facets of the atomic energy program” and stated that “the 
committee does not intend to hamper any productive research project.” It is 
the considered opinion of the Commission that an allowance less than our 
request of $42 million would without a doubt hamper the conduct of a pro- 
ductive research program. With new areas of science offering so much promise 
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for human betterment, we are convinced that we can ill afford to retard our 
research efforts at this time and should on the other hand seek to expand 
reasonably the more promising efforts to the extent of our ability and means 
to do so. It is therefore requested that restoration be made to the level of 
$42 million as requested in the estimates. 


(6) Biology and medicine program : 
Budget estimate__ ‘ on sitini oS $27, 000, 000 
Allowed by the House : aasah s se eo 26, 565, 000 
Decrease Be: sc ee pil oe rata a 435, 000 
Restoration requested_......_._.________ hee ee een ei 435, 000 


The action of the House committee was based on maintaining the program 
at the current level. The committee stated that it does not intend to hamper 
any productive research project, but there are always fringe items which have 
a comparatively slight possibility of producing useful results, and this is the 
type of project that should be eliminated in order to accomplish the budget 
objective. 

In view of the urgent program requirements described below, the reduction 
of $435,000 is regarded as substantial and it is requested that restoration to 
the $27 million level be made. 

Recent events in the Pacific demonstrate most cogently the need for increased 
and accelerated study of the disposition of radioactive particulate matter and 
prompt intensive study of the effect of byproducts of nuclear and thermonuclear 
detonations on human beings and their environment. As the test devices grow 
larger, the predictability, of the fate of radioactive and toxic particulate matter 
becomes an even more critical factor. It is most essential that research which 
will broaden our knowledge with regard to these phenomena and related prob- 
lems be intensified. 

For several years the Commission has been studying the effects of nuclear 
detonations on plantlife and marine biology. Knowledge thus gained has been 
of inestimable value during the current test series in connection with reported 
contamination of commercial! fish. Studies of the effects of fallout on other 
food sources must also be accelerated. If these effects are to be anticipated 
or prevented, particularly if we are to maintain the public confidence in the 
conduct of these tests, it is imperative that there be no diminution of funds 
available for such purposes. 

It has been suggested that such studies might be supported by the elimination 
of “fringe items,” which have “comparatively slight possibility of producing 
useful results.” It should be noted that some of the marine biology programs, 
the study of the effect of radioactivity on domestic animals, sheep, for example, 
indeed, the study of fallout itself, but a short time ago were regarded by many 
as falling within the above fringe category. Therefore, we cannot afford to 
abandon basic studies today which may have vitally important programmatic 
application a very few months or years hence. 

Specific examples of proposed new or expanded research which would be 
adversely affected by the proposed reduction are listed below: 

(a) Distribution of radioactive fallout from thermonuclear detonations. 

(b) Waste disposal programs. 

(c) Toxicological effects of new substances, particularly those brought into 
play by the thermonuclear program. 

(d) Effects of radiation on longevity and fertility and the genetic effects of 
single and repeated small doses of radiation. 

(e) Completion of staffing and increased operating costs due to installation 
of cobalt bomb and linear accelerator at Argonne Cancer Research Hospital. 


(c) Increase in stores inventories: 





a ee $5, 783, 000 
R.Br cite dip titatinihinnaitictap atime 0 
Decrease __ ole in a ne I a atl scarica iodine 5, 783, 000 
Restoration requested____ satabtapeerinandiiven santiiinanninianesttihiiltiia 5, 783, 000 


o- = 


The House recommends elimination of the $5,783,000 requested for increasing 
the level of stores inventories required for the support of operating programs. 
In the House report it is stated that “the committee feels that an increase in 
stores inventories at this time is not justified.” 
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The Commission budget as submitted reflects substantial reductions during 
fiscal year 1954 and fiscal year 1955 in inventories at existing plants. However, 
savings resulting from these planned reductions are more than offset by require- 
ments to establish stocks at new plants which are just coming into operation. 
In the fiscal year 1955 budget estimated requirements of $7,734,893 for new plants 
have been offset in part by estimated reductions in stocks at existing plants of 
$1,951,898. 

The total increase required in fiscal year 1955 in stores for new and expanding 
plants is estimated to be $7,734,893. About $3.3 million of this amount will be 
needed to purchase process spare parts for the new plants at Paducah, Ports- 
mouth, and Savannah River. It is important from an economy standpoint to pro- 
vide funds for the procurement in fiscal year 1955 of these parts at the same time 
the process equipment is being purchased. Such equipment is of special design 
and peculiar to the requirements of the processes at these plants. Since it is 
specially designed for our purposes, it requires special tooling and facilities at 
the suppliers’ plants. To buy the process spare parts at a later date would be 
much more costly because we would have to pay for special production runs and 
the reestablishment of special tooling and facilities in the suppliers’ plants. 

Also, about $1.7 million will be needed for the increased weapons program, in 
cluding tests and operations rsearch, $750,000 of which will be for new plants. 
About $2.5 million will be needed as a part of the initial buildup of normal 
operating inventories as full-scale operations are reached at Savannah River 
and in preparation for new operating requirements at Portsmouth. The re- 
maining $0.2 million is for five new U,O, additions to existing phosphate plants 
and to support greatly expanded operations at the Feed Materials Production 
Center. 

The offsetting reduction of $1,951,893 planned for other plants is a result of a 
continuing program to improve the stores inventory position. An aggressive 
program has heen in effect for some time and, as indicated by the following 
table, considerable progress has been made in reducing inventories to the lowest 
level consistent with operating requirements. This table shows (1) that the 
ratio of current-use and standby inventory to total operating costs has been 
reduced progressively from 19.3 percent in fiscal year 1950 to 10.6 percent in fiscal 
year 1953 and an estimated 6.4 percent in fiscal year 1955 and (2) that the num- 
ber of months investment in current-use inventory has been reduced from 
13.9 months in fiscal year 1949 to 6.2 months in fiscal year 19538 and an estimated 
5.0 months in fiscal year 1955. 


Number of 

Total oper- | Current-vse | percent of | months in- 
ating costs | *24 standby | total oner- vestment 
(in millions) | ,A>Ventory ating costs in closing 

P (in millions) | * ~_ current-use 


| inventory 
iasibeinete aapesendt —_——|—_—___—_— posi ~ | ‘ 
Fiscal year 1949 actual | 13.9 
Fiscal year 1950 actual | $310.6 $60.0 | 19.3 12.0 
Fiscal year 1951 actual | 400. 3 69.5 | 17.4 | 10.0 
Fiseal year 1952 actual 598.0 | 74.5 | 12.5 | 9.2 
Fisca: year 1953 actual 712.5 | 75.5 | 10.6 | 6.2 
Fiscal year 1"4 estimated ; 888.6 | 75.5 8.5 5.3 
Fiscal year 1955 estimated 1, 262. 7 81.3 6.4 | 5.0 


(A chart which graphically illustrates the progress made by AEC in inventory management tis attached 
&s appendix A.) 


In an expanding phase of operations such as that in which the AEC is now 
engaged, the issue rate from stores inventories increases progressively with the 
addition of new production units. Although the issue rate for the first 6 months 
of fiscal year 1954 was slightly lower than originally estimated, principally 
because of unexpected delay in placing certain new production units in opera- 
tion, it is expected that the rate of issues will be progressively greater during 
the last half of fiscal year 1954 as additional production units are placed in use. 
Since the operational level is expected to be on schedule in fiscal vear 1955, the 
actual issues for fiscal year 1955 should equal or exceed the rate originally 
estimated. 

If we are required to maintain stores inventory levels through June 30, 1955, 
at the level authorized for June 30, 1954, there is a possibility that some stocks 
in long supply, but not excess to our requirements, may have to be disposed of at 
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a substantial loss in order that stores levels can be established at Portsmouth, 
Paducah and Savannah River sufficient to support those operations. 

Considering the large new and expanded programs planned for fiscal year 
1955, the high operating levels expected generally for all programs, and the very 
effective program of inventory management which is continuing, it is believed 
that the amount requested is the minimum required to provide reasonable inven- 
tory support to essential operations. 

The Commission therefore requests the full restoration of the reduction pro- 
posed by the House. 


Amendment (3) Restoration of $78,986,000 of the House reduction of $139,851,600 
in the appropriation for “Plant and equipment” (p. 10, line 5). 


The following table shows reductions made by the House and the requested 
restorations : 








Budget esti- | Allowed by | \ Restoration 
Item mate the House | Decrease requested 
PLANT AND EQUIPMENT 
Obligations: | 

New processing plants $12, 000, 000 | 0 | $12,000, 000 $12, 000, 000 
Housing at Los Alamos _ 1, 550, 000 $1, 166, 000 384, 000 286, 000 
Miscellaneous budget items_ 47,534,000 | 42, 534,000 5, 000, 000 5, 000, 000 
Automobiles and trucks De uddnttoabehos Sn i 401, 600 0 

Contingencies and underruns on construc- | 
tion projects ; 177, 691,000 | 55, 625,000 | 122,066, 000 61, 700, 000 
Total phic chap tiighodieyeatanbstnbes liokciet he Sh adel 139, 851, 600 78, 986, 000 

| | 





Comments on each of the plant and equipment items for which restoration is 
requested follows: 


(a) New Processing Plants: 


ee WSU i i ehielila i aherdesit Laemates $12, 000, 000 
Allowed by the House__-__~--~- weshbedich ha iensh shetaeieaidsipetis rdidnal 0 
Decrease ....._... ik casettrvh lc dk git cslh dagah ih an ss eiehhee tate kiobes dine 12, 000, 000 
Aen ROGREINONE oo Ll 12, 000, 000 


The House recommends the elimination of funds for the construction of ore- 
processing plants on the Colorado Plateau on the basis that such facilities should 
be built and operated by private capital. 

Request is being made to have reinstated in the Commission’s fiscal year 1955 
budget this $12 million item for the construction of domestic uranium processing 
plants because without the availability of these funds the Commission cannot be 
sure of meeting its production goals. 

Domestic uranium supplies, and potential supplies, have increased remark- 
ably during the past few years, particularly during the last year and a half, as 
a result of the Commission’s program of providing incentives to private in- 
dustry, including various types of assistance such as access roads, and extensive 
Government exploration. Mill production, which already has been increased 
many times, can again be doubled by providing additional milling facilities. 
Additional new milling facilities are under construction by industry and ar- 
rangements have been completed or are well under way for other new mills 
and extensions to existing plants. 

In addition to these arrangements for expansion, approximately $17 million 
will be required for other new plants to take care of the increased ore supply 
discovered and developed during the past year. If these new milling facilities 
can be completed promptly, with construction starting during the first 6 months 
of fiscal year 1955, the national defense program will be accelerated and there 
will be important dollar savings in the operation of ABC’s new production 
plants. The Commission cannot afford to lose time in expanding domestic 
uranium ore processing facilities. 

The Commission is not deviating from its established policy of attempting to 
get private industry to finance and construct processing plants and to carry on 
uranium mining operations. Today, all uranium mining is carried on by pri- 
vate operators who sell their ore at published prices. All of the processing mills, 
and there are 8 in operation and 1 under construction, are privately owned and 
operated with the exception of 1 which the Commission acquired from the War 
Assets Administration. Every reasonable effort is being made, and will con- 
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tinue to be made, and all proper inducements will be offered, to obtain the entire 
required new milling capacity through private capital investment. To this end, 
prospective qualified organizations are being encouraged to enter the uranium 
processing field and negotiations are being carried on with processors for ex- 
panding existing mills and the construction of new mills. However, with all 
of these efforts the Commission cannot be sure that private financing can be 
arranged for the immediate construction of all of the uranium mills at the 
rate and on the scale required for its program. 

The Commission is proposing a program of mill construction that involves 
procedures somewhat at variance with standard business practice. The program 
must be designed to provide milling capacity for maximum production based upon 
a reasonable expectation of a 5-year ore supply. The estimate of ore supply, 
because of the nature of the deposits, can be based only in part upon proven or 
measured ore. A large part of the ore supply must be estimated on the basis 
of geological information and incomplete development. Experience has proven 
that this procedure does not involve undue risk. As a matter of fact, new dis- 
coveries and new developments have shown that estimates of potential ore 
supply have been too conservative. However, private companies, particularly 
those now entering the field, usually consider as a matter of business prudence 
that mill capacity should be based upon proven ore reserves and that expansion 
should take place as additional ore reserves are fully developed. Another im- 
portant point is that ownership and control of ore generally are widely dispersed 
and a protracted period of negotiation may be required to provide firm com- 
mitments for assurance of an adequate and continuing supply. In the past, 
private negotiations of this kind have delayed mill construction as much as a year 
or more. 

New companies entering the uranium processing field have had no experience 
with processes used for the extraction of uranium. As the result of metal- 
lurgical studies over the past several years, including extensive pilot-plant work, 
the Commission has now developed metallurgical processes which will provide 
for more efficient extraction of uranium, For new mill construction to proceed 
promptly, prospective processing companies must accept the processes already 
developed with only a minor amount of testing. The Commission cannot wait 
for a private company to undertake metallurgical studies and pilot-plant work 
which again might extend over a period of a year or more. 

These are but some of the problems with which the Commission is confronted 
in attempting to get private industry to undertake the construction of new 
uranium mills within the time period necessary to achieve its production goals. 

During the next 3 or 4 years additional ore is critical to our production 
operations since the new production facilities will be operating at less than 
design feed rates. Additional production of fissionable material can be obtained 
from the gaseous diffusion plants through the use of more feed or the use of 
more than designed power loads. This additional power can be obtained on 
an interim basis from higher cost sources than the lower cost permanent power 
provided for normal designed power loads. However, it is considerably more 
economical under present feed costs to obtain the increased production required 
through increased feed. 

Based on previous experience from the time it takes private capital to bring in 
new milling capacity, sufficient capacity through this source will not be available 
by July 1, 1955. With new milling capacity that can be made available by July 
1, 1955, with the use of these funds, the capital cost of the new mills will be 
more than offset in 1 year by savings in operating costs through increased feed 
and reduction in interim power loads to obtain the required production of fission- 
able material. 

It is for this reason that the Commission is requesting in its fiscal year 1955 
appropriation an item of $12 million for uranium processing plant construction. 


(6b) Housing at Los Alamos: 
RIE, CIN oo ae ccictenenensitipthccpheclin Scjectbliiiiaitis ieen Rcpebbiasen, een 
AE er CG TEN. satin eeeemaiemiioegiions sia tli dlcilaaanaes 1, 166, 000 
iE phe eg AO AOE TD Fe is scien nenaetesedune bere eets 384, 000 
I a ricccesicetne acid Mins cepnnshdintierieemreretiideton 286, 000 


The House reduction of $384,000 in this item represents an average reduction of 
$4,000 each for the 96 houses proposed for construction in fiscal year 1955. The 
budget estimate of $1,550,000 provided for 43 2-bedroom units at $14,673 each; 
28 3-bedroom units at $16,598 each; and 25 4-bedroom units at $18,138 each. 
These unit prices were considered by the House committee to be excessive inas- 
much as 3-bedroom houses are currently advertised for sale in Santa Fe for 
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$10,500 and in Albuquerque from $7,850 to $12,750. The House Committee fur- 
ther directs the AEC not to exceed the reduced average costs of construction 
per unit. 

All housing construction at Los Alamos is performed under lump-sum, unit- 
price construction contracts awarded to the low bidder after competitive bid- 
ding. The present cost estimates were based on preliminary plans and specifica- 
tions for the fiscal year 1954 program of 122 units of similar construction for 
which contracts will be awarded this April. The houses are single story, 
pitched-roof, wood-frame with wood siding or shingle exteriors. Floors will be 
composition tile laid on a concrete slab; heating will be forced warm air. The 
various units meet the criteria and standards developed by the Housing and 
Home Finance Agency governing housing construction for Federal personnel. 
The total estimate of $1,550,000 includes 7 percent to cover costs of engineering, 
design, and inspection and 10 percent contingencies. 

In view of the final engineering and design work which has now been ac- 
complished on the fiscal year 1954 program it appears feasible at this time to 
reduce the 1955 engineering estimate to 4% percent and the contingency esti- 
mate to 5 percent, or a total reduction of $98,000. The difference between this 
figure and the House reduction of $384,000, or $286,000 is requested for 
restoration. 

A check of the houses cited in the committee report reveals that only the 
3-bedroom $12,750 unit at Albuquerque is comparable in size and construction 
to the 3-bedroom units included in the AEC Los Alamos estimate. Elements 
of cost, included in the Los Alamos house but excluded from the Albuquerque 
house, consist of roads, curbs, gutters, sidewalks, storm sewers, water and 
sewer mains, which are paid by the homeowner on a tax basis; gas and power 
distribution systems, the cost of which is amortized in the rates charged the 
consumer for these services; complete site development; and refrigerator and 
stove. In addition, there is a cost differential between Albuquerque and Los 
Alamos construction which, because of the remoteness of the latter location, 
is estimated to be ronghly 20 percent. Conversely the Los Alamos cost does not 
include the value of a lot. When these various factors are applied to the 
Albuquerque house an equivalent selling price of $17,273 is obtained as compared 
to the cost of $15,577 for the Los Alamos house (computed using 414 percent for 
engineering and 5 percent contingencies). The details are as follows: 


3-bedroom unit selling price as advertised at Albuquerque____________ $12, 750 





Less lot (including $200 minimum site work) .....--____-______ feabaids —800 
Plus: 
I id ihe taint ives bien cidith ani h BINA Ea RES on WEB til Da oii 741, 095 
| I id ci haw teen ideal nila diate Pada dinces usd al + 4.931 
a a is ic estab este danttplcthee aici’, abi) ae, ? 4.657 
OOS ON: GOO fa ithe ibis tt lad eee ob ore ey ee 74250 
Cost differential between Albuquerque and Los Alamos ($12,750 
sl KD OD CORNE aii ccc esas hari wh ables chin dsie +2, 3§ 
Estimated selling price of Albuquerque unit at Los Alamos_____ 17, 27: 


1 Identical amounts for these items are ineluded in AEC Los Alamos housing estimate 
of $15,577. 


(c) Miscellaneous budget items: 


De ee een ne ee eee $47, 534, 000 
Ce neat sir eeenih Laman 42, 534, 000 
I er ae tre tceorimetiovninltinesensay eddtonnagcd ctpnapicioagie 5, 000, 000 
RI a oa eset nla priate pe seein 5, 000, 000 


The Commission's estimates for plant and equipment include $29.8 million for 
replacements and additions to equipment and $17.7 million for replacements, 
alterations, and minor additions to facilities. The House recommends a reduc- 
tion of $5.0 million or approximately 10 percent. The major portion of the 
amount requested is for maintaining our production plants, and weapons devel- 
opment and test facilities. The estimate submitted was most carefully reviewed 
by the Commission and the Bureau of the Budget and in our opinion represents 
the very minimum amount necessary to maintain efficiency and economy opera- 
tion at our plants and other facilities. The $47.5 million requested for 1955 is 
approximately the same as the amount available in 1954 for these purposes and 
represents less than 1 percent of the estimated plant investment at the beginning 
of the year. At the present time the investment in plant is expected to increase 
during 1955 from $5.9 billion to $7.2 billion, an increase of $1.3 billion or 22 
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percent. Also in that year the operating costs will increase to $1.3 billion from 
$0.9 billion in 1954 or 42 percent. 


(d) Contingencies and underruns on construction projects: 


Budect estimate 2.16.25... «. = titer chide ditheeiesaceeee a Ge 
Allowed by the House_- Sidhe Sicchabielatdieetaehaebebatn .. 5d, 625, 000 
Decrease sadist ioe aes , _... 122, 066, 000 
Restoration requested_.....-..~~- Soltaaitittstiicn ts mithsssduiean: Bla teu, COO 


The House committee has recommended a reduction of $122,066,000 in funds 
presently available for construction of the expanded gaseous diffusion facilities 
at Oak Ridge, Tenn., Paducah, Ky., and Portsmouth, Ohio. 

This reduction is made on the basis that costs of previous AEC construction 
projects have been overestimated and that the construction contractors’ current 
cost estimates for these gaseous diffusion plants are excessive. The reduction 
made by the House would completely eliminate all contingency amounts included 
in the estimated cost of completion for the K-83 plant at Oak Ridge and the 
expanded plant at Paducah, and would allow $55.6 million for contingencies at 
the Portsmouth gaseous diffusion plant, a reduction of $60 million in the amount 
presently available for this plant. 

As of the end of February 1954, these projects were 57, 49 and 10 percent 
completed, respectively. Through effective planning and economical construc 
tion reductions in the estimate of costs for constructing these plants have been 
made possible. 

In the fiscal year 1954 budget submission made by the Commission a total 
of $118 million was declared as savings against these projects. In the current 
fiscal year 1955 budget, additional savings of $110 million have been applied. 


Oo» 


The House now proposes a further reduction of $122.1 million. 

With construction only about one-half complete on 2 of the projects (Oak 
Ridge and Paducah) and only 10 percent at Portsmouth, which will require 
another 24% years to complete, the Commission believes it is essential to retain 
a reasonable contingency to cover unanticipated variations between current 
estimates and actual costs. Possible developments, such as prolonged strikes 
either on the construction projects or in major equipment suppliers plants, wage 
increases, fringe benefits for travel, ete., require retention of some contingency 
allowances. 

From past experience we know that the cost of gaseous diffusion facilities 
depends to a large extent on the productivity of the plumbers, pipefitters, welders, 
electricians, millwrights, and sheet-metal workers required for construction 
available to the job. The limited mechanical installation work completed to 
date has not been sufficient to make reliable comparisons of the productivity in 
these fields in the Portsmouth area as compared to our construction experience 
at Oak Ridge and Paducah. 

The Commission has again reviewed the estimated costs for these projects. 
As of February 28, the total estimated cost of these gaseous diffusion plants, was 
$1,738.9 million. At that same date costs had been incurred totaling $616.8 
million, leaving a balance of $1,122.1 million to complete without any allowance 
for contingencies. In view of the length of the remaining construction period 
and the uncertainties of the future, contingency allowances equal to 10 percent 
of the remaining cost of the work on all three plants is reasonable and is con- 
sistent with normal industrial practice. 

The total current estimate of these projects, including an amount of $112.2 
million for contingencies would be $1,851.1 million as compared to the $1,789.4 
million allowed by the House, or a restoration of $61.7 million of the reduction 
made by the House. The details are as follows: 


{In millions] 





| Oak Ridge | Paducah |Portsmouth 


Total expansion | expansion | expansion 
| 
a a - 

1. Current estimated cost excluding contingencies $1, 738.9 | $312.9 $371.1 | $1, 054.9 
2. Costs incurred to Feb. 28, 1054 o.5 | 616.8 | 210.4 204.5 201. 9 
3. Remaining costs to complete excluding contingencies 1, 122.1 | 102. 5 166. 6 853.0 
4. Required a'lowance for contingencies at 10 percent | 

of remaining costs - - -- 112.3 10.3 | 16.7 85.3 
5. Estimated total cost including required allowance 

for contingencies (1 plus 4) 1, 851. 2 | 323. 2 387.8 1, 140.2 
6. Amount available based on House recommendation _ | 1, 789. 5 | 317.4 379. 6 1, 092. 5 


Restoration requested (5 minus 6). . 61.7 5.8 8.2 47.7 
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The restoration of contingencies On these projects is made more essential by 
the action of the House committee in retaining the construction rider which re- 
quires the Commission to have funds available to complete any construction 
projects prior to initiation. As long as this rider is applicable to Commission 
construction projects, there must be provided for these projects a contingency 
to cover unknown problems arising during the course of the project. 

The House, in its report, states: 

“While the ‘funds to complete’ provision may require the Commission to be 
certain that it has sufficient funds to complete a project before it is initiated, 
it requires the Commission to take steps to plan a project on a realistic basis 
and places a ceiling on the total obligation of the Government.” 

Based on the original amounts appropriated for these gaseous diffusion plants, 
the Commission could feel fairly secure in moving ahead on their construction 
even with the “funds completion” rider. Since the original appropriation for 
each of these projects, the Commission has reduced the amounts included therein 
for contingencies and made them available as offsets to new appropriations in 
the 1954 and the 1955 budgets. The House would now remove the last of these 
contingency amounts but still retain the provisions of the rider. If the Com- 
mission is to have assurance of complying with the “funds to complete” rider on 
these projects, without the danger of having to defer other projects, restoration 
of $61.7 million must be made. 


Amendment (4) Insertion of provision for transfer of not to exceed $2,500,000 
to Bureau of Public Roads, Department of Commerce, for access roads (p. 11, 
line 11). 

It is requested that language as set forth on page 2, be included in the bill to 
authorize the transfer of not to exceed $2,500,000 to the Bureau of Public Roads 
for the construction of access roads to uranium ore sources in the United States. 
The necessity for this provision is set forth in the letter to the chairman, Senate 
Appropriations Committee, which reads as follows: 


“Hon. StyLes BRIDGES, 
Chairman, Committee on Appropriations, 
United States Senate. 


“DEAR SENATOR Bripces : The Atomic Energy Commission has, for several years, 
sponsored access road projects to Commission facilities and to sources of domes- 
tic uranium ore. These projects have been financed by appropriations under 
section 6 of the Defense Highway Act of 1941, section 12 of the Federal-Aid High- 
way Act of 1950, and section 10 of the Federal-Aid Highway Act of 1952. The 
budgeting of funds for this purpose and the planning and supervision of con- 
struction has always been done by the Bureau of Public Roads of the Department 
of Commerce. In line with this practice of financing road construction, the 
Atomic Energy Commission in September of 1953 furnished the Department of 
Commerce a preliminary estimate of uranium access road requirements during 
fiscal year 1955. Subsequently it was brought to the attention of the Commis- 
sion that no funds for access road construction had been included in the fiscal 
year 1955 budget of the Bureau of Public Roads. Therefore, on February 17, 
1954, a request was made by the Commission to the Department of Commerce 
that it give favorable consideration to including an item of $3,100,000 for uranium 
access roads in a fiscal year 1955 supplemental budget estimate. 

“In reply to this request, on March 3, 1954, the Department of Commerce in- 
formed the Atomic Energy Commission that— 

“It is appreciated that funds for these access roads and certain other high- 
way construction programs have been financed in previous years under author- 
izations to the Department. After making a critical review, however, of total 
budgetary requirements for fiscal year 1955, it was believed that these projects, 
the need for which is generated outside regular programs of the Department, 
should be financed by the agencies having primary interest. It is thus possible 
to reflect more clearly the net requirements of the Department of Commerce and 
other departments. For these reasons, we did not request funds for any of 
these programs in our estimates to the Bureau of the Budget. 

“While the Department is not budgeting for access roads to uranium mines, 
I assure you that technical services of the Bureau of Public Roads will always 


be ane to supervise construction of these roads through the transfer of 
unds. 


5. ln AO 
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“Nearly all of the Atomic Energy Commission's critically needed domestic 
uranium comes from the Colorado Plateau and adjacent areas of our Western 
States. This region is generally one of great distances, rough topography, 
sparse population and relatively few roads. Uranium mines and ore deposits 
are commonly situated in isolated areas reached only by trails or by primitive 
roads which, although passable in good weather with light motor vehicles, are 
totally inadequate for heavily loaded ore trucks at any season. Financing 
the construction of main access roads and feeder roads to the areas of these 
deposits is usually beyond the resources of prospectors and mineowners, and 
State and county funds are not available in sufficient amounts. Because of these 
conditions the uranium access roads program is requisite to satisfactory ful- 
fillment of the Atomic Energy Commission’s ore procurement program and one 
which is vital to the attainment of production goals. The program for fiscal 
year 1955 involves 15 projects calling for the construction or improvement of 
178.3 miles of road. 

“The purpose of this letter is to request authority to permit the Atomic 
Knergy Commission to transfer not to exceed $2,500,000 to the Department of 
Commerce to carry out the uranium access roads program. The amount to be 
authorized for transfer assumes some participation by the various States in 
funding access roads. Accordingly, it is requested that the following wording be 
added to the appropriation paragraph for plant and equipment: ‘: Provided 
further, That not to exceed $2,500,000 of the funds herein provided may be trans- 
ferred to the Bureau of Public Roads, Department of Commerce, for the con- 
struction or improvement of access roads in the United States to sources of 
uranium, ore.’ 

“This matter has been cleared with, and approved by, the Bureau of the Budget. 

“A copy of this letter is being transmitted to the Committee on Appropriations, 
House of Representatives. 

“Sincerely yours, 
“Lewis L. Strauss, Chairman. 
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PREPARED STATEMENT 


Chairman SatronstatL. If you have a prepared statement, may I 
suggest that you introduce it for the record and summarize your re- 
marks if you care to do so. 

After your general prepared statement, if it is in that form, you 

can then take up each individual item dealing with the House action, 
on which you care to offer the committee your opinion. 

The Chair has a few questions he would like to ask you in due 
course, and I know the senior member of the minority side has some, 
and I am sure other members do, too. 

Senator MayBanx. May I make a suggestion ? 

Chairman SaLronsTau. Certainly. 

Senator Maypank. I was very much enlightened and appreciate so 
much the Admiral’s statement this morning off the record. I do not 
think it is necessary for him to read his statement, if he will just put 
that in the record and talk about these increases over the House bill 
that he desires us to put in, 

Chairman SartonstatL. The Chair believes that the committee 
would like to hear Admiral Strauss talk informally rather than to 
read a prepared statement. If you have a prepared statement, that 
should go in the record. 

Admiral Srravss. Ve ry well. 

(The statement referred to follows :) 


GENERAL STATEMENT OF LEWIs L. STRAUSS, CHAIRMAN, UNITED STATES ATOMIC 
ENERGY COM MISSION 


We of the Atomic Energy Commission look forward to the annual appearance 
before your committee as a privilege and an opportunity. It is a pleasure to 
renew acquaintances. More significant, however, is the opportunity afforded by 
hearings to explain to Members of the Senate our needs, problems, and goals, 
and just as important, to try to supply answers to the questions that you may 
have about the atomic-energy program. 

I would suggest that we begin our presentation with a summary statement 
outlining our present status and plans. During and after this general outline 
of our program, I will comment upon the recommendations of the House Appro- 
priations Committee. Generally we were well content with their conclusions, 
but in a few specific instances—not large in amount—we feel that we must have 
failed adequately to present the case. 


REVISED APPROPRIATION REQUEST 


The total appropriation requested for the Atomic Energy Commission is 
$1,342 million, consisting of $1,105,650,000 for operating expenses and $236,350,000 
for plant and equipment. These are the revised amounts requested in the 
President’s letter of March 4, 1954, amending the budget estimates submitted in 
January. This revision was made necessary by the President's approval on 
February 6, 1954, of recommendations to bring about greatly increased produc- 
tion of thermonuclear weapons. Compared with the January estimates, the 
additional work now planned involves increases of $427.4 million in the operat- 
ing costs of the fissionable materials and weapons programs and in funds for 
plant and equipment. It has not been necessary to increase the appropriation 
request, however, because the mentioned amount has been more than offset 
by applying against it funds made available in fiscal year 1954 and by revising 
the former policy for forward financing of the operations of some of our 
major contractors. 
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OPERATING REQUIREMENTS 


Now and for the indefinite future, the greater part of our appropriation re- 
quirements will be for operating expenses. In fiscal year 1955 our projected 
operating costs are $1,262,687,000, an increase of 42 percent over the estimated 
operating costs for the current year. Virtually the entire increase occurs in 
the cost of procuring uranium and of producing weapons and weapons mate- 
rials. We are now seeing the results of the great plant expansion authorized 
by the Congress in July 1952. Some 12 new plants are starting up during the 
current year and more will come into operation for the first time during fiscal 
year 1955. 

These facts are cited to answer the anticipated question of why our total 
operating costs are rising. They lead to the more penetrating question, “Are 
we getting full value for these millions of dollars?” To this I would respond 
that despite the rise which has occurred over the years in the prices we pay 
for uranium, the average unit cost of fissionable material has been steadily 
lowered. Taken altogether, production rates have been rising faster than pro- 
duction expenditures ; that is to say, we are getting more production at less unit 
cost. 


STATUS OF MAJOR CONSTRUCTION PROJECTS 


Let me quickly summarize where we stand today in the construction of new 
plants which the Congress has already authorized. At Savannah River some 
production facilities have been placed in operation, and most other units of the 
plant will come into production during the next year. New facilities at Oak 
Ridge and Hanford have been under construction for some time, and the first 
unit in the new gaseous diffusion plant at Portsmouth, Ohio, is expected to come 
onstream in fiscal year 1955. The original diffusion plant authorized for Pa- 
ducah, Ky., is in full operation; several units of the plant authorized in 1952 
are also onstream, and others will be added to the cascade at frequent intervals 
into fiscal year 1956. 


NEW PLANT REQUIREMENTS 


The recommendations approved by the President for greatly increased produc- 
tion of weapons have created an urgent need for additional capacity to produce 
special materials for thermonuclear weapons. Funds for these plants comprise 
most of the $402,707,000 of plant and equipment obligations estimated for fiscal 
year 1955. Offset against this amount are reductions totaling $165,707,000 in 
previously anticipated costs for projects authorized in prior years, making it pos- 
sible to limit the appropriation request for plant and equipment to $236,350,000. 


OFFSETS AND SAVINGS 


Here I should mention certain offsets and savings which have been accom- 
plished during recent months. Our letter of November 10, informed the com- 
mittee of our decision to cancel the Spoon River weapons facility in Illinois 
with resultant saving of $26.5 million. Additional examples of administrative- 
type savings were cited in our letter of December 30. Still more recently, our 
budget review has revealed that we could draw back $110 million of the funds 
earmarked for completing the expansion of the cascades at Oak Ridge and 
Paducah. We are continuing to review all operating programs and construction 
projects to bring about additional savings. large and small. Let us realize, 
however, that in the long run our major savings will come from learning better 
ways to produce precious materials and more efficient designs for using them. 
True savings are more likely to result from research accomplishment rather 
than from curtailment of research activities. In that area, research, we have 
found our greatest economies, and we believe, therefore, that it is false economy 
to curtail research. 


NEW MILITARY REQUIREMENTS 


Recent tests in the Pacific, as well as this budget request, tend to focus atten- 
tion on thermonuclear weapons. As we prepare to place more emphasis on the 
production of thermonuclear models, it is important to remind ourselves of the 
position we have reached in the development and production of fission weapons. 
There has been no change in our weapon development policy: we continue to 
seek versatility in our atomic stockpile, and greater efficiency in the use of 
material. 
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You will recall our efforts in the past to achieve versatility by developing a 
“family of weapons”. The advantages of this concept are quite apparent. For 
example, we can make available weapons of varying size and various energy 
yield which can be delivered by different types of airplanes. 

In pursuing the “family of weapons” idea our scientists and engineers have 
been able to produce weapons of much greater yields and at the same time have 
developed methods of obtaining relatively small yields without wasteful con- 
sumption of fissionable material. 

Paralleling this work on fission weapons there has been in progress since 1950 
a determined development effort on thermonuclear weapons. This effort has 
been climaxed by the current test series at the Pacific proving grounds, from 
which I have recently returned. In terms of the information we were seeking 
the initial test shots in this series were successful. In the long run this informa- 
tion will play an important part in making the thermonuclear weapon a major 
instrument for the defense of the free world. 

In the whole context of our national defense, it is not too much to say that an 
increased outlay for atomic weapons in fiscal year 1955 is enabling the Nation 
to reduce the total financial requirement for national defense. In the opinion 
of the Joint Chiefs, full advantage should be taken of thermonuclear weapons to 
insure that the United States maintains its superiority over potential aggressors. 

With this general background, let me now run briefly over the highlights of our 
major program activities, in the order in which they are taken up in the budget 
estimates, beginning with raw materials. 


RAW MATERIALS 


The sharp increase in fissionable materials plant capacity authorized by 
Congress in July 1952 was based on a very important assumption, that our 
supplies of uranium raw material could and would be expanded several times 
over. That expansion is now taking place. 

Special attention has gone into the expansion of uranium production in Canada 
and the United States, so as to minimize our dependence on overseas sources 
which in event of war could be isolated. Major ore discoveries in these countries 
have radically improved the outlook, and additional mill capacity in both coun- 
tries is now needed to process ore already known to be available. While we 
hope that the mining industry, using private capital, will move quickly to fill this 
need, our request included funds to permit the Commission to undertake prompt 
construction of Government-owned mills in the United States if this course should 
prove necessary. 

Overseas sources will nevertheless continue to supply a large part of the 
uranium we buy, primarily because, as a result of years of research and devel- 
opment, we succeeded in learning how to recover economically the small concen- 
tration of uranium found associated with gold in the mile-deep Witwatersrand 
deposits of South Africa. The first shipment of uranium concentrates from 
South Africa was received only about a year ago. Today several plants are in 
operation and more are under construction. At the same time the Belgian 
Congo will continue to be a major source. On a considerably smaller scale, 
shipments from Australia and other sources will be made next year. 


FISSIONABLE MATERIALS 


The fissionable materials program, covering the production of uranium 235, 
plutonium, and certain other special materials, including those required in 
thermonuclear weapons, shows greater costs than any other program. Further- 
more, the operating costs for this program show the most rapid increase, the 
reason being, as you have heard, that we are bringing more and more plants into 
operation. While our projected output of these materials in fiscal year 1955 
is necessarily tentative, we estimate that the production of all these materials 
will rise sharply. 

Because some of the facilities now under construction are not expected to be 
in full operation before fiscal year 1957, enormous production gains will continue 
for several more years. It should be emphasized, however, that our new plants 
provide for more than increased capacity. We now have a high degree of what 
we call flexibility ; that is to say, we now have alternative ways of meeting many 
requirements. Because we can reenrich uranium which has been depleted, our 
operations could be continued in spite of a sharp drop in receipts of uranium 
concentrates, although production would fall and unit costs would rise. 
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Beeause of the adaptability of our plants, the Commission has fortunately 
been able to shift emphasis to certain thermonuclear materials by making prompt 
adjustment in production schedules. However, the interchangeability of equip- 
ment is not complete. A chemical plant designed to separate plutonium from 
uranium slugs is not suitable to separate other materials. Accordingly, we are 
undertaking a number of new facilities required for thermonuclear materials. 
Other new facilities are projected for fabricating improved-type reactor fuel 
elements. 

The particular facilities provided for in our budget estimates are those re- 
quired to meet specific material requirements established on the basis of expected 
results from the current weapons tests. Some modifications will occur in these 
requirements as actual test results become available. To obtain needed flexibility 
in our authority to construct what is specifically required, the Commission sought 
elimination of the “funds to complete” construction rider and two general ex- 
ceptions to the proviso prohibiting construction of any facility not included as a 
line item in our budget presentation. The House committee chose instead to 
continue the “funds to complete” requirement and to amend the “line item” re 
quirement by permitting the substitution of construction projects not originally 
budgeted. We should have preferred a somewhat different amendment, but 
believe that authority to substitute construction projects determined during the 
year to be more essential than those contained in the budget will provide suffi- 
cient flexibility. 

The most troublesome aspect of the “funds to complete” proviso, which we are 
not appealing, is its relationship to the withdrawal of contingency funds here- 
tofore available for our gaseous diffusion plant construction projects. I will 
refer to this again in a moment. 


WEAPONS 


The projected increases in the costs of our weapons program grow out of plans 
for increasing the production of new weapon types. At the same time we will 
continue to support work in weapons research, development, and testing at 
about the same level as this year. I cannot emphasize too strongly the im- 
portance which vigorous and continuing support of the Commission’s weapons 
research program has had in making possible the many new types of weapons 
which we are now able to add to our atomic stockpile. Not only does this stock- 
pile represent a major deterrent to aggression, but it also contains a tremendous 
concentration of available energy which we hope may soon be turned to construc- 
tive purposes for the benefit of all mankind. 

New weapons facilities to be undertaken in fiscal year 1955 consist principally 
of additional weapons storage facilities, facilities for fabricating components, and 
certain laboratory and technical facilities. 


RESEARCH AND DEVELOPMENT PROGRAMS 


So far we have been discussing the activities concerned with the production 
of fissionable materials and weapons, comprising about 84 percent of the fiscal 
year 1955 operating costs. I next wish to speak of our three research and develop- 
ment programs, which together represent about 12 percent of our projected 1955 
operating costs. These three programs for reactor development, physical re- 
search, and biology and medicine, with a projected total cost of $156 million are 
virtually unchanged from the previous 2 years; as they are of critical importance 
to our national posture, they should be separately described. 


REACTOR DEVELOPMENT 


Roughly half the cost of our reactor development program is for work on 
reactors for military purposes. You are undoubtedly familiar with the progress 
already made in getting reactor propulsion for submarines. The U. S. S. 
Nautilus, launched in January, will soon be undergoing tests, and good progress 
is being made on the U. 8. 8S. Seawolf, to be powered by a different type re- 
actor. Already we are looking ahead to major improvements in submarine 
reactors of a still more advanced type. 

The use of nuclear reactors to power aircraft presents extremely challenging 
problems which will necessarily require some years to solve. Research and 
development shows real promise that virtually unlimited range can be achieved 
for a military aircraft so powered. 
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The other main objective of our reactor program is to develop reactors for 
economical generation of electric power for civilian use. Here, too, the tech- 
nical obstacles are formidable, and hopeful words so frequently heard must 
not be mistaken for demonstrated achievement. Economical nuclear power 
still lies sometime ahead. There is wide agreement that progress toward this 
goal will be more rapid if new ground rules can be established which permit 
industry to contribute both its skill and its capital with assurance that success- 
ful effort may bring financial reward. This is the American free-enterprise 
system. To this end the President has proposed amendments to our legislation 
which are now under study by the Joint Committee on Atomic Energy. 

The role of the Government in the development of power reactors must 
continue to be important for some years to come, however. The budgeted cost of 
this work should probably be increased over the next few years in order to 
accelerate exploration of the most promising approaches to economical nuclear 
power. To discuss here the status of all these efforts would carry us too far 
afield. Let us commend to your attention, however, the recent report of the 
Subcommittee on Research and Development of the Joint Committee on Atomic 
Energy, copies of which are available here today. In addition to the summary 
conclusions of the subcommittee, this report contains an abstract of the Com- 
mission’s recommendations for a 5-year program for nuclear power development, 
prepared at the request of the joint committee, and an excellent summary of the 
background and present status of nuclear power development recently delivered 
as a speech by Commissioner Smyth. 

You will recall that on the basis of specific appropriation language provided 
last year, the Commission has already authorized work on the first full-scale 
civilian power reactor, the pressurized water reactor. Design and development 
work on the reactor proper has been underway for some time by Westinghouse 
Electric Corp., which will construct it. From proposals submitted by nine other 
companies, the Commission recently selected that of the Duquesne Light Co. as 
the basis for negotiating an agreement to operate the plant. The company has 
offered to furnish a site, build the electric generating plant costing about $10 
million, and assume $5 million of the cost of development and construction of 
the reactor. Then the company will operate both the reactor and the plant 
and purchase steam from the reactor at an unusually favorable price. By this 
proposal the company is in effect offering to relieve the Commission of some 
$30 million of the total costs involved in constructing the facility and operating 
it for a period of years. With this assistance, our confidence increases that 
the Government’s share of the total construction cost can be met from the 
$5 million already obligated and the $35 million requested for fiscal year 1955. 





PHYSICAL RESEARCH 


It is difficult to comment even briefly on our physical research program without 
acknowledging at the outset my great concern at the action of the House 
committee in recommending a reduction of $8.1 million in the proposed level 
of $42 million for this work. This $3.1 million is needed for three main purposes. 

First of all, we must provide in 1955 for a full vear’s cost of operating certain 
modified and new research machines, the outstanding example being the recently 
completed Bevatron at Berkeley. These costs did not have to be borne during 
the early part of the current year, and account for the fact that today we are 
already operating at a level higher than that recommended for next year by the 
House committee. 

In the second place, we propose to expand work on two highly classified 
projects which, for security purposes, we call projects A and B in our budget 
request. Asin the case of all research work we cannot be certain of the outcome 
of these projects. But I am sure you agree with me from our discussions off 
the record that the relatively modest cost of these projects is more than balanced 
by the immeasurable benefits which may be realized. 

The third factor making for a slight increase in 1955 costs is expansion of 
urgently required work in several research areas such as process chemistry, 
corrosion, and other studies in which the relationship to our reactor and weapons 
program is quite direct. 

Because the increases outlined are urgent, the reduction proposed by the 
House committee would require that we curtail support of many projects now 
underway. The committee states its belief that among these there can be 
identified fringe projects having slight possibility of producing useful results. 
With this conclusion I respectfully and emphatically disagree. 
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Under the restrictive budgets of the past 2 years, the physical research program 
has not been permitted to keep pace with the remainder of our program, and 
costs have increased only 1 percent during this current year and 8 percent in 
the preceding year. Because of the increasing number of problems that our 
scientists have been called upon to study during this period, it has already been 
necessary to withdraw support from many projects determined to be less essential, 
and this procedure will continue next year even without any reduction in our 
request. In our opinion, the proposed reduction of $3.1 million would oblige us 
to curtail vital research, not merely fringe items of lesser potential. 

In our view such curtailment would not be consistent with the increasing 
number of problems arising throughout our program, the means becoming avail- 
able to gain fundamental knowledge about nuclear behavior, and the confirmed 
reports of competition from overseas. 

Your committee will recall that the Atomic Energy Act establishes a General 
Advisory Committee, appointed by the President, to advise the Commission on 
scientific and technical matters. Following its regular meeting last week, the 
General Advisory Committee addressed the following statement to us after 
reading the House committee report: 

“The GAC is seriously concerned over the disadvantage to the AEC program of 
the prospective cut in the budget requested by the Commission for support of 
basic research. It is our belief that the experience of industry is pertinent— 
that as total scale of operation is increased and made more diversified, more 
money must be spent on research to insure continued progress. The overall scale 
of operation of the AEC has been increased; the diversity of operations has 
been increased; and important new research facilities, requiring substantial 
budgets for their full use, have been furnished. We urge the Commission to 
make every effort to have the research budget fully restored.” 

I would add that if, in having within the year confirmed me in this appoint- 
ment, you believe at all in my judgment, you will accept my assurance that 
adequate research is the very foundation of our success, and restore this small 
but serious cut. 


BIOLOGY AND MEDICINE 


Our research in the fields of biology and medicine centers around the inter- 
relationships between radiation and living matter. It is concerned with measur- 
ing radiation exposure and establishing standards for protection of workers, 
soldiers, and the population at large. It is concerned with radiation effects, on 
the individual and on the species—carrying over into the field of genetics. A 
special aspect is the application of radiation to the detection and treatment of 
cancer, using reactor and other radiation sources which are as yet unique to 
AEC installations. We see more and more constructive uses for radiation. The 
beneficial applications of radiation and atomic energy to agriculture were the 
subject of public hearings and exhibits held only last week by Congressman 
Hinshaw’s Subcommittee on Research and Development. 

The recent program revision authorized by the President throws additional 
burdens and responsibilities on the biology and medicine program, not con- 
templated when our budget estimates were prepared. The introduction of new 
plants, new materials, and thermonuclear weapons requires immediate steps to 
learn how to deal with the special problems they bring. For example, problems 
of fall-out from weapon tests, including the contamination of fish and other food 
sources, take on new urgency. In the light of the accidental exposures to radia- 
tion which occurred a few weeks ago in the Pacific, the knowledge gained from 
recent years of research has been clearly worth far more than its cost. 

The world at large not only looks to the United States to take the lead in the 
study of radiation effects: I dare say it believes we have in these matters a 
responsibility to the rest of mankind which can be discharged adequately only 
by the most vigorous application of our experience, skills, and resources to these 
problems. The recommendation for a 2 percent reduction in the proposed scope 
of the 1955 biology and medicine program is unrealistic and inconsistent with 
the march of events. 

COMMUNITY 


The problems which go with the Commission's responsibilities for operating 
the communities of Oak Ridge and Richland do not present any budgetary aspects 
that need concern us in this 1955 request. Plans tentatively formulated for the 
disposal of Oak Ridge and Richland by enabling residents to become home- 
owners will require legislation and are not expected to influence our fund require- 
ments in fiscal year 1955. 
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At Los Alamos, where disposal is less practical, we are obliged to continue 
the housing program in order to build and maintain the desired scientific and 
technical staff for the laboratory. In terms of this objective, our engineering 
estimates show that adequate housing cannot be provided at Los Alamos at the 
unit cost indicated by the House committee. On the basis of recently completed 
engineering on similar housing for the current year, we are requesting a restora- 
tion of funds for next year’s housing. 


PROGRAM DIRECTION AND ADMINISTRATION 


Under the category of program direction and administration we provide for 
work done directly by Government employees who are engaged in overall adminis- 
tration of our activities. In addition, there is a smaller number of AEC 
employees who are directly engaged in operations. For example, the salaries 
of AEC employees performing geological reconnaissance are charged to the raw 
materials operating program, not program direction and administration. 

The action of the House requires that the proposed average employment of 
all AEC personnel during 1955 be reduced by 380. Although the dollar limi- 
tation on personal services would henceforth be applicable to total AEC employ- 
ment, the committee indicates that the reduction should be applied to personnel 
engaged in program direction and administration. 

The General Manager assures me that by reorganization of certain field office 
functions and by the strictest economy, it will be possible to operate within 
the proposed limitation. The proposed reduction nevertheless poses many 
problems as to the degree to which our financial and program responsibilities 
require AEC scrutiny of contractor activities. The substantial reduction re- 
quired is made more difficult by the fact that we are in a period of rapidly 
expanding operating activity and have not yet reached the downturn in our 
construction program. The new flexibility afforded by the overall limitation 
on personal services may well prove essential in our efforts to reduce adminis- 
trative personnel to the level desired. 

In the course of this program summary I have already touched upon a num- 
ber of features of the House bill which we feel obliged to appeal. The -action 
of the House committee creates several other problems on which I also wish 
to comment. 


OPERATING STORES INVENTORIES 


The reduction of operating stores inventories is a problem which we have 
been tackling for some time, and our efforts have been producing good results. 
The number of months investment in current-use inventory declined from 9.2 in 
fiscal year 1952 to 6.2 in fiscal year 1953 and is expected to decline to 5 months by 
the end of fiscal year 1955. I mention this fact because the rather steady dollar 
value of current-use and standby inventories over the last few years may give a 
different impression of the direction in which we are moving. 

The significant fact, however, is that with a large number of new facilities 
coming into operation next year, stores inventories must be expected to increase. 
The estimated increase of $5.8 million requested for fiscal year 1955 represents 
entirely the requirements for new and expanding plants. Actually this figure 
would be larger by almost $2 million were we not reducing the value of inven- 
tories in existing plants by that amount. Should the Congress deny this increase 
and provide for maintaining at the end of 1955 the 1954 level of stores inventories 
of $75 million, we may well be forced to adopt measures which are clearly un- 
economical. In order to provide for special inventory items for new plants 
without this increase, we may be forced to sell current inventories at a substan- 
tial loss. On the other hand, a delay in purchasing certain spare parts in- 
ventories for new plaus as they are completed means that we will lose the sav- 
ings available in purchasing these inventories while they are still being fabri- 
cated for the original installation. We therefore request restoration of $5,783,- 
000, the amount of the House reduction. 


RAW MATERIALS FACILITIES 


Some days ago, Mr. Chairman, we forwarded to the House and Senate Appro- 
priations Committees, with the approval of the Bureau of the Budget, a request 
that appropriation language be inserted in the bill authorizing the Commission to 
transfer up to $2.5 million to the Department of Commerce, for the purpose of 
building and improving access roads needed for our uranium prodution pro- 
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gram in the Western States. This provision was not included in our origina! 
request because in the past such requirements have been included in the appro 
priation requests for that Department. In view of the delay in making ow 
request, we have requested only transfer authority, not additional funds, 

Also related te our raw materials program in the Western States is the House 
commnittee’s action in omitting $12 million requested for construction of ore 
processing plants. My deepest convictions are fully in accord with the Com 
mission’s belief that it is undesirable to encourage Government ownership and 
operation of such facilities, and that it would be far preferable that they be 
built and operated with private capital. The Commission would be derelict, 
however, if it permitted such considerations to be controlling in matters in 
volving the national security Long leadtime is involved in constructing ore 
plants. If private capital does not initiate plant construction before the passage 
of another fiscal year, it would clearly become the ¢ ommission’s duty to do so 
Accordingly I request restoration of this $12 million item 


MISCELLANEOUS CONSTRUCTION AND EQUIPMENT’ 


The House action represents a reduction of $5 million, or approximately 1 
percent of the amount requested for replacements and additions to equipmen 
and existing facilities. The amount represents less than 1 percent of the esti 
mated plant investment at the beginning of the fiscal year 1955, and we find 
no basis for believing our estimate excessive. Accordingly, we request restora 
tion of these funds. 


RESTORATION OF CONTINGENCY FUNDS 
On the basis of its review of construction work in progress on gaseous dif 
fusion facilities, the House committee withdrew $122 million now identified in 
our available funds as being for contingencies. We do not agree that the amount 


remaining for contingencies, $56 million, represents a prudent allowance, despite 


our past good fortune in avoiding costly delays, interruptions, or other dif 
ficulties which can bring on sharp increases in diffusion plant construction cost 

We propose that $61.7 million of the House reduction in contingency funds be 
restored to the bill. This amount would establish the contingency funds a 
10 percent of the estimated remaining cost to be incurred for these plants 


The consequences of too small a contingency allowance could be to disrupt 





other portions of our construction program If the contingency allowance should 
ever prove inadequate to cover an increase in the estimated cost to complete 
the diffusion plants, the effect could be to halt other construction, in order t 
comply with the “funds to complete” construction proviso. To be protecte 
against such unfortunate operation of this proviso, it is essential that con 
tingency allowances be ample. With the large Portsmouth project at such an 
early stage of completion, we consider that a 10 percent allowance is the minimum 
level which represents adequate protection 


BUILDING RENTAI 


In conclusion, I feel that I should say a special word about the action by the 
House in denying the Commission's request for authority to rent office space 
in the District of Columbia. Since returning to the Commission, I have been 
impressed by the inefficiency and potential security hazards involved in carrying 
on our Washington activities in three separate buildings. Operation under these 
conditions is certainly costly; it also requires the movement of large numbers of 
highly sensitive documents back and forth between buildings at frequent 
intervals during each working day. I am not aware that any security violations 
are occurring under our present procedures, but it does not follow that we should 
continue to live with a situation which could conceivably lead to a serious viola 
tion of national security. The cost of that could not be estimated 

In recent months I have investigated personally the possibilities of solving 
this building problem. Of course the ideal solution in the long run would be 
to construct a permanent headquarters building which would be designed to meet 
our particular needs However, even if budget objectives permitted us to break 
ground on such a building today, we would not be solving this problem as quickly 
as the existing situation demands. Moreover, our discussions with GSA have 
convineed us that there are in the Washington area no Government-owned 
buildings which have suitable space available for our purposes. We have, 
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therefore. in our budget request recommended that the Commission be authorised 
to rent office space so that all of our Washington activities can be housed in 
one building rhis is an urgent security problem which requires solution in the 
coming fiscal year. For this reason, we again request that our proposed language 
on this matter be included in the 1955 appropriation bill. 

Admiral Srrauss. You have been patient this morning in listening 
to a long statement. I would ask you to believe me; it has been very 
much reduced in dimension from its original proportions, 

Therefore, in order to conserve the time of the committee, I will 
attempt to answer your questions and discuss the proposed amend- 
ments item by item, as they appear, 


SOURCE AND FLISSIONABLE MATERIALS 


Chairman Savronsrau.. The first item is source and fissionable 
materials; the House states this should come out of operating cafe 
terias, a reduction of $100,000, 

The Chair understands you do not ask for that back; is that 
correct ¢ 

Admiral Strauss. That is correct. 


PHILYSICAL RESEARCH 


Chairman Sarronstatyt. The next one is physica 1 research, 
$3,100,000, The House states you should give up the fringe items that 
have slight possibility of favorable results. That, I think, you dis 
cussed off the record quite elaborately this morning. 

Would you care to tell us on-the record why you think that should 
be returned ¢ 

Admiral Srravuss. Since the language used this morning had been 

carefully weighed, with your permission, Mr. Chairman, I will re 
turn to it and read it as quickly as possible. 

The researc h progr: im Is divided into three major categorie . the 
reactor development, physical research, and research } n biology and 
medicine. 

Roughly half the costs of our reactor-development program are 
for work on reactors for military purposes, 

You are familiar with the tangible progress that already has been 
made in getting reactor propulsion for submarines. We have dis 
cussed the fact that the Vawti/us, which was launched in January, 
will soon be undergoing tests under her own power, and good prog 
ress is being made on the submarine Seawolf, which is to be powered 
by a different type of reactor. 

The use of nuclear reactors to power aircraft presents extremely 
challenging problems which will necessarily require some years to 
solve and, as we explained this morning, research and de welopment 
shows real promise that virtually unlimited range can be achieved 
for military aircraft so powered. 

The other main objective of our reactor program is to develop re 
actors for economical generation of electric power for civil use. 

You are familiar with the fact that the contract for the construction 
of the pressurized water reactor has been let to the Westinghouse. Co., 
and the Commission has recently received proposals from a number of 
private groups for the operation of the reactor and for the purchase of 
the power which it is designed to produce. 
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Senator Maypank. Would it be all right for me to intrerupt? 


As I understood, the admiral is going to put in the record a list of 


those firms. 

Admiral Srrauss. Senator, I am not sure that list of firms is avail 
able here at the moment. We could submit it for the record. 

Senator Maysank. I only thought we should have it for the record 
when we get up on the floor when we want to increase these appropria 
tions, because I certainly want to increase them. 

Admiral Srrauss. Well, we will have those ready for submission 
before this hearing adjourns. 

Senator Maypank. There is no hurry about this. When it comes 
up on the Senate floor and we ask for these increases it would not be 
unwise in my judgment to have the names of th: firms and other in 
formation pertinent to the questions. 


(The information, subsequently furnished, follows :) 


I.Ist OF PROPOSALS SUBMITTED TO AEC For PARTICIPATION IN THE PWR Provec1 


Proposals for broad-scale participation were received from the following 
organizations: 
. Ciseo Construction Co., Portland, Oreg. 
Connecticut Light & Power Co., Berlin, Conn. 
Consumers Public Power District, Columbus, Nebr. 
Duquesne Light Co., Pittsburgh, Pa. 
Eastern Utilities Associates, Boston, Mass. 
Middle South Utilities, Inc., and Ebasco Services, Inc., New York, N. Y. 
Nuclear Power Group, consisting of the American Gas & Electric Service 
Corp., New York, N. Y.; Bechtel Corp., San Francisco, Calif.: Com- 
monwealth Edison Co., Chicago, Tll.; Pacific Gas & Blectrie Co., San 
Francisco, Calif.; and Union Electric Co., St. Louis, Mo. 
&. Philadelphia Electric Co., Philadelphia, Pa., and Pennsylvania Power 
& Light Co., Allentown, Pa. 
9. South Carolina Electric & Gas Co., Columbia, S. C. 
In addition, the following proposals were received for very limited participation : 
1. Infileo, Ine., Tucson, Ariz. 
2. Cities of Lenoir and Morganton, N. C., 
R. B. MacKenna, Santa Fe, N. Mex. 
Reynolds Metals Co., Richmond, Va. 
Sylvania Electric Products, Inc., Bayside, N. Y. 


TH Cob 
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RESEARCH ASPECT OF PROGRAM 


Admiral Srravss. I would repeat also for the record the fact that 
the proposal which the Commission accepted as being preferable to the 
others presented, relieves the Commission of providing some $30 
million of the total cost involved in construction of the facility and 
operating it for 5 years. With this assistance, we are now confident 
that the Government share of the total construction cost of the pres 
surized water reactor can be met from the $5 million already obligated 
and the $35 million requested for the fiscal year 1955, 

The outlook in the fiscal year 1955 for our research program is 
difficult to comment upon, even briefly, without acknowledging at the 
outset our concern and disappointment with regard to the action of 
the House in recommending a reduction of $3,100,000 in the proposed 
level of $42 million for this work. 

This $3,100,000 represents a proposed increase of 8 percent in the 
cost of this program over costs for the current year. 

First of all, we must provide in fiscal year 1955 for a full year’s op- 
eration of certain modified and new research machines, the outstanding 
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example being the accelerator recently completed at Berkeley. ‘These 
costs did not have to be borne during the early part of the current year 
and account for the fact that today we are operating at a level higher 
than that recommended for the next year by the House committee. 

In the second place, we propose to expand work on two highly 
classified projects which were described in the off-the-record session 
this morning, and which I shall not discuss here, other than to say 
that the benefits to be derived from them, if research is successful, are 
almost incaleulably great. 

The third factor making for an increase in 1955 costs is the expansion 
of urgently required work in several areas such as process chemistry, 
corrosion, and other studies in which the relationship to our reactor 
and weapons program is quite direct. 


EFFECT OF HOUSE REDUCTION 


Because the increases which I have outlined are all urgent the 
reduction proposed by the House committee would require that we 
curtail support of many projects now underway. 

The House committee states its belief that among these there can be 
identified fringe projects having slight possibility of producing use 
ful results. 

With this conclusion we respectfully disagree. Under the restric- 
tive budget of the past 2 years, the physical research program has not 
been permitted to keep pace with the remainder of our program and 
costs have increased by only 1 percent during this current year and 
by 8 percent in the preceding year. 

Because of the increasing number of problems which our scientists 
have been called upon to study during this period, it has already been 
necessary to withdraw support from many projects determined to be 
less essential and this procedure will continue next year even without 
a reduction in our request. 

In our opinion, a reduction of $8,100,000 would oblige us to curtail 
important research, not merely fringe items of minor potential. 

Chairman SALTonsTaLL. This is all basic research ? 

Admiral Srravss. It is all basic research. 

Chairman SavronstaLL, And that basic research goes to the fun- 
damentals also of your nuclear and other programs? 

Admiral Srravss. That is right. 

Chairman Sauronstaty. And it is not, as we know it, industrial 
research ; it is the basic research on which the industrial research may 
be based for the future; is that correct ¢ 

Admiral Srravss. That is correct. 


ALLOTMENT TO COLLEGES UNDER CONTRACT 


Chairman Sauronsratt. Approximately how much of this money 
is parceled out to the colleges that are under contract ? 

Admiral Srrauss. About 30 percent. 

Chairman Savronsraty. And the other 70 percent is spent by the 
Commission directly ? 

Admiral Srravuss. In its own laboratories, but by contractors which 
operate those laboratories. 

Chairman Satronstauu. For instance, duPont might spend it ? 
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Mr. Nicuoxs. It would be more like the Associated Universities. 


which operate the pahersters at Brookhaven, the University of Cali 
fornia at Berkeley, or the University of Chicago at Argonne. 
Admiral Srrauss. You see, our laboratories are operated by con 


tractors. ‘That is to say, they are not Government operated in the 
manner that the Bureau of Standards is operated, For example, the 


Los Alamos Laboratory is operated by the University of California. 
Chairman SaLronsrauu. I see. 


GENERAL ADVISORY COMMITTEE 


Admiral Srrauss. Your committee will recall that the Atomie En 


ergy Act establishes a General Advisory Committee appointed by the 


President to advise the Commission on scientific and technical matters. 

Following its regular meeting last week, the General Advisory Com 
mittee addressed to us the following statement and I will introduce 
that in the record, with your permission, Senator, since I read it this 
morning. 

It is a statement urging the Commission to make every effort to 
have the research budget fully restored. 

(‘The statement referred to follows:) 

The GAC is seriously concerned over the disadvantage to the AEC program 
of the prospective cut in the budget requested by the Commission for support of 
basic research. It is our belief that the experience of industry is pertinent 
that as total scale of operation is increased and made more diversified, more 
money must be spent on research to insure continued progress. The overall 
scale of operation of the AEC has been increased; the diversity of operations 
has been increased; and important new research facilities, requiring substantial 
budgets for their full use, have been furnished. We urge the Commission to 
make every effort to have the research budget fully restored. 


Admiral Srrauss. The third avenue of research, the third major 


area of research, is research in biology and medicine. I mentioned this 
morning that this was one of the brighter and more consoling aspects 
of the Commission’s operations. 


RESEARCIL ON RADIATION EFFECTS 


Our research in the fields of biology and medicine centers around 
the interrelationships between radiation and living matter. It is con 
cerned with measuring radiation exposure and establishing standards 
for the protection of workers, soldiers, and the population at large. 

It is concerned with radiation effects, effects on the individual and 
on the species, carrying over into the field of genetics, 

A special aspect is the application of ri adiation to the detection and 
treatment of cancer, using reactor and other radiation sources which 
as yet are unique to our installations. 

Senator Maynank. Are you getting somewhere with them / 
Admiral Srrauss. Some progress has been made, Senator. No uni 
versal breakthrough as yet has been achieved. There have been some 
specific uses found and accepted by the medical profession for radia- 

tion treatment of specific kinds of cancer. 

Senator Maypank. I was told you were on the way. They said 
that the thought and theory is th: at they would break through. 

Admiral Srrauss. I think at the outset there was a good deal « 
overoptimism. That was followed by the normal reaction. Today 
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there are some ten to twelve thousand shipments of radioactive iso- 
topes per annum from the Commission facilities. A large percentage 
of these are used for the treatment of disease or for experimentation 
in its diagnosis and cause. 

Senator MAYBANK. May I ask Dr. Bugher if there is a rough break 
down of the eleven-thousand-odd shipments which were made in 1953 


as between industrial and medical uses of isotopes ¢ 


Dr. Bueuer. The medical utilization is the predominant one but I 
do not recall the exact figures at the moment. 

Senator Maynank. Do you think, Doctor, they are getting some 
where ¢ 

Dr. Buauer. Yes, indeed. 

Senator Maypank. That is what I was tola. 

Dr. Bucuer. The progress is steady and substantial, but I think it 
is essential to recognize that these developments do not take place with 
startling rapidity, but require honest work over a long period of time. 

Senator Maysank. But the honest work is going somewhere. You 
think you are getting somewhere with it ? 

Dr. Bucuer. Yes; we are. 

Senator Bricker. Doctor, even though I think most of the medical 
world believes now that the solution of the cance problem comes 1n 
the field of biochemistry and not by direct attack by radiation, yet 
these Isotopes are invaluable in the field of biochemical research, are 
they not, in finding the effectiveness of the biochemical treatment ? 

Dr. Bi GITER,. These are the indispensable tools of the biochemical 
research today. 

Admiral Srravuss. As a matter of possible interest, Mr. Chairman, 
when I leave here this evening I am going to New York to present 
awards to four outstanding men, physicists, radiologists, surgeons, 
each of them for having made a significant breakthrough in this 
particular area, 


LETTER FROM BRUCE BARTON 


Chairman SAaLronstaLL. Without objection, the Chair would like to 
put in the record at this point a letter from Bruce Barton, former 
Congressman, chairman of the board of the American Heart Associa- 
tion. I will quote this sentence: 


Since the origin of this program, the use of the radioactive isotopes in fields 
other than cancer has been increasing and at the present time these materials 
are essential tools in cardiovascular and other fields of medical research. 


That will be incorporated into the record at this point. 
(The letter referred to follows:) 


AMERICAN HEART ASSOCTATION, INC., 
New York, N. Y., February 16, 1954. 
Senator Leverett SALTONSTALL, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: The Atomic Energy Commission, since its organization, has 
been a valuable aid to cancer research. The appropriation which makes possible 
substantial reductions in the cost of radioactive isotopes for research is a sig- 
nificant contribution. 

Since the origin of this program, the usefulness of radioactive isotopes in fields 
other than cancer has been increasing and at the present time these materials 
are essential tools in cardiovascular and other flelds of medical research. -It is 
our understanding that the Atomic Energy Commission would be happy to extend 


45746—54——3 
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this service to other fields provided there was proper legislative and budgetary 
authority 

I should like to request, therefore, that your committee consider this important 

tribution to medical research and authorize extension of this service to the 
cardiovascular field as well as to other users of atomic energy in this important 
service area 

Respectfully yours, 
Broce BARTON, 
Chairman of the Board 


USE OF ISOTOPES 


Senator Dworsuak. Are isot ope restricted to pe aceful use, or car 
they be used indirectly for military epee. 
Admiral Srrauss. Not the ones we are speaking of, Senator. They 


can be used in the industrial ieee ‘aan in industrial research it 
is impossible to separate military from other end uses 

On the other hand, to the extent that certain isotopes are purely for 
medical use, they are well identified by the medical profession. These 


include phosphorus, ‘arbon 14, iodine, and strontium. 
Senator Dworsuak. Are many of them being exported to date? 
Admiral Srrauss. Yes, sir. There is a substantial business in the 


export of isotopes. 

Senator Dworsuak. Does the Commission control that ¢ 

Admiral Srrauss. Yes, sir, In every case where isotopes are being 
exported they are being exported to frie ndly countries and the prac 
titioner who is to use them submits, in advance, a statement of the 
purpose for which he desires to use them and makes a report on the 
results of their use. 

The beneficial application of radiation and atomic energy to agri 
culture, which falls under the head of research in this field, was last 
week the subject of public hearings conducted by Congressman Hin 
shaw’s Subcommittee on Research and Development. 

The recent program revision authorized by the President throws 
additional burdens and responsibilities on the biology and medicine 
program which were not contemplated when our budget estimates 
were pre pared. 

The introduction of new plants and materials requires that imme- 
diate steps be taken to deal with the special problems which they bring. 
For example, problems of fall-out from weapons tests, including the 
possible contamination of food stores, take on new urgency. 

In the light of the accidental exposures to radiation which occurred 
a few weeks ago in the Pacific, the knowledge gained from research 
in recent years has been clearly worth far more ‘than it cost. 

The world at large looks to the United States to take the lead in the 
study of radiation effects. We believe that we have a responsibility to 
the rest of mankind which can be discharged adequately only by the 
most vigorous application of our experience, our skills, and our 
resources to these proble ms. 

The recommendation for a reduction in the proposed scope of the 

1955 biology and medicine program is therefore, in our opinion, incon- 
sistent with the march of events. 

That, Mr. Chairman, is the presentation of the Commission on its 
request for restoration of $3,100,000 in the research budget. 
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Chairman Savronsracu. The same argument, Admiral Strauss, just 
to save a little time, would apply to biology and medicine; would 
not ¢ ' 

Admiral Srrauss. Yes, sir. It is integrated in this picture. 

Chairman SALTronsTALh. So that for $435,000 for which you request 
restoration, the same argument applies there? 

Admiral Srrauss. Yes. 

Chairman Sa.tronstraLtL. The House says that the stores inventory 1s 
too high and should be reduced. 

Admiral Srrauss. With your permission, Mr. Chairman, | will ask 
tle general manager to reply to that question. 


HOUSE RECOMMENDATIONS 


Mr. Nicuors. On this question the House recommended that we 
reduce the level of our stores inventory by $5,783,000. 

Senator Maysank. Mr. Chairman, if 1 might ask a question or two 
here; what do you mean by inventory, completed bite ell 

Mr. Nicnots. No, sir; these are supplies for operating our plants. 

Se nae MAYBANK. You mean the raw materials? 

Mr. Nicuots. Raw materials are not included here. These are parts 
for the gaseous diffusion plants, acids, that type of thing, and other 
supplies required for operation such as coal, 

We need such a supply in order to improve continuous operation 
of our plants. 

Senator Maypank. The President recommends this, and the Budget 
Bureau ¢ 

Mr. Nicnors. The Bureau of the Budget and the President recom 
mended this. 

STORES LEVEL 


Now we feel we have been reducing the level of these stores to the 
absolute minimum. ‘The House last year requested that we set up as a 
target an average of 5 months’ supply. This is an average. For 
some items we need more than a year’s supply to be sure we have 
enough. We actually feel that if we reduce inventories beyond the 
point at which we now are, we will not only reach the point of dimin- 
ishing returns, but will actually reach the point where it would cost 
the Government money. 

Senator MAyBankK. Do the supplies deteriorate ¢ 

Mr. NicHo.s. No; these are supplies which any commercial concern 
would have on hand to insure that they can continue operation. 

Senator Maysank. In other words, this is one of your assets and 
whether it be $5 million or $4 million, if you wanted to liquidate it 
you could do so? 

Mr. Nicnors. You could not liquidate at full cost. 

Senator Maypank. But they do not deteriorate like rubber, for 
instance ¢ 

Mr. Nicnors. That is right. 

Now, we plan to further decrease the stores for the old plants by 
some $2 million and the increase here is required over last year because 
we have so many more new plants, such as Portsmouth coming in. 

Actually a part of these supplies for new plants are pieces of equip 
ment, replacements, and spare parts. They are ordered at the same 
time when we order equipment for the new plants. 
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If we cut the requirement here, it would mean that we would be 
shutting off our production line prematurely and 6 months or a year 
after we st urted operating the plants we would have to start up again 
to make these special parts and it would cost more money than if we 
bought the parts now. 

Personally, I think we are well down to the point where we have 
eo with the previous year’s directive of the House as we are 


now reac hing the 5 months’ supp rly level and jus st to give you an idea, 
of the progress we have made to date, I would like to clive you the 
following figures. In 1949 we had 13.9 months’ investment in in 


ventories. 

This has been consistently reduced each year; in 1950 to 12 months; 
1951 to 10 months; 1952 to 9.2 months; and in 1953 to 6.2 months. In 
1954 we expect to get down to 5.8 months and our budget is based on 
a level of only 5 months in 1955. 

Senator Maypank. In other words, you have cut down the supplies 
from 1: 3 months ap proximi ate ‘ly to; 5 months approxim: ite ly. 

Mr. Nicnots. That is right. 

Senator Mayrank. This amount of money has been recommended 
by the Bureau of the Budget and the President. 

Mr. Nicnors. That is right. 

Chairman SavronsratL. Following up on what Senator Maybank 
has said, the figures in your statement would show that your inventory 
hi is dropped from 19.5 percent in 1950 to 6.4 percent of total operating 
costs in fiseal 1955. 

Mr. Nicuors. That is right. 

Chairman SauTonsraL.. So you have made a 200 percent improve 
ment there and pretty nearly 200 percent improvement in the numbe1 
of months you carry in your inventory. 

Mr. Nicnors. That is right; we feel to go below an average of 
months will start costing the Government money rather than saving 
money. 

Senator Maypank. If you did not have more than 5 months’ supply 
it would not be in the best interest of the economy. 

Mr. Nicwois. Or you may actually have to stop the plant becaus« 
you do not have the sup plies. 

Admiral Strauss. The level of stores which we are requesting is very 
small in comparison to the size of our business. 


TOTAL INVESTMENT IN INVENTORY 


Mr. Nicuois. We are asking for an inventory, in that category, of 
$81.3 million and our total operating costs are $1,262 million. 

Senator Maysanx. Your plant cost when you get through will be 
$8 billion? 

Mr. Nicuors. That is right. 

Chairman SauronsTauu. Senator Hill, have you any questions? 

Senator Hm. Not on this particular item. 

Chairman SatronsTauu. Senator Bricker ? 

Senator Bricker. No. 
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Chairman SauronstatL. Theat completes your operating expense 
items. Let us pass over for the moment the language change. 

Senator Hitt. Speaking about the operating expense item, at the 
proper place I want to ask a question. It might come under the op 
erating expense item. 


RELEASE OF TVA POWER COMMITMEN' 


In a few davs this subcommittee will have before it the ‘Tennessee 
Valley Authority on their appropriations. ‘The Preside nt in his mes 
sage mm discussing the Tennessee Valley Authority s spok » about, I be- 
lieve we might call it a suggestion or proposal, whereby some five or six 
hundred thousand kilowatts of power which the Pennes ee Valley 
\uthority is now obligated to supply to the AEC nueht be released 
from the commitment to the A EK( to be used for the venerial purpose 
within the Tennessee Valley and that the AEC might get i powel 
from somewhere else. 

it thi is the proper place to raise the question, I would like to know 


just what is the status of that matter now. I say in a few days right 
be fore this very subcommittee the TVA will be here on then appro 
priation, Thev will be here on the 19th of this month 


Admiral Srrauss. With your permission, | would like to ask om 
general manager to respond to that, too, because of his close contact 
with that situation from our point of view. 

Mr. Nicuous. At the request of the Bureau of the Budget we ex 
plored with private utilities the possibility of purchasing power for 
our own account with the idea that we would thereby release the power 
which we are using from the TVA. 

Now, it is not adele a physical release. We would still continue 
to get power for the Padueah plant irom the Shawnee plant of the 
TVA and the EEI plant at Joppa. 

However, if private utilities would build a powerplant of five to six 
hundred thousand kilowatts in the vicinity of Memphis—actually 
across the river from Memphis—they could tie in with the TVA 
system and furnish power to the TVA system at that point. We 
would contract with such an organization for furnishing such power 
and would pay the bill for it 


PRIVATE POWER PROPOSAL 


Actually we have been exploring this for sometime with Mr. Dixon 
of Middle South Utilities and Mr. Yates of Southern. In their in 
itial proposal, which was reported to the Bureau of the Budget, there 
was a considerable difference in cost and the Bureau of the Budget 
requested that we explore the matter further with these two com 
panies and particularly that we try to reconcile some of the differences 
between their estimates and the TVA estimates. 

My last conference with Mr. Dixon and Mr. Yates was last evening 
about 5:30. 

The result is that I have not yet reported this to the Commission. 
Last evening Mr. Yates and Mr. Dixon stated they were prepared to 
make a proposal to us in which the total cost of power to us as com 
pared to continuing to buy it at Paducah from the TVA would be 
approximately $1,600,000 more per year than we are presently paying. 
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However, included in their costs is something like $700,000 of 
Federal income tax and approximately $1,600,000 of State taxes. 


Now, this proposal is still in a talking stage. I do not have any 
thing in writing and when we do get it in writing I will take it up 
with the Commission and then someone, the Bureau of the Budget, 
the President. - the Co1 oress, should indicate to the AEC whether 
it is more desirable for the (G;overnment, in other words, for the tax- 
payers, that we take advantage of this particul; ir offer with the know] 
edge that the excess cost here totals something like $1,600,000 and that 
there is included $2,300,000 in the form of taxes which return either 


to the State or the Federal Government. 

Now, as I said, this is the present status. Mr. Dixon and Mr. Yates 
ire now working on firming up this proposal in the form of a letter. 
When we get it, we will discuss it with the Bureau of the Budget and 
await their instructions or the instructions of Congress. 

Senator Hitz. Is this new proposal different from the one already 
made you? 

Mr. Nicwors. Yes; they made a previous one which I have reported 
to the House Committee. It is shown in the testimony in great detail. 

This latest proposal is much better. They have reduced their esti- 
mates of costs and have reduced their charges, as they apparently 
are getting their financing at a little lower + a 

We did not go into that in detail. Frankly, I am amazed they can 
cet down oe — t where they can make a ee of this type. but 
they stated they are ready to do that and: ire ready to put it in writing. 

Senator eases: It is a good deal better than the other proposal. 

Mr. Nicnous. Yes: much better. In fact, the other one ended up 
vith several million dollars over and above the taxes. This one actu- 
ally ends up to where the extra cost to us is less than the amount for 
taxes, 

Senator Hinz. Would this contract—and maybe you will have to 
wait until vou get it in writing to know exactly—-would it be what 
we might call on a cost-plus basis? 

Mr. Nicnors. This contract as they outlined it to me last night 
would be on a basis in which the cost of construction—vou see, that 

. bia factor in determining the annual cost of power—would be 
valleteiads at a figure of $107 million, and if the cost dropped below 
S107 n aaron 1 we would share half ef the saving. 

In ot er words, if the cost. were actually less than $107 million we 
would share half of that saving which would be reflected in the 
power rate. If it wee above $107 gen we would share half of 
the additional cost, but there would be a ceiling on that 

In other words, they proposed a maximum ceiling of 9 percent. 

Senator Maynank. You mean 9 percent of the $107 million? 

Mr. Nicnors. Yes. The most we would be expected to pay would 
be one-half of the increase up to a maximum of 9 percent of the $107 
million. 

If it goes over 9 percent they stand all of the increase over that 
amount. 

Now, if you had the full 9 percent increase we would pay 41% per- 
cent. that would be $285.000 per vear in extra power costs. 

Now, the figure I was using before, the $1,600,000, was based on 
their hitt ne the fivure on the head. 
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Now, there Is a other escalator clause Wik niiar to the 
’ : 4] | +] { 
r\ \ contract, ind that ison the pi e Oo] onl if price of cou 
. ' 
roe up, ol course, your p wer rate goes » i il the ime type 


r contract which we have WIth r\ \ 


Senator Maysank. One reason I am asking these questions 1s that 
. noticed that in the House he irings there 1s testimony about your 
ontract with the EEI at that Joppa plant. That cost greatly 


exceeded the orig nal estimate, did it not? The heart o showed that 
t exceeded the estimate by ome 40 percent, or some > 1) million 

Mr. Coox. That is right, about 40 percent. 

Senator Hini. In that case you had a contract wth EEL, where the 
ost went up and did not have a ceiling. 

In other words, f then cost went up, vour co tL went up 

Mr. Nicnous. That is richt I told Mr. Dixon that now I would 
not even consider recommending to the Comm ion inything without 
} ceiling in it. 

Senator Himi. You think this new proposal will have a ceiling? 

Mr. Nicuors. I asked for a fixed price, but Mr. Dixon felt it would 
be fairer to give us the savings plus the chance that we would take a 
sheaht increase 1n cost up to 2a maximum of 41%, perce nt with a ceiling 


~ 


at that } oint. ‘J hey would take a chance on everythu oO above that. 

Senator Hitt. A maximum of 414 percent increase over the $107 
million ? 

Mr. Nicuons. That is what we would beat 

In othe words, we would share half of wh itever the mcrease up 

»9 percent. So the maximum we would pay would be a 414-percent 
increase. But to reach that there would have to be 9-percent increase 
in actual cost. 

Senator Huw. You would pay a half of whatever that increase was 
up to the ceiling of the 9 percent? 

Mr. Nu IIOLS,. Yes. 

Sennatol Hin. When you vel that hew proposal I take it you will 
be able to figure out the cost of that new proposal in comparison 
to the kilowatt-hour cost of TVA power under the new commitments. 

Mr. Nicnous. That is right. Based on the figures we discussed last 
night, if they hit the S107 million for the plant, the increased cost of 
power to the AEC would be $1,600,000 per year. 

Chairman SavronstatL. Would the Senator yield to the Chair? 

Senator Hinz, Certainly. 


'VA HEARINGS 


(See Dp. 355) 


Chairman SautronstTAutL. Mr. Nichols, we are going to take the TVA 
up on April 19. Senator Hill is very much interested in that, as the 
Chair knows. 

Now, by that time you will have something in w riting from these 
companies and SO Ol. Would you be W lling to come before this com 
mittee at that time when we are hearing the TVA and give us the 
latest information so that we may have the latest information 
iccurately ? 

Mr. Nicuors. What date is that? 


Chairman Savronstaun. April 19. 
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Mr. Nicuous. I should think we would have a firm proposal by 
that time. 

Senator Hin. That would be agreeable and when you come would 
you bring all the facts and bring the Commission’s recommendation 
as to the amount ? 

Mr. Nicuors. It isa pretty tight schedule. You see, Mr. Dixon and 
Mr. Y ites are still computing these things. 

Chairman SavronsraLn, You can give us more than you have today 
anyway. 

Mr. Nicnors. I would hope we would have more than we have 
today. 

Chairman Savronsrat,. Now, are there any more questions on 
operating and maintenance ? 

Senator Dworsuak. I do not know whether the security investiga 
tions come under that heading. 


Mr. Nicntois. Yes. They do come under “operations.” 


PERSONNEL INVESTIGATION 


Senator Dworsnak. I know you are asking for S10.857,000. I 
am amazed that you have so many investigations of your personnel. 
Are those made entire ly before you emp oy peop le or are some of the 
investigations made after ? 

Mr. Nicnors. Our general practice is to get the investigations made 
before. In some cases we do give an emergency clearance, but never do 
we give an emergency clearance without first getting a file check. In 
other words, we check with the FBI to see what they have, such as 
police records and that type of thing. However. even in these cases 
we make a full investigation before giving final clearance. 

Senator Dworsnak. You do not operate under the Civil Service ? 

Mr. Nicuous. We ask Civil Service or FBI to make this check. 
Normally the Civil Service makes the more routine ones. For the more 
sensitive positions, the investigations are made by the FBI. 

Senator Dworsnak. I understand your employees are not under 
civil service. 

Mr. Nicuors. No, sir; but we use Civil Service to investigate these 
cases. 


PERSONNEL RECRUITMENT 


Senator Dworsuak. How do you proceed to select personnel for re- 
cruitment ? 

Mr. Nicnois. We have established standards that are similar to 
those for the Civil Service to see that a man is qualified for a particular 
job. 

We have our own rating system which corresponds very closely to 
that of the Civil Service. Our general exception is for tec hnical posi- 
tions where we have the right to go outside the civil-service rules. 

Senator DworsHaxk. Who has that full responsibility, your person- 
nel officer ? 

Mr. Nicuors. Our personnel officer and the Commission. When it 
comes to top salaries, the Commission approves the job and I always 
inform the Commission when a man is going to occupy one of these 
top jobs. 

Senator Dworsuax. That just affects the top echelon? 
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Mr. Nicuots. Down to lower echelons just as I watch down a couple 
of echelons. 

Senator DworsHak. How do you proceed out in your Idaho opera 
tions at Idaho Falls?) You do not use civil service and have set up a 
personnel officer who has almost unlimited authority’ 

Mr. Nicnots. The bulk of our personnel at Idaho is contractor 
personnel, ; 

Senator DworsHax. I mean personnel in your own office. 

Mr. Nicuots. In our own office that is hi indled by our local manager, 
except for the top key positions. They must come to Washington for 
approvi al on what the erade should be for the top positions. 

Before I took over as general manager there was a board which sur 
veyed the whole Commission, and we just recently had Commission 
approval for se tting up the top jobs throughout the organization. 

Of course, they are always subject to change. As you put inc ased 
work in a particular area, you may have to raise the number of jobs 
there, or if the effort decreased there, we reduce it. 

Senator DworsHak. You do not operate under civil-service regula 
tions, but you are trying to tell me you do have comparable standards 
set up for your own recruitment ? 

Mr. Nu HOLS. We have comparable standards throughout. 


POLITICAL CONSIDERATIONS IN RECRUITMENT 


Senator Dworsnak. To what extent do political considerations en- 
ter into any recruitment ? 

Mr. Nicnoxs. I don’t think there are any. 

Senator Dworsnak. Has that always been the case? 

Mr. Nicuots. So far as I know. 

Senator Dworsuaxk. Well, knowing some of the people who have 
been employed in your Idaho office, 1 would say I am quite skeptical 
about what has happe ned in the past. Iam not talking about current 
procedure, but I would have to be very naive to believe that statement 
when I look back over what has happened for many years. 

Mr. Nicnors. Of the top people there 

Senator DworsHaKk. I am not talking about the top people. Cer 
ti ainly anybody knows that your tec hnicians have to be close ly scrutl 
nized and have to be emp loyed on the basis of their skill, with com- 
plete disregard for politic al considerations, 

I am talking about those down below those top levels. 

Mr. Nicwois. You mean in the Government employment, or in the 
contracts ? 

Senator Dworsnak. I mean Government employment. IT under 
stand you have no control or authority over the personnel of 
contractors, 

Mr. Nicnwors. We have the control where they are to be cleared for 
security. 

Senator Dworsnak. I mean as to who is selected for specific jobs. 

Mr. Nicnors. The contractors select. their employees. We have to 
see that there is no discrimination and that type of thing. We have 
made investigations at several places where the allegation was made 
that there was political favoritism and we have tried to eliminate it. 

Senator Dworsnak. You do admit you have had it in the past years ? 
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Mr. Nicr We do not admit we have had it. We admit we have 
had sities that we have had it. 

Senator DworsHak. When you made investigations did you dis 
cover actually that the allegations were false or true? 

Mr. Nicnors. None since “| have been general manager. 

Admiral Strauss. I think the record is very clear on that. 

Senator Dworsnak. I think that is a broad generalized statement. 
I think I will accept it. 

Senator MaYBANK. Has there been any charge in the Savannah 
River oa ; 

Mr. Nicnoxs. I never heard of any. 

Senator Hix. This question of TVA has gone over until the 19th 
but you spoke of the figure of 700,000 kilowatts. I used the figure in my 
question between 500.000 and 600. YOU kilowatts. That is some spread 
How many kilowatts are you negotiating for now ? 


PLANT AND EQUIPMENT 


Mr. Nicnots. For 650.000 kilowatts. 


Chairman SaLronsraLL. If there are no further questions, we can 
go Lo sone t and equipment. 


The restoration requested is $78,986,000 out of a House reduction 
of $1: 9,851,600. That is made up as follows: 

A. New processing plants with restoration requested, $12 million, 

B. Housing with restoration reque sted, $286,000. 

C. Miscellaneous budget items, restoration requested, $5 million, 


which is the full amount. 

D. Contingencies and underruns on construction projects, requested 
restoration of $61,760,000, out of $122.066.000. 

Now, these are the four items the Chair understands where resto 
ration is requested. 


PROCESSING PLANTS 


Will you take these up in order ? New processing plants, restora 
tion requested $12 million for the processing plants where uranium 
is found in Colorado. 

Admiral Strauss, may I just say that Senator Knowland, the ma 
jority leader, has asked me to be in his office at 3. I am going to re 
spectfully ask Senator Bricker if he will take over the chair with 
the hope that we will finish this afternoon. 

Admiral Srravuss. If yon do not return as the hour of 4 approaches, 
may Dr. Smyth take over for me? 

Chairman Savronsrauu. He may, sir. 

Mr. Nicnors. With regard to the $12 million for ore-processing 
plants in the Colorado plateau, we have requested that this be rein 
stated because we feel 1 th: at to do otherwise is actually going to cost 
the Government money and handicap ou production goals. We have 
found in the West that we are actually getting ahead with ore above 
ground toa point where we cannot process it rapidly enough. Actually 
ve have slowed down recently in trying to get the ore above ground 
because we are so far behind in the construction of processing plants. 
Our policy here is to use private plants and private capital, whenever 
possible, but they have fallen behind on the job. Now, we still would 
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continue to try to get them to do this end of the job but one of the 
things which hs indicaps private industry in putting up the money for 
this type of plant is that they have difliculy in estimating just what 
the ore output of a particular area is going to be. 

This is tied up with trucking distances and whether you can truck 
ore in te a particular plant. They also have to rely on a chemical 
process for the particular type of ore that may have been developed 
by the Commission. All of this ts akes time to evaluate. We feel, how 
ever, that . private industry does not come up with this money, we 
should do it. The reason is that in equating the cost of material 
which comes out of the U-235 plants, we can either use more power 
or more ore and if we were running on the low side in ore we could 
reach the point where we would | e paying more money for powel 


to get the same required output from the plant. Actually, if we 
built these plants and would get the satiate on schedule we would, 
over a few years, save many times this $12 million plant cost. Also, 


if private industry put it up, we would pay back this $12 million in 
the form of a processing charge. 

Wi would not propose . even if we did build these plants, to operate 
them with Government labor. Again we would contract for it. So 
our feeling, from the standpoint of meeting our requirements and 
saving the Government money, and also from the standpoint of 


insuring that we can get the maximum ore out of the West and proce 
it, is that it is a fehactil le precaution to have the $12 million avail 
able. I can state that we will not use Government funds if we can 


ret private corporations to undertake the work on their own. 


‘ 
COOPERATION OF PRIVATE ENTERPRISI 


Senator DworsuaKk. Have you had ge 
from private enterprise in such projects? 

Mr. NicHo.s. We have had cooperation but they have been very 
slow. 

Senator Dworsnak. | was curious to know whether private enter 
prise was cooperating in every way with AEC or whether you had 
to re ly on your own resources, 

Mr. Nicniois. They cooperate to the best of their ability but they 
have to weigh some factors, such as, Where is the ore? They have 
to look at just the processing plaat. We have to look at our whole 
complex of plants. 

In other words, if we slow down in the West we may be spending 
more money at Oak Ridee and Paducah. ‘They can’t evaluate a at; 
we have to. So that I think thev have been cooper: iting so long as 
it looks like a good business deal for them, but we have to appraise 
the overall complex of our plants and not just that situation. 

That is why I say they cooperate, but they may not get the work 
done or enter into it fast enough. 

Senator Bricker. The $12 million is for the plant alone? 

Mr. Nicuoxs. It is $12 million for the plant alone. Now in the 
actual operating cost, we would reduce the price we paid any outfit 
to operate these plants because they would not be : amortizing the plant. 


ood cooper: ation in the past 
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HOUSING AT LOS ALAMOS 


Senator Bricker. The second item there is housing at Los Alamos. 

Mr. Niciuo.s. With regard to the housing at Los Alamos, we have 
two points to make. One is that putting a limit on the price of each 
house will make us completely redesign to much lower quality. 

The second yee we wish to make in regard to the price of housing 
as compared by the House committee wherein they stated that you 
could get a 3-bedroom house for $12,750 at Albuquerque, is that 
you have to consider several other factors besides just the price of the 
house. The cost of these other items, such as site deve ‘lopment, utili 
ties, and so forth, is shown on page 24 of our statement. 

Senator Maysank. Let me ask a question here. We had a big row 
about housing on the Manhattan project. When they built the Sa- 
vannah River plant they decided to go there where they would not 
have to build houses. Is there any possibility of putting something 
like this without building new houses? 

Mr. Nicnors. We feel it must be at Los Alamos, because Los 
Alamos is so isolated. 


ITOUSING AT SAVANNAH RIVER PROJECT 


Senator Maypank. You take down here you had 40,000 workers 
at Savannah River; you are down to 18,000 now; you are going down 
to 4,000 next year. All those houses in the communities are wide 
open for some development. I just hate to see the Federal Govern- 
ment go into the development and build new housing when you have 
all the housing in Savannah River. But if it has to be at Los Alamos, 
I understand. I only suggest to the Atomic Energy Commission with 
my deep appreciation for what you have done, that, wherever you 
have these facilities that you have built up, try to use them instead of 
going into new housing projects which need new drainage, sewers, 
streets, and community facilities, because you have so many places 
mn this country that have facilities and houses so that you don’t have 
to build any more. 

Mr. Nicnors. In Los Alamos, you are so far away from every 
other city, and there is no other solution. 

Senator Maypank. I say that respectfully, because we had such a 
row on the Manhattan project. Mr. Lilienthal was in charge, and 
you had rent control, and you tried to change the law every year. It 
started in 1941, and it went on until 1949. 

Mr. Nicnors. But we feel we do need this housing here in order 
to attract the type of talent we need at Los Alamos. And all this 
work is done by competitive contract. 

Senator Maynanx. I am not questioning the integrity. I never 
questioned Mr. Lilienthal’s integrity on the Manhattan project 

Senator Bricker. You are getting away from Government housing. 

Mr. Nicnots. We are getting away from Government housing at 
Hanford, Oak Ridge, Savannah River, and Portsmouth. This is the 
only Government housing we are building at the present time. 

Senator Bricker. You feel it is a necessity at Los Alamos because 
of the peculiar location and nature of the work? 
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Mr. Nicuots. That is right. We also know that the cost there is 
higher than else where because you have to haul everything up the 
hill and prices do run 2U to 25 percent higher. 

Senator Maynank. | was thinking of all these places that were 
overbuilt for contractors to put on a lot of labor, like in the Savannah 
River area. Employment goes down to 4,000 this year, 

Mr. Coox. It goes down to that figure next year—that is the con 
struction part of the project. The operating employment will be about 
9.000. 

Senator MayBank. I am not criticizing at all. I mean that the 
territory is there with 250,000 acres of land and houses for 40,000 
people, not in the atomic plant, but in the neighborhood. 


UNIT COST OF HOUSES 


Mr. Nicnous. We also would like very much to have the ceiling re 
moved on the unit price of the houses. The House reduced the esti 
mate and they put a ceiling on the amount which you can pay for each 
house. 

General Frevns. The only point I would like to make, sir, is that 
appuare ntly we were unable to illustrate to the House committee that 
there are certain costs, such as roads, sewer, utilities, powerlines, which 
were added to the unit cost of these houses. In comparing the unit 
rice of the houses in the budget with houses in Albuquerque, it should 
be noted that there is something like $2,500 per house which does not 
appear in the sales price of a house in Albuquerque. ‘The roads, utili 
ties, and this sort of thing are done either by the efty and are amor 
tized through taxes or by “the utility companies and you pay for it in 
your rates. This is something we include in the cost of building these 
houses in Los Alamos. 

You add to that something like a 20-percent increase in the cost of 
building things in Los Alamos and this accounts for the difference 
in cost. 

Senator Bricker. Anybody who has been to Los Alamos would 
appreciate that situation. 


MISCELLANEOUS BUDGET ITEMS 


Mr. Nicnots. The next item is $5 million for miscellaneous budget 
items. Under this item we estimate each year for those things which 
we find necessary to do in order to achieve m: iximum economy in the 
operation of the plants. In my first trip around the Commission, 
one of the biggest complaints I got from our industrial operators was 
with regard to the restrictions we put on the minor changes in mer 
plant. When you stop to consider, they are spending hundreds 
millions 2 year ‘and yet have to go thro ugh so much procedure to get a 
small change in plant O. K.’d. One of the problems of course is that we 
had diflic ulty getting enough money for this type of item. Our esti 
mate of necessity is based on experience in the past and is entirel 
consistent with the size and complexity of our production plants. 

Now, our estimate is that we need the full amount of the $47 millioy 
I do not understand just why the committee reduced this. But we 
feel that if we want to get the maximum eflicieney out of this S7 
billion plant complex, we should restore this item so that these coy 
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tractors can make the minor changes which become necessary through 
out the pe riod of 9 year. 


Senat a AYB That is on all of your plants, the entire invest- 
ment of son > billion which will be $8,800 million at the time you 
finish ? 


Mr. Nicnous. That is right. We have to justify that we have some 
control over it. It looks like a reasonable figure. We feel it should 
" restored to the full amount. This also was passed on by the Bureau 
oO the Budget 


Admiral Srrat . The modifications frequently result in substan 


Mr. N I i next 1tel major one which involves the co 
tingench O ( truct pi 1e¢ . The House points out that we 
probably have overestimated in the past and part of this is ie ft 

ls { plete” rid Prior 1 ibmitting our revised bud 

result of the new directive, we reviewed all of our construction 
pro] a i re timate ind broug! t down the conting’ ncies to 
le { ] UV perce it of the remaining uncompleted construction. 

N »W eS¢ revised estimates have b en reduced by the House by 
on $122 mil On. In ord rto ee how much of thi Lmount we could 


forego, we again have reestimated all of our construction and again 
ive taken } t 10 “te nt of the work that remains to be done. No 


W 

I feel we need thi ) percent. The amounts ire show} on page 28 of 
our justification. We feel we need the 10 percent, particularly for a 
t like Portsmouth, because we may have a strike and we do not 
yet know what the productivity of labor will be when we come to the 
more complicated part of the work of i1 talli ng pipe,and so forth. It 
s normal eng setter ndachina te ikin aah a oa This par 
ular cut combined with the contin ing effect of the “funds to com- 
plete” rider might mean that by this summer, if we had an increase in 
cost at any one of these plants, where the contingency was eliminated, 
we actually would not have enough money to cover all the estimates on 
r hoo We would then. under the rid nthe; appropriati on bill, be 
uired to delete something from the aaa um which | been au 





PROGRAM AUTHORIZATION 


Senator MAYBANK. Who au thoriz Z “d the program ? 

Mr. Nicnors. The program was authorized, that is the production 
objective was authorized by the President and the Bureau of the Budget 
passed on the prog! 1m. 

itor Maypank. Did Congress approve it? 

Mr. Nicrois. Congress has approved the items here, at least the 

House has but they reduced the estimate by the amount which we had 


tor contingencies, 

Senator Maypank. You said you had a rider on the appropriation 
bill in the House. Did the rider conflict with the Atomie Energy 
Commission law ? 


Mr. Ni HOLS. No. sir: I do not believe So. 
Senator Mayrank. Where did the legislation come from? 
Mr. Nicuous. The legislation has to do with how we use the funds 


tnat are ippropriated., 
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L mean 


the Atomic Energy Act. Congress passed the law, did they not, or am 


I wrong ¢ 
Mr. McCartny. I th 
authorization for these 


the 1955 supplemental] appropriation passec 
Senator Maypank. 


ink what Senator 
particular plants. 


he law Wa 


Maybank is after is the 
They were authorized in 
| by the Congress. 


the Atomic Energy Act which 


authorizes the construction of atomic plants. 

nly gives general authorization for the con- 
struction of plants. The particular program we are talking about was 
authorized in the 1953 supplemental appropriation. Last year our 


Mr. NICHOLS. That o 


appropl! ation bill also included this construction rider which requires 


to have funds 
Senator MayBank. B 


Mii Ni mous. No, sir. 


yn hand to complete a plant prior to its initiation. 


ut the Atomic OF ergy Comm ion law never 


\PPROPRIATION SUBCOMMIT' RIDE! 
: or Maypank. Therefore this is a House appropriation sub- 
i tee rider on Ato ] rey Com ion law 
Mr. Nicnoxs. T} provisl wa 1 the last yea pa t by 
) Houses. 
Senator Maypank. I a talk \ the original law Lh 
oO | law that yo re Vv rk yr Ol l if tine LK law V n 
L\ issedi { Col 
Mr. I rht 
. r Ma Nik I { why \ eb d ao the } { 
I ie ¢ y il Atomic I] £ Co | iw recommended by 
r dent Roosevelt and supplemented by Presidents ‘Truma ur 
Kisenhower ¢ 
Mr. N us. That oht 
Senator Mayspank. This is the rider of the subcommittee of the 
Appropriation Committee of the House which they put ! d 
Mr. Nicntors. Itisa ntinuat! if the 1953 rider. 
Senator MAypank. It was a rider on Atomic Ent ry Comm on 
iW. I was asking hy frie nd, Senator Bric Ker, about the law I 


want the record to sho 
nserted by the House 
Offices in 1953 which a 
Who the |; wyer here ¢ 
Mr. Nicnous. Mr. Mi 
Mr. Mircuenn. 
Senator MayBpank. ‘J 


V amendment that afl 


w th was a ride 


mends the Atomik 
tchell, 
he Ho ( 


ects law 1s subject 


ject to two-thirds vote. 


Mr. Mircuenn., As ] 


inderstand your p 


an, unde the Reo 


unend certain laws without a point of order. 


In an appropriation bill 


Appropriation Subcommittee on Independent 
| 


energy Comm s10n law. 


I think the Senator is substantially right. 


VAaAHnIZrition \ & 
But here in the Senate 
to a point of order and is 
int, Senator, dla 


‘ 


the effect of the rider was to limit the authority which we otherwise 
would have had under the Atomic Knergy Act. 

Senator MAYBANK. ‘That is what I intended to say. 

Senator BrickEr. May | suggest in connection with this point in 
your proposed amendment of the Independent Offices Appropriation 
Act for 1955 that there be inserted in the record page 28 which con 
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tains the estimated cost and the cost incurred and which refers to the 


House rider that the Senator has been talking about. 
(The matter referred to follows:) 


{In millior 
Oak Ri Paduca I t 
lo 
f an ! xpan silo xpa 
1. Cur ] ynit i ~ $ ’ $371.1 $1,054 
2. ( i 2 v4 6iF 1 204 2 
aR | i 2 102 166. € 8 
4. Req ‘ I 4 ‘ of 
4 112 ] 16.7 § 
6. ¥ 4 ui yw 
) +4 ~ 2 $23.2 387.8 14 
6. Amount av ible ba mn House recommendation 1, 789 17.4 379. 6 092. § 
7. Restora req te ( 61.7 s 8.2 $7.7 


The restoration of contingencies on these projects is made more essential by 


the action of the House committee in retaining the construction rider whic) 
requires the Commission to have funds available to complete any construction 
projects prior to initiation. As long as this rider is applicable to Commission 
construction projects, there must be provided for these projects a contingency 


to cover unknown problems arising during the course of the project. 


Senator Maypanx. All 1 wanted to make clear is that I do not wish 
the Atomic Energy Commission laws as passed by the duly constituted 
legislative body of the House and the Senate to be amended by a Houss 
rider, 

Mr. Mrreneny. I think I understand. 

Senator Maynank. Do you think I am right in what I said? 

Mr. Mircnenu. Yes, sir, I do. 

Senator Maynank. The rider was an attempt to do that. 

Mr. Mrrcne... I would not put it quite in those terms. 

Senator Maypank. No: and I would not ask you to. 

Senator Bricker. It could be objected to as legislation on the floor 
of the Senate. 

Mr. Nicuous. We do need these conti ngenec ies jus st as you do in 
normal good business practice. We also feel that we have eliminated 
all the water in these estimates. 


REPORT ON CONTRACTING AND PROCUREMENT POLICIES 


Senator Bricker. There has = submitted to this committee, ad- 
dressed to Senator Saltonstall, by the Comptroller General Lindsay 
Warren, a report on the review of your contracting and procurement 
policies. I] have not had time to read it. Has this been helpful and 
do you have any comments to make on it? 

Mr. Nicuors. It has been he ‘Ipful. 

Admiral Srrauss. There are some criticisms in it, Senator, with 
which we do not find ourselves in accord. 


PUBLIC ROADS 


Mr. Nicnoris. We have another item, if that is all on the contingency 
fund. We have another item for $214 million for public roads in the 
West. 

Senator Bricker. Here is a letter addressed to Chairman Bridges 
from Chairman Strauss requesting the amendment. It will be put in 

e record at this point. 
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(The letter referred to follow 3) 


Aromic ENERGY COMMISSION, 
Washington, D. C., April 5, 1954 
Hon. STYLES BRIDGES, 
Chairman, Committee on Appropriations, 
United States Senate 


Dear Senaror Bripces: The Atomic Energy Commission has, for several 
vears, Sponsored access road projects to Commission fac ilities and to sources 
of domestic uranium ore. These projects have been financed by appropriations 


under section 6 of the Defense Highway Act of 1941, section 12 of the Federal 
aid Highway Act of 1950, and section 10 of the Federal-Aid Highway Act of 
1952. The budgeting of funds for this purpose and the planning and super 
vision of construction has always been done by the Bureau of Public Roads 
of the Department of Commerce In line with this practice of financing road 
construction, the Atomic Energy Commission in September of 1953 furnished 
the Department of Commerce a preliminary estimate of uranium access road 
requirements during fiscal year 1955. Subsequently, it was brought to the at 
tention of the Commission that no funds for access road construction had been 
included in the fiscal year 1955 budget of the Bureau of Public Roads Chere 
fore, on February 17, 1954, a request was made by the Commission to the 
Department of Commerce that it give favorable consideration to including an 
item of $3,100,000 for uranium access roads in a fiscal year 1955 supplemental 
budget estimate 

In reply to this request, on March 8, 1954, the Department of Commerce 
informed the Atomic Energy Commission that: 

‘It is appreciated that funds for these access roads and certain other high 
way construction programs have been financed in previous years under author 
izations to the Department. After making a critical review, however, of total 
budgetary requirements for fiscal year 1955, it was believed that these»projects, 
the need for which is generated outside regular programs of the Department, 
should be financed by the agencies having primary interest. It is thus possible 
to reflect more clearly the net requirements of the Department of Commerce 
and other departments. For these reasons, we did not request funds for any 
of these programs in our estimates to the Bureau of the Budget. 

“While the Department is not budgeting for access roads to uranium ‘nines, I 
assure you that technical services of the Bureau of Public Roads will alway 
be available to supervise construction of these roads through the transfer of 
funds.” 

Nearly all of the Atomic Energy Commission's critically needed domestic 
uranium comes from the Colorado Vlateau and adjacent areas of our Western 
States. This region is generally one of great distances, rough topography, sparse 
population, and relatively few roads. Uranium mines and ore deposits are 
commonly situated in isolated areas reached only by trails or by primitive roads 
which, although passable in good weather with light motor vehicles, are totally 
inadequate for heavily loaded ore trucks at any season, Financing the construc 
tion of main access roads and feeder roads to the areas of these deposits is 
usually beyond the resources of prospectors and mine owners, and State and 
county funds are not available in sufficient amounts Because of these condi 
tions the uranium access-roads program is requisite to satisfactory fulfillment 
of the Atomic Energy Commission’s ore procurement program and one which is 
vital to the attainment of production goals. The program for fiscal year 1955 
involves 15 projects calling for the construction or improvement of 178.3 miles 
of road. 

The purpose of this letter is to request authority to permit the Atomic Energy 
Commission to transfer not to exceed $2,500,000 to the Department of Commerce 
to carry out the uranium access-roads program. The amount to be authorized 
for transfer assumes some participation by the various States in funding access 
roads. Accordingly it is requested that the following wording be added to the 
appropriation paragraph for plant and equipment: 

Provided further, That not to exceed $2,500,000 of the funds herein provided 
may be transferred to the Bureau of Public Roads, Department of Commerce, for 
the construction or improvement of access roads in the United States to sources 
of uranium ore.” 
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This matter has been cleared with, and approved by, the Bureau of the Budget 
A copy of this letter is being transmitted to the Committee on Appropriations, 
House of Representatives 
Sincerely yours, 


Lewis L. Strauss, Chairman 
EXPENDITURES FOR ACCESS ROADS 


Senator Bricker. I understand the Bureau of the Budget has ap- 
proved your submitting this request in lieu of a supplemental budget 
stin 
At 
Ne) 


ate 


} 
lmiral Srravuss. That is right. 
mato! Dw RSHAK. How mucl has been spent for b ulding aAcce 


roads compara le to th $214 mill on item. 
Mr Ji HiINSON,. \pproximately S51 » million hs been pe t since 1951] 


for e const} tion of something over a thousand miles of access roads 
to uranium mines in the West. This was done under the access-road 
wram authorized by Congre n the Defense H ohw Ly Act. 
L nde procedure, the ippropriation has been made to the Bu 
u of P ce Roa und the ( truction has been done by that 


nece tv for the road 


Mr. Nu LS. In this ca ve asked the Dy 


partment of Commerce 
; t 


de t thei dvet Chey did it initially. We 
| | ental « t and ulti tely it w \ ruled 
by the Bur of the Budget that we ould make the request. They 
*y f { I ! rol \ Ly gy ine reque made by tr) 
0% I r roa 
_ ( i I I } I p bli l 1a | 
Dei >t il f D | U! remenaousi ncreased 
‘ uid po 1 of that be a able for tl 
| ( ¢ 

\I IcCa I « . tol | ( ys avail le 

parceled out wha 

e 1DD5 | ‘ ( for ess roads. Ithink that 
the appro ed is for regular Federal highways. 

Senator Dv Ak. It pparent that you ar going to continue to 

wage and stimulate the production of uranium in the West. 

Mr. Nicuours. That is right. Also under this item we originally 
isked for $3,100,000 but the Bureau of the sudget indicated they 
cle red State parti pal on and sot ey approved our request only to 

te i Zz n I 
URANIUM DEPOSITS 

renatrol Dworsni AK. You ire meeting hh vo | nec n locating 
ind defining ura im leposits in the West ? 

Mr. Nicuois. We are 1 eeting W ith unusual success. In fact. that 

one of the reasons why we have the embarrassing shortage of process- 
ng plants. We have had the fine t of cooperat on from priv ite miners 


iriou nd Cl FTroups that are seek ng ore in the West. It 

really has been an outstanding example of industrial participation 
and cooperatio! l trying to open up this whole ore area, 

Senator Dworsnak. Originally it was assumed there were not many 


ier 
it ‘ 


I ts, % 2 are find ng out there were many such 
deposits undeveloped 


and which now fit in your program. 
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iget Mr. Nicnors. Thatis right. By encouraging people to look for them 
on their own, they find them and the y bring them in. We want to help 
them with roads so that you can hs wl this ore by truck to our pro 

ng plants. As | said earlier, we would like to have our processing 
plants now. It is an amazing aaah in the We 


RENTAL PROBLEM 


aw 
get We have some other ame ndments. One is for the rental of a hen 
quarters building in Washington, 
Admiral Srrauss. The House committee denied the Comm on’ 
‘ request for authority to rent offices in the District of Columbia. Since 
returning to the Commission, I have been impressed by the inefficiency 
Dol ind potential security hazards involved in carrying on our Washington 
ictivities in three separate buildings. Operation under these condi 
Ld ions | certainly costly. It also requir ee coaeseuant of} hy 
tive documents between buildings at frequent intervals during each 
Bu working day Iam not aware that a y security violation ire occur 
ring under our present procedures, but does not follow tha e 
u ould continue to live with a situation wl conceivably coul ul 
‘ serious violation of national security. 
We | recent month I per Ol lly hay In tLivates the p i f I 
i olving this building problem. Of course, the ideal solution, the 
run, wo ld be to construet perma I eadqu rtel build y 
would be designed to meet our pat ry Llowe 
‘ , ‘ | 1 ‘ | ] 1 
vy we would not, 1n my opinion, be 1\ rth problem qj 
‘ 1 he tuation lemands 
Moreover, our d issions with GSA ha ( vineed 
ire available in Washington no Government-owned build \ 
! ‘ mace sult le for om purpose We have. therefore 
budget request rece mmended that the Comm nm be authorized to 
rent office space so that all of our Washington employees can be hv ad 
none building. To my mind, this is an urgent security problem which 
require olution in the coming fiscal vear Kor th reg ‘ ( } 
request that our proposed language on this matter be i led int 
lly 1955 appropriation bill. 
vy enator LworsttaAk Ilow many buildings are vou ut Zing mn ; 
to Admiral Srravuss. Three, sir. 
TOTAL PERSON NEI 
Senator Dworsuakx. What is your total personnel in Washington ? 
ng Admiral Srrauss. It is around 1,000 
Senator Dworsnakx. Have you been expanding to ch an « nt 
ul you cannot use your main office where the Commission is located 4 
Admiral Srrauss. The Commission has not expanded since I at 
| here, sir. We make everv effort to keep the Washineton he 
It quarters small. A a matter of fact for an operation of t] Ze 
on the total number of Government employee both in Washinete ind in 
the field, the total is under 6.500 all over the country 
ny Senator Dworsnak. As members of the \ppropt ination Committee 
is I am sure we frequently observe the tenden Vv to concentrate more 


ind more personnel in the National Capital instead of getting the peo 
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ple out in the field where they actually do the work. The figures of 
the United States Civil Service Commission reflect that trend. 

Admiral Srravuss. Four-fifths of our establishment is outside of 
Washington. 

Senator Maypankx. Admiral, do you have any legislation in the 
House bill on this? 

Admiral Srrauss. We have put in a request. 

Senator Maynank. The House did not put it in? 

Admiral Srrauss. They struck it. 

Senator Maynank. Mr. Nichols, I believe this is legislation in an 
appropriation bill. 

Mr. Nicnoxs. Wouldn’t our act permit us to do it if they authorized 
the appropriation be used for it? 

Mr. Mircueuu. I believe it would. 

Senator Maypank. Then you are convinced that it would not be 
ssilsenes toa point of order? 

Mr. Mircnewy. I think we need only the authority to make the 
expenditure. 

LANGUAGE REQUEST 


Mr. Nicuors. If you look on page 5 of the actual bill it states for 
these operat ing expenses 


including the employment of aliens, operation and maintenance of aircraft, 
publication and dissemination of atomic information 


To that we just add— 
and the rental of a building. 


nator Maypank. Anybody can get up and make a point of order 

and you would have to have two-thirds vote. A lot of people who 
might think you are right would hesitate to change the rules of the 
Senate just for one thing. 

Senator Bricker. I think you are right as far as the law is 
concerned. Is there anything further? 

Here are some questions that have been suggested for the purpose 
of the record. 

MOBILE POWER REACTOR 


I belie eve you have under consideration for development a mobile 
power reactor of 100 kilowatts that will run for 5 years on 1 loading. 
Can you tell us anything about that? 

Mr. Nicnots. The military has stated the requirement, the Army 
in particular, for such a reactor. We presently hope that we can let 
the contract for the construction of this reactor on a competitive bid. 
In other words, we feel that the state of the art is such that we could 
procure such a reactor by competitive bids from interested companies 


which as a result of our various study programs now have the know] 
edge to design such a reactor. 


Senator Bricker. Its special use ¢ 


Mr. Nicuots. It is specially designed for the milit: ary for use at 
isolated sites where generally you cal 1 afford to pay a higher price 
for power because of the savings in the cost of tr: unsport: ition of fuel 
This reactor would not be competitive arol ind A city but it woul | ho 
COl petitive from a military point of view at locations where there 


ire large costs for transporting fuel 
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COST AND VALUE OF PLANTS 


Senator Bricker. Here is another series of questions. What is the 
total present value : ind the final estimated cost of your plants now in 
operation and those contemplated for construc tion # 

Mr. Nicuors. There are approximately more than $8.4 billion 
worth of plants authorized, including the 1955 authorization. By the 
middle of 1955 we will have more than $7 billion worth of these plants 
in place and ready for use. We have between $5 and $6 billion worth 
of these plants res ay for use at the present time. 

Senator Bricker. How much of that capital investment is contem- 
plated in this particular bill? 

Mr. Nicnots. There is an additional $96 million in this particular 
bill. 

Senator Bricker. How much in your plant that you now estimate 
will be finished in the future ? 

Mr. Nicnots. The total that we visualize in the future is a total of 
about $8,850 million worth of plants. That is through 1958. By the 
end of the fiscal year 1954 we will have an investment in plant of 
about $5.9 billion, leaving a balance of about $3 billion. On the basis 
of our present schedule we would add another $1.3 billion in 1955 
and about $0.8 billion in 1956. By the end of that year most of our 
expansion will have been completed. The remaining ad litions, cost 
ing about $0.8 billion, would come in during 1957 and 1958. As it now 
looks that should about complete our plant except for new types of 
reactors and minor replacements and additions. 


ESTIMATED COST OF OPERATION 


Senator Bricker. Have you estimated cost of operation after the 
contemplated program is finished ? 

Mr. Nicnors. After the present program is completed, including 
more than $8,800 million worth of plants, we feel that the operating 
cost will be in the order of between $1,700 million and $1,800 million 
per year. That is out of pocket costs and excludes depreciation which 
would amount to about $450 million per year. 

Senator Bricker. Is there anything further ? 

Admiral Srrauss. We would like to thank the committee for its 
consideration and for the time that they have given to us today to 
hear our program. 

Senator Bricker. We appreciate your coming down. I appreciate 
the opportunity of being here. 


FURTHER REQUEST 


(The following was later furnished by the Commission :) 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. 0., April 18, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, 
United States Senate. 

Dear SENATOR SALTONSTALL: On April 5, I submitted a statement indicating 
the amendments to the independent offices appropriation bill for the fiscal year 
1955 which the Atomie Energy Commission deemed necessary. These proposed 
amendments included one which would restore $78,986,000 of the House reduce 
tion of $139 851,600 in the appropriation for plant and equipment (p. 10, line 
5 of the bill) cocnuse of recent developments, which were mentioned at the 
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hearings on April 7, we wish to revise this proposed amendment so as to pro 
vide for the restoration of $79,054,000, or an increase of $08,000 over our previous 
request. We are now requesting full restoration of the reduction of $384,000 
made by the House in our estimate for construction of housing at Los Alamos, 
N. Mex 

Since the hearings before the House Appropriations Committee bids have 
been received by the Commission for the construction of a group of houses 
at Los Alamos for which funds were provided in the Independent Offices Appro 
priation Act for the current fiscal year. This group of houses is almost identica 
with the group planned for fiscal year 1955. Of the 173 contractors who re 


quested copies of the plans and specifications for this group, 6 submitted com 


petitive bid The low bidder offers to construct 2-bedroom units for $14,722 
3-bedroom units for $15,684, and 4-bedroom units for $17,693, these prices being 
exclusive of architect-engineering, design and inspection costs of $869 per uni 
and of any reserve for contingencies 

In the light of this development, it now appears that the group of house 
planned for construction in fiscal year 1955 will cost $1,592,000 instead of the 


$1,550,000 budgeted for this project, even after our planned reduction in the 
estimate for engineering cost and excluding any allowance for contingencies 
Full restoration of the House reduction of $384,000 will still leave the Com 
mission $42,000 short of the amount which it now appears will be necessary 
to construct the full number of houses. It is for this reason that I feel I mus 
request restoration of the additional $98,000 over and above the amount re 
quested for restoration in my letter of April 5, 1954. 

As indicated in the statement previously submitted, these houses are not 
elaborate or in any marked way different from houses of the same size ordinari| 
constructed in the general locality and do, of course, conform to the criteria 


and standards of the Housing and Home Finance Agency governing housing 
construction for Federal personnel. As designed, they are single story, with 
pitched roof and wood frame with wood siding or shingle exteriors. Floors 
will be of composition tile laid on a concrete slab Heating will be the usual 
forced rin “ait 


Your favorable consideration of this request will greatly help in alleviating 
what is rapidly becoming a critical housing situation at Los Alamos. 
Sincerely yours 


Lewis L. Strauss, Chairman 
We will recess until 10 o’clock Monday morning in this same 
room. 
(7 hereupon, it 3:35 p.m., Wednesday, April 7, 1954. the committee 
recessed, to reconvene at 10 a. m.. on Monday, April 12, 1954.) 
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MONDAY, APRIL 12, 1954 


Unirep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D ( 

The sabeommittee met at 10 a. m., pursuant to recess, In room F-39 
the Capitol. Hon. Leverett Saltonstall (chairman of the subcommittee 
presiding. 

Present: Senators Saltonstall, Dworshak, Dirksen, Maybank 
Ellender, Robertson, and Magnuson 


EXECUTIVE OFFICE OF THE PRESIDENT 
JUREAU OF THE BUDGET 


STATEMENT OF ROWLAND HUGHES, DEPUTY DIRECTOR, 
BUREAU OF THE BUDGET 


Chairman Sauronstauy. The committee will come to order 

This is a meeting of the subcommittee of the independent. offices 
We have held hearings on the Atomic Energy Commission and those 
hearings have been completed for the present, at least 

We will now take up the various commissions and offices of which 
our Executive Office of the President is the first 

Mr. Hughes, are you going to testify on the various items? 

Mr. Hvuaugs. Yes, sir. 

Chairman SatronstaLy. Mr. Hughes, which items are you gong 
to talk on? 

Mr. Huacues. The Bureau of the Budget, emergency fund for the 
President, management improvement appropriation, and White 
House office. 

Chairman Sauronstatt. Now, on those there is no question of 
restoration on the White House office 

On the Bureau of the Budget there is no request, 

On the emergency fund there is no request. 


MANAGEMENT IMPROVEMENT 


On the expenses of management improvement you request restora- 
tion of $50,000. 

Mr. Hueues. That is right, Mr. Chairman. The only difference 
on the Bureau of the Budget was the reduction of $7,500 in the allow- 
ance for printing, which we are,not asking to be restored 
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BUDGET REQUEST 


Chairman SALTONSTALL. Now, will you go ahead? 

Mr. HuGues. | have a short statement which I will read. 

The Bureau of the Budget has requested $3,390,000 for fiscal year 
95, or $22,000 less than the appropriation for 1954 : 
The House, on recommendation of its Appropriations Committee, 
eranted the re quested appropriation except for a deduction of $7 500 


19 


vhich represents estimated savings to the Bureau as a result of lower 
charges recently established by the Government Printing Office. As 
result of this adjustment, the pro] osed amount for the Bureau of the 


at 
? 
rit 





cet her omes $3.582 500 


POTAL POSITIONS 


The appropriation req rested will upport " total of 33 positions, 


This is 13 | than the number estimated for 1954, 52 less than 1953. 
S2 less than 1952, and 101 less than 1951 The greatest reduction in 
the size of the staff of the Bureau during recent years has been made in 
the present 954 fiscal year, It amounts to 39 positions 


ABOLITION OF FIELD SERVICE 


The reductions in fiscal year 1954 result from adjustments which 
we have made throughout the Bureau’s structure to attain the best 
use of staff resources for the most essential work. A major ad just- 
ment was the abolition in September 1953 of the Bureau’s field sery Ice, 
ncluding the closing of four field offices in Chicago, Dallas, Denver, 
and San Francisco 

The Bureau has also withdrawn from activities financed by other 
agencies and not essential to the pe rformance of its main functions. 
It has relinquished its part in the conduct of the interindustry economic 
research project financed from funds of the Department of the Air 
Foree 

The Bureau has also withdrawn from the foreign technical assist- 
ance activities related to advice to foreign officials or interns on study 
programs in public administration financed from funds of the Foreign 
Operations Administration, to which the staff employed in these 
activities was transferred. 


IMPROVEMENT OF INTERNAL PROCEDURES 


In addition, the Bureau of the Budget has taken the following 
steps to review and improve its internal procedures: 

1. The General Accounting Office has made an examination of the 
Bureau’s internal accounting, and the General Services Administra- 
tion has made an examination of the Bureau’s property accounting 
procedures, both at ou request. 

Ze The Civ il Service ¢ ‘ommission has made an inspection of Bureau 
personnel operations and initiated action aimed at assisting in the 
development ol qualific ation standards for Bureau positions, Kxcep- 
ions noted have been corrected and appropriate recommendations 
have been effected. 
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3. Internal regulations under Executive Order No. 10450 on person 
nel security have been issued and cleared with the Attorney General’s 
ofhice. 

1. New procedures have been installed to improve the handling of 
classified defense materials. 

| believe that all of you fully realize that the demands of the last 
vear have meant a long stretch of hard work for the Bureau and its 
staff. First, there was the job of sealing down the originally proposed 
1954 budget toward the level of economy to which the new adminis 
tration stood committed Then followed a period during which 
vigorous pressure had to be brought to bear continuously to reduce 
spending further in anticipation of the shape of the first budget of the 
new administration. At the same time, we were in the midst of 
preparing the budget now before the Congress. This was a workload 
comparable to preparing 2 budgets in 1 year 

Although the demands on the Bureau were heavier than ever, we 
managed by careful adjustment in priorities and operations and a 
ereat deal of unpaid-for overtime to effect a substantial reduction in 
personnel. On the record may I express my hearty concurrence with 
the tribute recently made by Mr. Dodge to the resourcefulne the 
effort, and the devotion of the staff of the Bureau under these unusual 
circumstances. 

That completes the statement, Mr. Chairman 

Chairman Sauronstauy. Thank you, Mr. Hughes 

May the Chair just state that he believes he speaks for every 
Member of Congress in saying that the Bureau of the Budget unde 
Mr. Dodge has worked very conscientiously and hard and has b« 
extremely helpful to the Congress. 

Mr. Hucues. Thank you. 


ADDITIONAL FUNDS FOR WHITE HOUSE OFFICE 


Chairman Sat TONSTALL Why does the White House office need 
$95,000 more than the House has granted? 

Mr. Huaues. The House granted the revised budget request of 
$1,895,000 because of the additional load in connection with the very 
much bigger program of legislation and other activities that the Whit¢ 
House has had to take on. In addition the White House is not bo 
rowing people to the extent formerly done, which involved taking 
people from other agnecies and using them in the White House 
They are trying to use White House people on White House jobs 

It is to get a few of the required type of people to add to the seer 
tariat which is very badly overworked. 


EXECUTIVE MANSION AND GROUNDS 


Chairman SautronstaLu. Under ‘Executive Mansion and Grounds,”’ 
those are salary increases? 

Mr. Hugues. Yes, Mr. Crim is here and he will speak to you on 
that subject. 

Chairman Satronstauyi. There is no contest on that subject, is 
there? 

Mr. Hugues. Perhaps Mr. Crim will answer. 
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Chairman SaLronstaLu. I wanted to know why the expense has 
gone up >LU OOO 

Mr. Hucues. Mr. Crim, can you answer the question? 

Chairman SALTONSTALL. Can you answer the question, Mr. Crim? 

Mr. Cri. Mr. (¢ hairmat we were the next witnesses before you! 


body sir, but the additional $10,000 was because of the increas 
interest in the White House and activities in the White House. 

Kven though it is $10,000 more than the current year it is stil] 
sir, than the year previously. It is just the normal wear and 
tear, 1 reased interest after renovation and all. 


We are having around 10,000 people a day and there is a bit of 
| ir when all of thos persons come. 


We are ha more activities at the White House 


\ 


‘G WHITE HOUSE TO PUBLI 


OPENI 


Chairman SaLronsrauu. In other words, the opening of the White 
House to the public has increased the number of people that hav: 
gone through and made the number of guards increase and the 
Mmamtenance mecrease 

Mr. Cri. It has increased the maintenance no small amount, sit 

Mr. Garrstpr. The public visitation, we had 901,000 people that 
‘ame into the White House last year, and that intensity of use is 
reflected in the overall maintenance cost, air conditioning, electricity 
heating, all of those items. 

Chairman SarronstautL. Thank you very much. 

And, Mr. Hughes, what you are trying to do now is to run the 
White House staff with people employed by the White House and 
under the item of “White House office’? rather than to borrow o1 
teal peopl from other de partments? 

Mr. Hucues. That is right. There are a few cases where people 
come on loan for particular functions from time to time, but they are 
trying to keep the permanent people needed there on the payroll of 


the White House. 


EXPENSES OF MANAGEMENT IMPROVEMENT 


Chairman SaALTronstaLL. Now, you were going to speak on the 
item of expenses of management improvement. 

Mr. Huaues. Yes, sir. : 

Chairman SALTONSTALL. Why do you want that increased $50,000? 

The Chair has a letter which you addressed to Mr. Cooper which I 
will insert in the record at this point. Will you briefly highlight that? 

(The letter referred to follows: ) 

EXECUTIVE OFFICE OF THE PRESIDENT, 


BUREAU oF THE BupDGET, 
Washington D. C., April 8, 1954. 


States Senate, Washington, D. C 


My Dear Mr. Cooper: In accordance with the request of Chairman Salton- 
stall of March 29, 1954, the following data are furnished 
1. (har l lependent offices appropriation bul for 1955 as report :d to 
the House (and actus as passed by the House 
Iixecut Office of the President Che White House Office, none. 
bY Tene ive Office of the President: Bureau of the Budget, none 
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ha c) Funds appropriated to the President: Fmergeney fund for the Presi t, 
al defense, no! 
Rass ppropriated to the Presid Expenses of mana ’ ‘ 
ent. page 6, line 1! Change line to: 1 as folloy 
rim? [s: 0,000J § HU, to remain avalia il “ 
VO i te pprop sf 101 | xpens of management npr Yn § re ed | 
' I ler to provide ru ! B | { 
I ‘ 1On OF OF I and n i ! rot ' 
} l f t ractio npr th A 
{ i I ( nor Bi ier ( t { ) 
j l f SSOO.O00 for l purp § j i 
1 hy (or res for the \ 1 ] hi . 
pended I rder to maint he f Is avail: r r 
rpose of management Improvement a OO,000 Tor the I ) an 
appropriation of $400,000 was included in the 19 idvet 0 repla heat gy nt 
1954 appropriation which, it was estimated ild 1 | to 
1 1954 
The independent office appropriatior bill, 192 pa ! e He ( f 
Representative would appropriate $250,000 inste 1 of e S400_000 ed 
In recognition of this action, the President and the Bures of the Budget will 
it her red e programed alloc " against the 19 pprop er to 
a ( eilable approximately the $500,000 amount for the fi ar ] ) 
| ( hic he President wishes to maintain It is requested tha pp ria 
of $300,000 for the fiscal vear 1955 be made in lieu of the amount « badd 
| e He f Rey entative 
i | / ( he [ / i | pre l i | | t 
| ( j hefore } ubeo ittec Indene ‘ ( ate 
oo pT I uti ( mit ( | i 1 1 ¢ 
m April 12, 1954, at 10 a. n 
l ereLy ) 
Row > | i ) 
PROGRAM TO INCREASE EFFICIENCY 
0 Mr. HuGues. That letter explains the situation. We had a pro- 
rram as you remember to increase the efliciency and to reduce the cost 
le of various Government operations 
al We were given $500,000 for that purpose last year (ccording to 
lO the program which had been worked up as a possibility for action this 
year, we would have used or committed about $400,000 by the end of 
the year. That was the amount on which we based our original 
request from the Congress. 
However, the House cut it down to $250,000. Then Mr. Dodge and 
the | reviewed the whole program again and we decided it would be very 
much wiser to concentrate on 4 or 5 of the most important projects 
a . i 
and show some results on those before we went ahead W ith the othe rs, 
1)? instead of going in for 12 or 15 projects, all of which appeared 
h I worthwhile. 
at? For that reason we have asked now for the restoration of $50,000 


instead of the whole reduction of $150,000 


PROJECTS PLANNED 


Chairman SALTonstTaLL. Could you indicate what some of the 
projects were that you were taking up this year? 
Mr. Hugues. The principal ones which are already fairly well 
completed concern the Federal Power Commission and the Federal 
Trade Commission, both of which have shown excellent results from 
) the work. 
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DISPOSAL OF REAL ESTATE 


The major project on which we are working now is the disposal 
of real estate 

Chairman SALTONSTALL. Then what this money goes fox is not so 
much an investigation, but steering of another agency and concen- 
trating on one part of the job of that other agency to see if it cannot 
be improved 

Mr. Hucues. That is usually the result, although in the case of 
the Federal Power Commission, a complete survey of the enti 
operation was made by an outside organization In collaboration 
with the Chairman a new lineup and a new assignment of functior 
were marked out which should lead to definite improvement 

Cha nan OALTON ALI That Is an accomplished fact? 

Mr. Hueui That is now ready for agency action, ve il 

Chairman SNALTONSTALL The Federal Trade Commission Is 
same? 

Mr Hy GH The same, although not quite SO far advanced, 

Chairman Savronsrauy. The principal one for the current year 
the disposal of real « ate? 


Chairman SALTonstTaLut. What else? 


PREASURY FISCAL FUNCTIONS 


Mr. Huet We have worked with Secretary Humphrey regardin 
a project concerning the fiscal functions of the Treasury Deparimen 
That is not a very big project, but it should vield substantial dividends 
in the Way Ol reduced expenditures mn an operation which has bee! 
run on old traditional lines for a long time and needs some revamping, 
using hew mac hinery and using hew methods ol routing work and that 
type ot thing : 

Chairman SavronstaLt. When you speak of fiscal policies 

Mr. HuGues. Not fiscal policies—fiseal functions. That is handling 
the debt. bonds. and that tvpe of thing, the mechanical part of it 

Chairman SALTONSTALL. That is No. 2. What is No. 3? 

Mr. Hueues. Those are the ones we have firmed up at the moment, 
sir 

Chairman Satronstauyi. There will be no part of the appropriation 
in either the Treasury or General Services that will be used for that 
purpose; is that right? 

Mr. Hueuers. Exes pt in the regular functions 

Of course, the usual staff will work in connection with these special 
people that will be working on these projects. 

Chairman SALTonstTa.Lu. Personally, I have always felt that the 
real-estate situation in the Federal Government was extremely loosely 
handled. 

Mr. Hueues. Very bad as regards surplus real estate. 

Chairman SALToONsTALL. And very wastefully handled. 

Mr. Huacues. That is right, sir. 

Chairman SALToNsTALL. Because if you took a line right up and 
down from the Atlantic seaboard to Ohio, the Federal Government 
owns that whole section of the United States; is that correct? 


Mi 
there 
We 
findi 
forest 


Ch 
the f 
in Ol 
hand 

M 
projé 
toget 


char 
anvt 
up 
Cl 
disp 
M 
CO 
prox 
M 
CO 
M 
pers 
K 
tray 
C 
to t 
\ 
larg 
( 


b 
\ 
STA 
ap] 
cre! 


wh 
inc 
of | 





wnd 
ent 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 59 


Mr. Huaues. I don’t know how it would measure up because 
there are no adequate statistics available 

We are now in the process of pulling all information together and 
finding out what real estate is disposable as of no particular use in the 
foreseeable future 


JOINT REAL-ESTATE PROJECT WITH GSA 


Chairman SALTonstALuL. Mr. Cooper calls to the Chair’s attention 
the fact that last vear we asked the General Services to try to collect 
in one place the data of the real estate owned and how it was being 
handled and so on 

Mr. HuGues This project on disposal of real estate is a joint 
project on which the Budget Bureau and General Services are acting 
together. 

Chairman SaALTronstTaLL. When you dispose of this property you 
are going to dispose of it so that the Federal Government does not lose 

Mr Hueues. Naturally. Disposal will be all through the regular 
channels for that operation. In this project we are not disposing of 
anvthing. We are getting pertinent information on real estate lined 
uD 

Chairman SavronstaLu. So that it can be improved, retained, or 
disposed of? 

Mr. Hucuers. That is right 

Chairman SaLtronstauL.. You figure that will cost this year ap 
proximately $300,000? 

Mr. Huaues. The whole program: yes, sir 

Chairman SALtronstauL, That is for personnel? 

Mr. HuGues. It is for fees to outside management companies, for 
personne! In SOME Cases, and for various purposes such as travel 

For instance, in the real estate project there will be a great deal of 
travel and working with people in other cities 

Chairman SALTONSTALL. Can you make any estimate of the saving 
to the Federal Government if your proposition goes through? 

Mr. Hugues. | would hesitate at this time, but savings might be 
large, if the projects are successful 

Chairman SALTONSTALL. Thank you, sir 

Have you any further statement to make? 


Mr. Huaues. No, sir. 


EXECUTIVE MANSION AND GROUNDS 


STATEMENTS OF HOWELL G. CRIM, CHIEF USHER, WHITE HOUSE, 
AND FRANK T. GARTSIDE, ASSISTANT SUPERINTENDENT, 
NATIONAL CAPITAL PARKS 


Chairman SaLTonstaLL. Mr. Crim and Mr, Gartside. You are 
appearing on ‘Executive Mansion and grounds” and there is no in- 
creased amount asked for beyond what the House gave you? 

Mr. Crim. Yes. 

Chairman SALronstTaLL. The House gave you the budget estimate 
which is $10,000 up from last year. You have explained that as 
increased maintenance because of the number of people and amount 
of use of the White House. 
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Chairman SALTONSTALL. Have you anything further to say, sir? 
Mr. Crm. Nothing further, Mr. Chairman 


Chairman SALTONSTALL. All right, thank you very much fo: 


appear. 


PREPARED STATEMENT 


The prepared statement submitted by Mr. Crim follows:) 

The est ute $366,200 for the Executive Mansion and grounds for fiscal v« 
1955 refle i ease of SIOLOLG ove the appropriation for the current fi 
veal ‘I ( f required for temporary labor ised in connection with publi 
Vi ‘ I 

The Exe e Mansi is open for public sightseeing from 10 a. m. to 12 ne 
‘I l I t ! ver Che total visitation for 1953 calendar 
Ww 901,131 Lve ( € than 3,500 persons per day This heavy visita 
ti ( idespread p ic interest in this historical structure and j 
( f laintaini and operating the Executive 

a i 

The ¢ 6,200 I | mined to be the minimum ame 
Ti¢ na ( i 4 | »p 19 or Une ixe iil Mansio 
1 l i oo and »nnended for aporova ) } co 
Til 

Mr. Flemming our next witness 

Orrice or Derenss MOBILIZATION 


STATEMENTS OF ARTHUR S. FLEMMING, DIRECTOR, AND JOHN 
D. YOUNG, EXECUTIVE OFFICER, OFFICE OF DEFENSE MOBIL- 
IZATION 


STORATION OF HOUSE REDUCTION 


Chairman SaLTonstaLu. Mr. Flemming, you are here in connection 
with the Office of Defense Mobilization; is that right? 


Mr. Fuemmina. Yes, sir. 


Chairman SALTONsTALL. The House cui you $627,000; is that right? 
Mr. FLemminc. That is correct. 
Chairman SALTONSTALL. You are asking for restoration of $482,000 
of that $627.000 
Mr. FLtemmina. That is correct. 
Chairman SALTONSTALL. Now, you have written a letter to the 
committee and we will put that letter in the record at this point. 
The letter referred to follows:) 
EXECUTIVE OFFICE OF THE PRESIDENT, 
Orrice oF Derense MOBILIZATION, 
Washington 25, D. C., April ri; 1954. 


] Subcommittee in charge of 
Ind endent Off ippropriations Bill, 1955, 
United States Senate, Washington 25, D. ( 


DeAR SENATOR SALTONSTALL: In your letter of March 29, 1954, vou asked me 
to advise you of the changes which this Office feels should be made in the inde- 
pendent offices appropriations bill for the fiscal year 1955 as passed by the House 
I appreciate this opportunity to express my views on changes that I strongly, 
hanges In addition, 
I have appended a comparative analysis of our summary requirements, indicating 
the effects of the House action on the Office of Defense Mobilization’s budget 
submission for fiscal vear 1955 





believe should be made and my reasons for suggesting such ¢ 


The President’s budget requested an appropriation by the Congress of $2,761,000 
for the Office of Defense Mobilization for fiscal year 1955. Of this amount 
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¢°9 600,000 was for the direction of the defense mobilization program and S161,000 
for the operatio f the Interdepartment tadio Advisory Committe I) 
e these Litnate were being reviewed by the Hous \ppropri ( 
‘ Ot of Defense Mobilizatic revised e original ibn 
ward to $2,616,000, a reduction of $145,000. With this red m the ised 
estimates f the Office of Defense Mobilization were 11 percent le ul 
ppropriated in fiscal vear 1954 The downward rey m of SI OOU 
é er ¢ eful ly f our ¢ experi prep 
j ( mm of l »>the Bur ‘ ! \ Bt Lirin 
than 8 months operating experience in carry! out the resp oilitic 
and duties placed in the Office of Defense Mobilization by Reorganization Pl 
whi i ame effective on June 12, 1953 
As you know, the House bill (p. 4, line 19) authorizes $2,134,000 of whict 
$134,000 shall be available for the Interdepartment Radio Advisory Committ 
In this regard, I respectfully requ that page 4, | 19 of the House | 
changed to read: “tion, $2,616,000 of which $161,000 shall be available for 
Che Office of Defense Mobilization is askin your committe to el n 
restore a portion of the funds in the amount of $482,000 whic the House 
nated fror it appropriation, $455,000 for direction of the defense ol 
program, and $27,000 for operation of the Interdepartment Radio Ad) 
Committer We are not able to absorb the House reduetion and still perfor 
effectively our essential functions It can be honestly stated that our project« 
operations have been pared to a minimum level and in my idgment there is a 
point below which it woul 1 be unwise to go, in the inter f national secur 
| mv intention to testify before you and your com te n the near { re 
in regard to an area-by-area analysis and the resultant effect. upon the dire 
of the defense mobilization program if the House reduction stand In tin 
these it does not seem the part of wisdom to weaken the one civilian oflice char 
with the responsibility of overall direction and coordination of economic ar 
industrial mobilization 
I trust that the attached information will be useful to you and your commit 
in evaluating the matter before you If any additional information is necessary 


please do not hesitate to call on us 
Sincerely yours, 
ARTHUR S. FLEMMING, Directo 


BUDGET REQUEST 


Chairman SALTONSTALL. Now, will you add anything you care to 
to that statement? 

Mr. Fuemmina. Thank you very much, Mr. Chairman 

As you have indicated, our original request to the House of Repre 
sentatives was for $2,761,000, $2,600,000 for the operations of thy 
Office of Defense Mobilization, and $161,000 for the Interdepart 
Radio Advisory Committee. 

In 1954 ODM was granted $2,750,000. Thus, our original 1955 re 
quest was $150,000 less than the current year 

ODM revised the estimates which were submitted to the House 
downward by $145,000 in personal services to brine those estimates in 
line with the economies that were not seen at the time of the submission 
of the original budget. 

At the time we submitted the original budget we were less than 3 
months old and we consisted really of a number of agencies that have 
been brought together under the same roof. 


REVISED BUDGET REQUEST 


Consequently, as a result of a further experience, it was possible 
for us to suggest to the House a downward revision of $145,000. 

As a result, the ODM revised request before the House Appropria- 
tions Committee was $2,616,000—$2,455,000 of that for the direction 
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of the defense mobilization program, which was a reduction of $295,000 
over the amount of $2,750,000 available this year, or, in other words, 
an 11 percent reduction. 

[ think it is interesting to note, Mr. Chairman, that the former 
National Security Resources Board for mobilization planning alone 
obligated $3,100,000 in the fiscal year 1950, which was the last fiscal 
year prior to the Korean war. 

In addition to all of the responsibilities that the former Nationa] 
Security Resources Board had, the ODM now has the responsibility 
for coordinating and supervising the mobilization program under the 
Defense Production Act, responsibility for the direction of stockpiling 
of strategic and critical material, responsibility for direction of the 
nationwide telecommunication activities, involving governmental 
agencies, and responsibility for issuance of tax amortization certifi- 
cates for increasing production capacity. 

In other words, in spite of the fact that those additional responsi- 
bilities have been added to the Office of Defense Mobilization, our 
request to your committee for the old NSRB activities, plus these new 
activities, is that we be granted $2,455,000. 


INTERDEPARTMENT RADIO ADVISORY COMMITTEE 


On top of that is the request for this Interdepartment Radio Ad- 
visory Committee, a request of $161,000. 

Chairman SaLronstaLui. Could you go into a little more detail 
as to what this Radio Advisory Committee is? 

Mr. Fiemmina. Yes, sir; I shall be very happy to, Mr. Chairman. 

Chairman SAuTonstTauu. I, for one, do not know what it is. 

Mr. Fremmina. This is a committee which has been in existence in 
the Federal Government since back in the days when former President 
Hoover was serving as Secretary of Commerce. It was set up as an 
interdepartment committee, put in ~ Department of Commerce 
for housekeeping purposes originally, for the purpose of advising the 
President on the discharge of his responsibilities in the field of fre- 
quency allocation. 

As we all know, the Federal Communications Commission, of 
course, has complete responsibility for frequency allocations for 
everyone except Government agencies, but under the law the President 
is given the responsibility for frequency allocations to Government 
agencies. 

This interagency committee was set up and made up of the various 
agencies that have radio facilities and are consequently interested in 
this problem, for the purpose of advising him, and then it formally 
was incorporated in an Executive order. 


PROVISION FOR DIRECT APPROPRIATION 


As time went on, this agency was financed pretty largely by con- 
tributions from the various departments and agencies that were 
involved in the operation, but last vear the House Appropriations 
Committee requested the Director of the Bureau of the Budget to 
cut out as many of these arrangements as he could, that is, arrange- 
ments under which an agency in effect was brought into existence by 
contributions from the other de ‘partments and agencies and to provide 
for a direct appropriation for such committees. 


So 
Intel 


Defe 


oper 


Cl 
vari 
M 
M 
vari 
Spe 
criti 
If 
com 
6: 
Dep 
its o 
M 
C 
in t 
by t 
N 
C 
\ 
the 
O 
Dep 
T 
caps 
C 
Def. 
N 


( 
wal 
freq 
N 
rese 
tha 
ove 
( 
dep 
\ 
( 
cult 
ben 


N 





95.000 


words 


orme - 
alone 
fiscal 


tional] 
ibility 
er the 
pilin 
of the 
nental 
‘ertif 
pons! 
1, OUT 


e new 


rman, 


ce In 


ident 


n, of 
s for 
ident 
ment 


rious 
ed In 
nally 


con 
were 
tions 
et to 
unge- 
2 by 
vide 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 6: 


TRANSFER OF COMMITTEE TO ODM 


So the President and the Bureau of the Budget decided to put this 
Interdepartment Radio Advisory Committee under the Office of 
Defense Mobilization and asked us to request the funds for the 
operation of the Interdepartment Committee 


GOVERNMENT USE OF RADIO FREQUENCIES 


Chairman Sa.LronstaLt. How many radio frequencies do the 
various departments of the Government have? 

Mr. Fuemmina. Mr Young, would vou mind answering that? 

Mr. Youna. At the present time the Federal Government and its 
various agencies use about half of the available spectrum spac 
Spectrum space is a limited resource like most any other scarce and 
critical material. 

If part of the spectrum is being used by ore agency for its tele 
communication purposes it cannot be used by another agency 

Chairman SALtTonsTAuL., Let us take a specific thing, Take the 
Department of the Interior Now. has it got radio frequencies of 
its own? 

Mr. Youna. Yes, sir 

Chairman SALTONSTALL. Supposing Secretary McKay wants to get 
in touch with Colorado, their agency out there. Would he do that 
by telephone or would he do it by radio? 

Mr. Youne. He would do that by telephon 

Chairman SaLtronstaLL. How would he use radio? 

Mr. Youna. Radio would be used in relation to some of the work of 
the Geological Survey 

One of the biggest users of radio frequency or spectrum space is the 
Department of Defense. 

Then you have the Forest Service in terms of its fire-fighting 
capacity. They use spectrum space, in using shortwave radio 

Chairman Sauronstatyu. This would include the Department of 
Defense, then? 


Mr. You NG Yes, sir. 
COMMITTEE APPROVAL FOR USE OF FREQUENCIES 


Chairman SALTONSTALL. For instance, we will say if the Navy 
wanted to send an order to a ship at sea on a certain frequency that 
frequency would have to be approved by this committee? 

Mr. Young. That is right. That piece of spectrum space is 
reserved for, sav, shore-to-ship or ship-to-shore communication. — If 
that was assigned to them, then the Army with their communications 
overseas could not use that same piece of spectrum. 

Chairman SaLTonstTaLu, Does this committee, then, cover all the 
departments? 

Mr. Youna. Yes, sir. 

Chairman SaLvTonstaLu. So that the Navy or Interior or the Agri- 
cultural Department cannot get another radio frequency without its 
being approved by this agency? 

Mr. Youna. That is correct 


15746—H4—-_ 5 
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COOPERATION WITH OTHER AGENCIES 


Chairman SALToNsTALL. Does this agency, for instance, cooperat: 
and go along with local agencies? Now, this you may smile at, but 
take the police frequencies here in the District or the taxicab fre 
quencies, does interdepartment radio come in contact with the local 
things? 

Mr. Youna. No, sir; that space is assigned by the FCC 

Chairman SaLronstauu. I should think that would get all muddled 
up 

Mr. Youna. It would, but space is divided into two blocks. On 
block is regulated and monitored by the Federal Communications 
Commission. All the police networks and so on, and the State net 
works for marketing service and agriculture, for instance, that comes 
under the control of FCC, 

All Federal space is managed by this Interdepartment Radio Ad 
visory Committee. 

Chairman SaLtronstauy. All the money spent for assigning that 
space and investigating whether the new space is available and so 
forth, is handled by this Committee? 

Mr. Youna. The central management of that is to see that needs 
of departments are met and that assignments are properly made to 
reduce or eliminate interference. 


WORKLOAD 


Mr. Fiemmina. Mr. Chairman, for example, in terms of workload 
we have stated to the House that during 1955 it is estimated that this 
committee will receive and process 5,000 applications as contrasted 
with approximately 4,000 in 1954. 

Chairman SALTonsTauu. 4,000 applications for new, or changes, in 
the radion spectrum of the Federal Government? 

Mr. Fiemminea. That is right. 

You see, in addition to the agencies that have been mentioned, 
of course, the State Department plays a very important part in this, 
and Civil Aeronautics, and then the new United States Information 
Service, in connection with its activities, and so on. 


HOUSE ACTION 


Chairman Sattonsta.i. Did the House cut out all the money? 

Mr. Youne. About $27,000. 

Mr. Ftemmina. They reduced it from $161,000 to $134,000. 
They put in language stating: 


Of which not to exceed $134,000 shall be available. 


That is $27,000 under our original request. 

So we are simply asking that we be restored to the original request. 

I may say, Mr. Chairman, that this is, of course, a new activity as 
far as ODM is concerned. I have an Assistant Director for Tele- 
communications, Mr. Porter, who was an outstanding lawyer in the 
communications field before he assumed this post. He has paid very 
close attention to the work of the committee. He is convinced of the 
fact they are handling their work in an efficient way. He is con- 
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vineed of the fact that the prospective workload for 1955 does justify 
the amount we are asking. 

Chairman SAL1ONSTALL. It is a question of judgment, then, 
between the House and yourself as to whether this division is over- 
staffed or not? 

Mr. Fiemmina. And possibly a question of judgment as to work- 
load. The House did not write specifically in the report on this 
particular item, so it may be that they feel the workload will not be 
quite as heavy as Mr. Porter and his people estimate it will be. 

Chairman SaLtronstaLu. Now, again, what did you say was the 
workload this year 

Mr. Youna. It will be 4,000 this year as compared to an estimated 
5,000 for next year. 


REASONS FOR INCREASED WORKLOAD 


Chairman SatronstaLLt. Why the increased thousand next year? 

Mr. Fremmine. We are told due to increased effort on clearance of 
cargo working bands, aeronautical bands, and commencement of 
work on passenger vessel bands. 

Mr. Youna. This is to carry out our international commitments to 
clear up these bands. There is a tremendous amount of overlap on 
these cargo bands, aeronautical bands, et cetera, 

Chairman SaLtronstauu. Dr. Flemming, will you explain why you 
want the language change on page 4, line 19? 

As the Chair understands it, the House put in language: 


Of which $134,000 shall be available for Interdepartment Radio Advisory Com- 
mittee 


That is new language from the budget as it was submitted. Was 
this appropriation or iginally inde penny nt? 

Mr. FiemMina. You see prior to this year, Mr. Chairman, this 
interdepartment committee received its funds by other agencies mak- 
ing contributions. So this is a new departure for it to be placed under 
an agency. 

Chairman SaLronstauu, Did the budget submit it as contributions? 

Mr. Youne. No, the Bureau of the Budget in the President's 
budget submitted it as a direct appropriation. This was to meet the 
requirement of the House which felt that when committees were fi- 
nanced by contributions, that the Congress lost control. This was 
putting the financing squarely on the table. 

Chairman Sauronstaty. That I would highly approve of. 

But instead of putting it as a separate item in the Department of 
Defense Mobilization, the House included it in the one overall figure 
and cut it to $134,000. 

Mr. Youna. Yes. 

Chairman SALTONSTALL. You don’t object to the language, but you 
would ask that the amount be put back? 

Mr. Youna. Yes. 

Mr. Fiemmina. The language is perfectly satisfactory from our 
point of view. 

Chairman SALTONSTALL. You see, in your breakdown you say you 
want the suggested language changed. hat is a little bit misleading. 

Mr. Youna. We have no request for language changes with the 
exception of the figures. 
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Chairman SALTONSTALL. So that boiled down, what this amounts 
to is that you want $161,000 which you feel is what is necessary to 
run this committee? 

Mr. Youne. In light of the workload. 

Chairman SALTONSTALL. How much of an increase is that over the 
combined contributions you had last year? 

Mr. Youna. It is a decrease, sir. For this year, the estimated 
contributions amount to $208,000. 

Chairman SALTONSTALL. So the decrease is from $208,000 to 
$161,000? 

Mr. Youna. That is right 

Chairman SALTONSTALL. You expect an increased load of business 
of 1,000 requests? 

Mr. Youna. Yes, sir 

Chairman SauronstauL. Thank you very much 

Mr. FiemMine. We feel, Mr. Chairman, that we can pick up that 
saving as between the amount we spend this vear and the amount we 
are requesting, through the more effective management under the 
direction of our assistant director for telecommunications 


ODM PERSONAL SERVICES 


Chairman SaLtronstaLL. Now, Dr. Flemming, going back, as the 
Chair understands it, the balance of your increased appropriation is 
for invested manpower. Is that correct? 

Mr. Youna. Yes; leaving IRAC out, which we have just discussed 
we are asking for an increase in what the House gave us, of $455,000 
for the Director of Defense Mobilization 

All of that is for personal services with the exception of $36,000 
which is spread in the other objects in line with the decrease in the 
House 

Mr. Fiemmuine. Mr. Chairman, if satisfactory, from your point of 
view, | would like to comment just briefly on our reasons for feeling 
that the amount for ODM itself should be increased from the 2 million 
which has been allowed by the House to the $2,455,000 that we are 
now requesting 

Chairman SALTONSTALL. You may proceed 


GENERAL STATEMENT 


Mr. Fiemaine. If the action taken by the House should become the 
action of the Congress, it would be necessary for us to reduce by 46 
positions over and above those in the revised estimate submitted to the 
House. The reduction would range from 20 to 46 percent in various 
substantive areas. 

Furthermore, it would eliminate some of the flexibility which we 
feel we should have in connection with our operation as far as the use 
of outside experts and consultants is concerned. 

Mr. Chairman, I would like to say this, just briefly, at the begin- 
ning, before I touch on a number of our more important substantive 
areas. 
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STAFF AGENCY TO PRESIDENT 


As vou know, the Office of een Mobilization is in the Executive 
Office of the President. As I see it, it is our function to serve as the 
sté aff agency to the P reside nt in the area of de fe ‘nse mobilizs ation. 

In other words, it is our responsibility to do for him the things that 
he would do for himself if he had the time to do them in the defense 
mobilization field. 

Consequently, all of the requests that we make are requests which 
we test against this particular objective. Are we in a position where 
we can render the President effective staff service in the defense mobi- 
lization area? 


PRODUCTION AND REQUIREMENTS AREA 


Now, the first of our substantive areas is the production and require- 
ments area, or production area, to state it briefly. 

If the action taken by the House should become the action of the 
Congress, it would mean an elimination of 8 positions out of the 28 
which were provided for in our revised estimates, or namely, a cut of 
approximately 30 percent 

This would mean serious curtailment of the following jobs which 
we feel should be done in the fiscal year 1955: 

First, the review and analysis of wartime requirements and capacitie 
in light of new strategic plans. 

We plan to have 14 positions assigned to this function. The House 
reduction would limit this number to nine 

Second, under this heading, is the review of expansion goals and 
the setting of new goals to fill gaps in the mobilization base indicated 
by a review of requirements-supply data. 

[ might say, Mr. Chairman, that for the first time in the history of 
mobilization planning the Department of Defense has provided the 
Office of Defense Mobilization with the requirements for 1,000 major 
military end items. That information is now being translated into 
material requirements, is being related to requirements for defense o1 
war supporting needs, and also, to rockbottom civilian economy 
requirements and then is in the process of being balanced over against 
supply in order to provide us with a more intelligent basis than we eve 
have had before for determining what our expansion goals should be 


SELECTION OF PLANTS AS PART OF MOBILIZATION BASE 


Also, under this production area we have the responsibility of 
developing and helping to apply criteria for selection of plants and 
facilities that should be maintained as a part of our mobilization base. 

Also, we have the responsibility of improving and helping to apply 
policies for the maintenance of production equipment required for full 
mobilization. 

Likewise, we have the responsibility for reviewing and coordinating 

ie plans for the use of industrial production and distribution controls 
in the event of a future general mobilization 

Also, the responsibility of developing programs in cooperation with 
the nonmilitar v defense staff under which operating departments and 
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agencies can provide estimates of industrial damage from enemy 
attack and then utilize the results in analyzing wartime requirements 
supply situation. 

Our original estimate as submitted to the Congress for the produc 
tion area was $265,000. That was revised to $238,000 by the actio: 
taken by the House. 

We would like to have it restored to $265,000 because we do feel in 
view of the important duties and responsibilities that have been 
assigned to that area that that amount of money is necessary. 


MATERIALS AREA 


The second substantive area for which we have major responsibilit, 
is the materials area. As you know, Mr. Chairman, the reorganizatio 
plan which brought into existence the Office of Defense Mobilizatio: 
transferred to the Office all of the stockpiling functions formerly, 
invesied in the Munitions Board of the Defense Department. That 
action alone makes this materials area one of the most important 
areas for which we have responsibility. 

Chairman SaLronstaLL. How much do you want for that? 

Mr. Fuemmina. Four hundred and twelve thousand dollars 

Chairman SALronsrauu. For stockpiling? 

Mr. Youna. For the whole materials area. 

Mr. FLremmine. Mr. Chairman, we do not request the funds fo 
going out and purchasing materials for the stockpile. The procure 
ment agency is the General Services Administration. 

Chairman SautronstaLuL. You ask for $412,000 for the stockpiling 
of materials? 

Mr. Fiemmina. For the whole materials area 

Chairman SauTonstaui. And $27,000 on this radio. Now, those 
add up to $439,000. That leaves you the difference between $482,000 
and $439,000, which is $43,000. 

Where does that $43,000 come from? 

Mr. Fiemmina. Mr. Chairman, if I could just back up a minute 
we have been taking the amount for this interdepartment committe: 
separately. 

BREAKDOWN OF BUDGET REQUEST 


In other words, if you want to take our overall request, it is 
$2,616,000. That is what we are asking this committee for. 

Now, of that $2,616,000, $161,000 is being requested for the inter- 
department committee, which leaves $2,455,000 for the normal oper- 
ations of the Office of Defense Mobilization. 

The House action cut that $2,445,000 to $2 million, so what I am 
addressing myself to now is the $455,000 that we are asking this com- 
mittee to restore. 

The first request that I made was in the production area where | 
have requested a restoration of $27,000. 

Now, in the materials area I am requesting a restoration of $92,000 

If you would like me to go through all of them, I can, so that you 
will have it in front of you. 

In the area of financial policy I am requesting a restoration of 
$45,000. 

In the nonmilitary defense, $81,000. 
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enemy In stabilization, $42,000. 
men And in telecommunications, $16,000. 
Mr. Youna. While we were in the House we revised the production 


roduc estimate by $27,000. 
" Mr. Fiemminea. On production requirement instead of $27,000 my 
, firures should be $59,000. 
feel Chairman SaLTonstaLt. What you would like to get is your 
+ be request of $482,000 back? 

Mr. Fiemmine. That is right, and $455,000 of that is the regular 

operation of ODM. 

Chairman SALTonstaL_. What I want to do is to get a breakdown 
bil; of that, if that is not accurate that you have given. 
ai Mr. Fiemmrna. It is accurate except production requirement, 
ee $59,000; materials, $92,000; financial policy, $45,000; nonmilitary de- 
hae) fense, $81,000: stabilization, $42,000; telecommunications, $16,000 


The Chairman SALronsTaLu. That is all for personal services? 
Mir. FLemmine. That is right. 


optant 
REDUCTION IN EMPLOYEES 
Chairman SALTONSTALL. So what it amounts to is that if the House 
figures are carried through you are taking a further cut of 52 
employees? 
is 10 Mr. Fupmmine. That is right, equivalent of 52. 
— Chairman SauronstaLti. Now, last year you had 325 employees. 
This year you originally requested 306. Then you cut that to 288 
pilir Now, the House cut it 52 more; is that correct? 

Mr. Furemmine. That is right, Mr. Chairman. 

Chairman SaLronstTaLu. Now, the figure here, revised total by 
thos ODM, 267, what does that mean? Should that figure be 267 instead 
< UU of 288? 

Mr. Youne. That was our revision in the House. We took a 

revision to 288 of our own accord. 
nul Chairman SaLronstraLu. Let us repeat that. Last year you had 
bter 325 employees? 

Mr. Fiemmina. In the budget 

Chairman SaLtTonstauLu. This vear you requested 306? 
tj Mr. Fuemmina. Check. 


Chairman SALTONSTALL. You cut that request from 306 to 288 
nt Mr. Fiemminea. That is correct. 
el ‘ : ‘ ml ~ 
Chairman SaLtTonstauLu. The House cut you 52 more. 


per Mr. Ftemuina. That is right 

I Chairman SALTONsTALL. Now you want those 52 more in the 
A na various departments which you have gone over and I will not repeat. 
_ Now, all of those various departments have a foundation staff on 
i which you will go ahead to build if there should be a war. 

ne Mr. Fuemmina. That is correct, Mr. Chairman. I would like to 
000 sum it up this way: 

te First, we have some current responsibilities in connection with the 
you current mobilization program. 

has In addition to that, it is the foundation staff on which we would 


build if we moved to stepped-up mobilization or all-out mobilization, 
and, of course, we have the responsibility of working with the National 
Security Council for keeping our plans current so that we can move 
into stepped-up or all-out mobilization. 
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IMPLEMENTING SECURITY COUNCIL PLANS 


Chairman SAauronstaLL. Am I correct in saying that the policy 
planning, the planning of policies at the top level is done by th 


Security Council; the plans for carrying out of those policies are done 


by the Office of Defense Mobilization? 

Mr. Fiemminc. That is correct. The Director of the Office of 
Defense Mobilization, as you know, is a statutory member of thx 
National Security Council and participates actively in those delibera 
tions and, of course, receives assignments from the National Securit, 
Council in varicus areas which means, of course, it receives. the 
assiguments from the President 


ODM ON PERMANENT BASIS 


Chairman Sauronstrauu. Is the Office of Defense Mobilization a 
permanent organization, or does it have a life? 

Mr. Fiemmina. It is now of indefinite duration by action of thi 
Congress last vear 

When the President submitted Reorganization Plan No. 3 to the 
Congress last year a statutory basis of indefinite duration was pro 
vided 


rPRANSFER OF NSRB FUNCTIONS 


You see, one of the reasons for that, of course, is that there wer 
transferred to the Office of Defense Mobilization all of the forme: 
statutory respon ibilities of the NSRB That is no longer in existence 
All of tho e re ponsibilities are now im the ODM 

Chairman SaLtronstauy. Then everything of a civilian nature a 
opposed to a uniform nature is done by your department 

Mr. Firemmina. That is correct 

Mir You N¢ The whole resource pict ire 

Chairman SavronsraLL. Now, the House states that you are ove! 
staffed 

Mr. Fremmine. They have picked out certain areas where they 
feel that that is the cas Those are the areas to which I should like 
to address myself 


EFFECT OF REDUCTION IN APPROPRIATION REQUEST 


Chairman SALTonsTaLL. Address yourself to this question: What 
would happen if we left the appropriation that the House left you and 
cut you the additional 52 employees? 

Mr. Fiemmine. That is exactly what I was going to point out 

For example, in the production area that I have been talking about 
it is my feeling that it would seriously handicap us in connection 
with this whole problem of the review and analysis of wartime 
requirements and capacities in light of new strategic plans and 
balancing requirements over against supply and determining new 
expansion goals and new stockpile goals. 

It is my judgment if we were cut back to the extent suggested by 
the House that it would put us in a difficult position in that area to 
handle in an expeditious manner this whole question of requirements 
in the event of all-out mobilization as well as supply. 
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Of course, that is the foundation stone for carrying forward expan 
sion goals, for carrying forward stockpile programs, and everything 
else that we do in preparation for either stepped-up or all-out mobiliza 
tion 


NONMILITARY DEFENSI AREA 


Chairman SALTONSTALL. You have nothing to do with continuity 
of essential functions, as such? 

Mir. Fuemmina. Yes, we do have responsibilities in that area. | 
was coming to that 

That area. Mr. Chairman, is what we refer to as our nonmilitary 
defense area You may recall that the first assistant director that | 
had in that particular post was General Parkman, of Boston. When 
he went to Berlin I appointed in his place Gen. Willard Paul, who 
was G—1 under President Eisenhower when he was serving as Chief of 
Stall 


The reduction suggested by the House would mean some reductions 
in that particular area 


CONTINUITY OF ESSENTIAL FUNCTION 


Now, let me indicate to you the responsibilities that we have in that 
irea during the fiscal year 1955. First would be to develop and test 
operating plans to insure the continuity of essential functions of 
Government in the event of attack on the United States 

sv the action of the President and the National Security Council 
we are given specific responsibility for the overall planning in connec 
tion with insuring, endeavoring to insure the continuity of essential 
functions of Government 

We have brought into the picture the legislative branch as well as 
the executive branch; the chairman of the Rules Committee of the 
Senate, for example, has designated two Senators to work with us in 
that area; the Speaker of the House is going to designate Members 
of the House to work with us in that area 

This whole problem of the continuity of Government breaks down 
into some very important subheads 

Kor example, we have the problem of working with the agencies in 
determining the essential wartime functions; working with the agencies 
in establishing procedures for designating succession of command; for 
designation of authority to field officials and for briefing field officials 
on their wartime responsibilities; of working with the agency to see 
that essential functions have plans made for relocation of facilities, and 
working with the agencies to develop and supervise test exercise of 
emergency relocation plans 


STOCKPILING RESPONSIBILITY 


Chairman SaLronstTaLL. You are now responsible for the stock 
piling although you do not actually buy it; is that correct? 

Mr. Fiuemmina. That is right. Our responsibilities in that area, 
Mr. Chairman, can be summarized this way: that we have the respon 
sibility for, first of all, setting the stockpile coals for each one of the 
strategic and critical materials 








72 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Then we have the responsibility for developing purchase program 
directives which we in turn transmit to the General Services Adminis- 
tration as procurement agency for the Government. 

Chairman SAaLTonstTaLL. Now, what review has been made, if any, 
of the stockpiling of the past year? 

Mr. Fiemmina. There have been some reviews made of some of the 
critical materials, but the major reviews will not be made until we 
get our full materials requirements information from the Department 
of Defense, based on the 1,000 major military-end items. 

We expect to have that within a couple of months. 

Now, we are doing—you may recall that the President 2 or 3 weeks 
ago directed us to set what he has referred to as long-term stockpile 
objec tives as contrasted with our minimum stockpile “objec tives. He 
has directed us to set those objectives by discounting our foreign 
sources of supply with the exception of sources that are readily acces- 
sible from a strategic point of view to this country. 

We are now in the process of going through and setting up those 
long-term stockpile objectives on each one of these strategic and 
critical materials. 

STOCKPILE SITUATION 


Chairman SatTronstauu. This is, of course, an open hearing, Dr 
Flemming, so you be guided accordingly. 

Is the stockpile situation at the present time in satisfactory condi- 
tion? 

Mr. Fiemmine. If I were answering that question categorically, 
would say “‘No.”’ If I could break down my answer a little bit 

Chairman Sauronsrau. You are in a public hearing. 

Mr. Fiemmina. That is right. I have said this before in public 
hearing. This is public information contained in our public reports 

On 38 materials we are in good shape. We have either reached our 
goal in the sense that we have everything in inventory that we need to 
have in inventory, or we have enough in inventory plus firm purchase 
contracts for me to say that we are in pone shape. 

As far as some of the remaining 37 or 38 materials are concerned, 

ve are not too far away from being in otal shape. 

We have 12 to 14 critical and strategic materials where we are 
not in good shape. 

Chairman Savronsrauy. Are those materials that are supplied 
within the country or without the country, if you can say? 

Mr. FLemmina. I can say that a good many of them were dependent 
on foreign sources of supply. I mean a fair number of those 12 or 14 
where we are in rather poor shape at the moment. 

Chairman SaLtronstaL._. Then without going into detail, you are 
in good shape on approximately the strategic materials on ali but 12 
or 14? You have what, 60 units? 

Mr. FLEMMING. Seventy-five or seventy-six. 

Chairman SaLronsta.u. Of those 75 units you are in good shape on 
all but 12 or 14; is that right? 

Mr. Fiemmine. That is right. 

Chairman SaLTonsta.L.. Of those 12 or 14 most of them come 
from outside the country. 
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Mr. Fiemminc. We are quite dependent on foreign sources. And 
some of those 12 or 14 included in that list are some of our most 
important materials. , 

Chairman SALTONSTALL. What are vou doing about that at the 
present time? Are you spending your money on that end of it? 

Mr. Fiemmrina. You see, Mr. Chairman, in addition to our respon- 
sibilities on stockpiling, et cetera, | mean the stockpiling program, 
under the Defense Production Act we also have the responsibility for 
the materials-expansion program. 


EXPANSION OF SOURCES OF SUPPLY 


In other words, we have access to revolving funds of $2,100 million 
which are used for the purpose of bringing about expansion of sources 
of supply for strategic and critical materials, but also we used it in 
connection with facilities and equipment and so on. 

In connection with that authority, take material X, let us say, 
where we are in rather critical shape. We go out and do everything 
that is humanly possible to do to build up the source of supply as far 
as that material is concerned. 

Chairman SALTONSTALL. So that these materials would come right 
in that problem? 

Mr. Firemmina. That is right, Mr. Chairman. 

Mr. Chairman, I could say this: In the materials area I do not 
know of any more difficult assignment than the assignment that has 
been given to us in the materials area. I regard it as being a very 
important assignment and I regard it as one which requires a small 
but very high-grade staff to give me "the help and assistance that | 
rather de ‘sperate hy need. 

Otherwise, I will just be sitting on a keg of dynamite here. 

In other words, | have to have good technical assistance in that 
particular area. I think our request is a modest request considering 
the scope and the nature of the responsibilities in the materials area. 

Chairman SaLronstauu. In the House hearings you stress par- 
ticularly the aluminum program. 


NICKEL PURCHASE PROGRAM 


Mr. FLemminc. There were questions addressed to me on that. 
That, of course, is one of our major concerns. 

As you know, we have another major concern in the whole field of 
nickel. There has been a lot of discussion on that over the period 
of the last few months because at the present time the demand is way 
ahead of supply. At the same time it is a critical and strategic ma- 
terial that it is necessary for us to stockpile. 

Of course, our stoc kpile i in turn takes away nickel that would other- 
wise be available to the civilian economy, which the civilian economy 
wants, and that in turn produces pressure from the civilian economy 
to cut down on the stockpile program so that they can have more. 

We have developed a purchase program for this material that we 
think is conservative in the light of the international situation. 

Chairman SALTONSTALL. You are planning to come before Congress 
on the problem of tin, are you not? 
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Mr. Fremminc. That is correct, Mr. Chairman. 

Chairman SaLronstauu. Will that be this week? 

Mr. FLemminc. I was going to talk with you about that. | 
think in all probability it will be 

Let me say this: We will before the end of the week; there is no 
doubt about that 

Chairman SaLtTronsTaLL. Now, do you have anything more that 
you care LO Say, 1D Flemming? 

Mr. Fuemuine. Mr. Chairman, unless there are specific areas here 
that you would like to address questions to me regarding, [| do not 
think so. I think I just simply want to say that what we are trying 
to do is to maintain a relatively small staff which will be in a position 
to give the President the very best staff advice and help and assistanc: 
in the mobilization area 

Chairman SALTONSTALL. Now, Senator Maybank, who is a senior 
member on the Democratic side, has just come in 

Senator Maypank. How much are you asking, Mr. Flemming, i: 
addition? 

Mr. FLemuina. We are asking for ODM proper $455,000 over and 


above what thre Llouse allowed They allowed us $2 million Wi 
Ie ask1 for &?2 155.000 


Senator Maypank. I have no other questions, Mr. Chairman 
ALARIES AND EXPENSES 


Chairman SaLronsta.L.. Without objection, we will put into thi 
record the salaries and expenses of the Office of Defense Mobilization 
which really tells vour story, Dr. Flemming. 

Mr. Fiuemmina. Yes, it does. 


The material re ferred LO follows 
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DEFENSE TRANSPORTATION 


Chairman SavronstaLu. Mr. Cooper has asked what you have to 
say, if anything, on defense transportation. The House has put that 
under the Interstate Commerce Commission. They are requesting 
$150,000 to be restored. 

Have you anything to say on that, or will the Interstate Commerc: 
Commission take that up? 

Mr. Fiemmina. | assume that the Defense Transportation Ad 
ministrator, who is one of the members of the ICC, will appear and 
present that request in detail. 

I would just like to say this in a general way, that the Defense 
Transport Administration, which is headed by the ICC Commis 
sioner responsible for the supervision of the Bureau of Service i: 
the ICC, is our delegate agency in the transportation field just as thy 
Department of Commerce is our delegate agency in connection wit! 
a good many of our responsibilities and the De ‘partment of Interior 
in connection with others, because we have tried to hold pretty 
strictly to the policy of being an agency that works on the problem of 
making sure that clear-cut assignments are made to the normal 
operating agency of the Government and then check up to see whethe: 
or not they discharge those responsibilities rather than getting into 
the operating areas ourselves. 

The Defense Transport Administration has rendered very fin 
service to the Office of Defense Mobilization in the transportation 
area, but | am not acquainted in detail with their personnel setup 

Chairman SALTonstaLty. We will take that up with the ICC 
Boiled down, Dr. Flemming, what you say about your agency and 
why you need this additional help which the House believes ¢an be 
cut out because you are overstaffed is that you are the production 
agency of the Government to carry out the planning, policy work that 
is done by the Security Council. 

Mr. Ftemmine. That is right. 

Chairman SaLtronstauu. Your responsibility is to lay the ground- 
work in case of a future emergency, to build up the strategic materials, 
and at the same time to carry on certain present functions of the 
Government which are being carried on by the control agencies of the 
Government. 

Mr. Fiemmina. That is right, Mr. Chairman. I think a few 
minutes ago you stated it very effectively when you said that we in 
effect have the overall responsibility on behalf of the President for the 
nonmilitary aspects of mobilization, military, of course, being over 
with the Department of Defense. 

Chairman SauTonstaLL. Thank you very much. 

Mr. Fiemmina. We appreciate it very much. 

Chairman Sautronstauu. Mr. Cooper calls to the Chair’s attention 
there is a difference of opinion whether this Defense Transportation 
should be in ICC or with you. Would you mind waiting around for a 
moment? 

Mr. Fiemmina. I was not aware of that difference. I will 
happy to wait. 
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DEFENSE TRANSPORT ADMINISTRATION 


STATEMENTS OF JAMES K. KNUDSON, ADMINISTRATOR; 
FRANCIS A. SILVER, GENERAL COUNSEL; DAVID HOMER, 
DIRECTOR, TAX AMORTIZATION AND DEFENSE LOANS; 
CLARENCE BARKER, ADMINISTRATIVE OFFICER; DR. ARTHUR 
S. FLEMMING, DIRECTOR, ODM; AND JOHN D. YOUNG, EXEC- 
UTIVE OFFICER, ODM 


PREPARED STATEMENT 


Chairman SALronstaLu. Mr. Knudson of the Defense Transport 
Administration is here. 

Mr. Knudson, will you come up. There are two things you want 
to address yourself to, if you will. 

First, you are asking for $105,000 more which the House cut out, 
and, secondly, is there a question in your opinion as to whether you 
should be under the ICC or part of Dr. Flemming’s organization? 

Mr. Knupson. I shall try to answer both of those questions, if I 
may. 

Chairman SALTonstaLL. Now, Mr. Knudson, you have a prepared 
statement approximately four and a half pages, which the Chair will 
put in the record at this point. 

(The statement referred to follows:) 


DeFENSE TRANSPORT ADMINISTRATION 
OrriIcE OF THE ADMINISTRATOR, 
Washington 25, April 5, 1954 
Hon, LEVERETT SALTONSTALL, 
Chairman, Subcommittee in Charge of Independent 
Offices Appropriations Bill, 1955, 
Committee on Appropriations, 
United States Senate, Washinaton, D. ¢ 

NOrAR CHAIRMAN SALTONSTALL: Thank you for your letter of March 29, 1954, 
suggesting that I transmit to the clerk of your subcommittee, Mr. Earl W. Cooper, 
in writing, by April 8, 1954, any changes in the independent offices appropriation 
bill, 1955, which I deem absolutely necessary. In making my suggestions I shall 
keep in mind your admonition that the continuing disposition of the Congress is 
to hold appropriations to a minimum. 

My first recommendation concerns the placement in H. R. 8583 of the appro 
priation item for “Defense transport activities.’’ The bill (pp. 30-31) appro 
priates money to the Interstate Commerce Commission, among other things, for 
“Defense transport activities,’ that is, “For expenses necessary to enable the 
Commissioner who is reponsible for the supervision of the Bureau of Service to 
carry out functions delegated to him under the Defense Production Act of 1950 
as amended.” 

The Interstate Commerce Commission. under outstanding Executive Orders 
(Nos. 10480 and 10219) and delegations of authority (Defense Mobilization Orders 
Nos. 1-7 and VI-2), has no legal responsibilities or functions to perform under the 
Defense Production Act of 1950, as amended. This suggests to us a grave ques- 
tion as to the legal propriety of an appropriation to the Commission for a purpose 
outside of its legal authority or responsibility 

The Commission, as you know, is an arm of the Congress, reports to the Con- 
gress, and is responsible for policies fixed by the Congress. On the other hand, 
the Defense Transport Administration (created under the authority of section 
703 (a) of the Defense Production Act of 1950, as amended, and section 902 (b 
(2) of Executive Order 10161) is a delegate of the President and is responsible to 


the President for carrying out policies fixed by the President In other words, the 
Defense Transport Administration is a part of the President’s household, so to 
speak, and is not a part of the organization of the Commission. In this connee 


tion, may I invite vour attention to the appropriation for ‘‘Defense Transpor: 
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Activitic for the « rrent fiseal vear It l cont: ined ian Publie Law 207 83d Int 
( ré f pt as to the amount appropriated, is in identical languag: of res| 
with that cor ed in H. R. 8583. However, it will be noted that in Public Law involv 
207 Is cf 1 1 chepter XI ind the heading ‘‘Em« rgenev Agencies, Fex: we we 
tive Offic f the Presider and follows immediately after the appropriatio: in pre 
for the Offices f Defense Mobilization nder the subheading “Independent rehabi 
Office T in proper context organizationally, and | recommend that this a 
it be placed in proper context in H. R. 8583. It might be placed on page 6 of the (a 
bill, immediately folloy r the bheading “Independent Offices” appeari: for set 

Le ' nmediate follow r the appropriation for the Office of Defe rn headq 

Mobili h appears on page 4 This latter location might appear to by detoul 
preferable b re ! f the fact that the delegate-comm issioner is s ibject to th with t 
lirectior ! ( trol of the Director of the Office of Defense Mobilization Th tions 
| ‘ 1 minate : legal question Moreover, it would avoid ar amou 
compilcath tha ce ct ib] might arise vith re pect to employment ol per phase 
rt eth for fiscs management, ete hould the funds for the attacl 
Presider i] a ey be put in the hands of the independent Commission up.— 
There is one more suggestion of a technical nature that I deem desirable and tratlo 

( ry 4 br to the attention of the subcommittee The money provided intere 

H. R. 8583 for ‘Defense transport activities’ is “For expenses necessary t has a 
ble the Com: ner who is responsible for the supervision of the Bureau « interé 
Service to cart t functions delegated to him under the Defense Productior panel 
Act of 1950, as amended * * * Buret 
On March 24, 1954, the Interstate Commerce Commission announced that it is As th 
lidat bureau Locomotive Inspection, Safety, and Service—int: opera 

a single ne bureau de rated tl Bureau of Safetv and Service, effective Mav 1 proce 
Under the Commission’s plan, the Bureau of Service will cease to exist on May 1 work 
1954. as an admiristrative nit of the Commission and, therefore, there will be heav, 
no Comn ioner who will fit the lar age of the bill Because the Commissio1 As 
may want re sider ft tter, or may postpone the effective date of it oper: 
‘ hdat 4 eventuall desire to change the designation of the new state 
bureau’s title, | do not recommend a mere substitution of the words “‘Bureau of bure: 
Safety and Service’ for the words contained in H. R. 8583, i. e., “Bureau of to p 
Service Rather, I suggest the use of language which will make the appropria hand 
tion effective thout regard to bureau nomenclature rhe purpose of the appro does 
pria able the Commissioner who has been delegated functions under $50, ( 


Und 
Wn fis 
in pi 
basis 
the : 

T 


on t 


the Defense Production Act of 1950, as amended, tc carry out such functions 
however he may be described in the delegation of authorit: Therefore, I recom 
mend that the pertinent language of the bill be amended to read: ‘For expense 
necessary to enable the Commissioner who has been delegated functions under the 
Defense Production Act of 1950, as amended, to carry out such functions, * * *’ 
The last change in the bill which I suggest relates to the sum appropriated 
for defense transport activities, namely, $170,000. I earnestly recommend that 
i by the Bureau of the Budget, $275,000, be restored and 


} 





the amount recommended 


to the measure It is my considered judgment that this amendment is absolutely = 
necessary if the Defense Transport Administration is to discharge the responsi thos 
cons 





bilities that have been 1 ‘ed upon it by the President and the Director of the 
Office of Defense Mobilization The sum contained in the bill is 40 percent 
of the amount appropriated for the current fiscal year. It is approximately 


tech 
facil 


38 percent less than the amount recommended by the Bureau of the Budget. aa 
All of the expansion goals sponsored by the Defense Transport Administratiot ures 
for domestic transrortation, storage, and port facilities have been recently reviewed secu 
by the Office of Defense Mobilization in connection with its responsibility for r 
certifying construction under these goals for accelerated tax amortization. O1 anew 
February 8, 1954, the Office of Defense Mobilization reaffirmed or approved al liqu 
of these goals and extended the period during which accelerated tax amortizatio1 7 o 
would be permitted to December 31, 1954. Moreover, on March 17, 1954, DTA os 
ia 


requested ODM to approve for tax amortization purposes an expansion goa 


g railroad passenger cars, a highly desirable and necessary program in view 
of the present deficiency in the railroad passenger fleet when measured in terms of 


195 


cover 


the requirements of national defense. The amount of money included in our 


budget presentation for carrying on the workload incident to investigating and 
recommending to ODM ce rtification of specific projects within the expansiolr 


goals represents a conservative estimate With the recent reaffirmation of the 
goals by ODM, there has been an increase in the number of applications for tax 
amortization certificates. This trend may be expected to continue. 
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In the field of mobilization res ess Planning, DTA has been given a 
of responsibility by the Office of Defense Mobilization whiel eet : 
involve considerable field activity during fiscal 1955 Recently. for illustra 
we were given a formal delegation of responsibility with respeet to transportatik 
in preparation for attack conditions, under attack conditiot and in postatt 
rehabilitation (Defense Mobilization Order VI-2, December 9, 1953 | 
this assignment we are charged, among other thi with the resp 
the (a development for eacl tvpe of tra portatio nder ( I i 
for security of communications, operating tacilith operat per nnel. operatit 
headquarters and essential ng records 6) development of natior ‘ 
letout plans around all n flic center development i coordina 














with the Federal vil Defer ! I 1 comprelhe e] i pM 
ons under attack conditions, and f leve opment of plat for determining 
amount and priority of restoration of transportation plant in the postatt 
1 s¢ To handl the planning for transportation problems incident to ener 
attacks on the continental United State an ODM Worki: Group has be 

ip the Defense lransport Admit tratiol he Federal ¢ \ defensc \di 
tration, the Department of Defense, the Department of Commerce, and « 
interested agencies have representatives on this group Under this plan ther 
has already been established in each of the seven regional offic of FCDA at 
interagency advisory panel on transportatior Che DTA representatives on thes 
panel two in each region have been designated from the field ager of thu 
Burea of Service and Motor Carriers of the Interstate Commerce C¢ 
As the Working Group determines the necessary broad policies and deve 
operating plan which will provide nee rv interrelationshiy mechanisn ul 
procedurt s to lend maximum effectivens to the objective of its plant { ‘ 
workload in the field in implementation of ch policies and procedures Ww 
heavy The burden of this task will come dur ng fiseal 1955 

As this subcommittee is aware, tl Defense Transport Administration ha 
operated without field offices of its ow Through arrangements with the ter 
state Commerce Commission, DTA used the field offic of the Comm ) 
bureau Service, Motor Carriers, and Water Carriers and Freight Forwarder 
to perform the field work incident to DTA activitie hese ervies 
handled under a working fund arrangement Our estimate for fiscal ur i 
does not include an estimate for a working fund but does include an estimate of 
$50,000 to reimburse the Commission for work performed for DTA in the field 
Under our present assignment of responsibilities from the ODM, we know that 
in fiscal 1955 there will be a sizable workload If the Commissior field staff ji 
in position te handle it for DTA we will reimbruse the Commission on a ca 
basis. If the Commission is unable to perform this service for us, we will devote 


the amount of the estimate for direct field representation 

The Industry Evaluation Board, which establishes ratings of facilities based 
on the relative importance thereof to defense mobilization, defense producti 
and the essential civilian economy, has completed security ratings for a consider 
able number of domestic transport facilities We are advised by ODM that 
those particular rated facilities will be assigned to DTA for the development 
consultation with the management or owner of the rated facility and with other 
technically qualified persons, of physical security measures for each of ich 
facilities. The assignment will include, as we understand it, the necessar 
upervision, as may be appropriate, of the application of physical security mea 
ures to assigned facilities and the appraisal of the adequacy and efficiency of the 


security measures taken. This assignment will necessarily involve field activity 

I am mindful of the desire of the Congre to liquidate defense transport 
activities by June 30, 1955, and have established a program for the order| 
liquidation of the Defense Transport Administration lowever, I feel sure that 
it is in the best interests of national defense that D'TA be permitted to complete 
the programs and projects assigned to it before it terminate I feel equally re 


that it cannot be done unless the Budget recommendation of $275,000 for fi il 
1955 is followed 
Very truly yours, 


45746 -34 ‘ 











80 INDEPENDENT OFFICES APPROPRIATIONS, 1955 
LOCATION OF FUNCTIONS UNDER ICC 


Chairman SALTonsTaLL. Now, will you answer briefly two ques- 
tions, perhaps the question that will appe al to the Chair the most, 
anyway: Should you be in Interstate Commerce or should you not? 

When were you put there and is there any objection to staying 
there? 

Mr. Cooper, the clerk of the committee, thinks there is some differ- 
ence of opinion on that subject. 

Mr. Knupson. Yes, there is a difference of opinion, Senator Salton 
stall. If will perhaps be reflected in the appearance by the Com 
mission in its regular appropriation appearance this afternoon. 

It should be recalled that the Defense Transport Administration 
Was set up, pursuant to Executive Order 10161 of President Truman 
in 1950 in which order it was provided that the ‘(Commissioner of 
the Interstate Commerce Commission, who is responsible for the supe: 
vision of the Bureau of Service of the Commission’’ was authorized 
to create an agency under his jurisdiction to administer functions 
delegated to him by the President with respect to domestic trans 
portation, warehousing, and port facilities. 

[I happen to be designated as that Commissioner and in October 
1950 I did create the Defense Transport Administration. 

Senator Mayrank. At that time, of course, the main reason was a 
shortage of steel and other things. One of the reasons was the lac! 
of cars 

Mr. Knupson. That was the big reason at the time 

Senator MaysBank. | happened to be chairman of this committe: 
at that time and | know my friend recalls we had a terrible time to 
get steel for oil tankers, for coal cars, and so forth. 

Now, how much is this agency necessary now since it has apparently 
been eliminated? 

SHORTAGE OF FREIGHT CARS 


Mir. Knvupson. Well, it has not been eliminated if you think in 
terms of the load incident to partial or all-out mobilization. We are 
still short of our freight-car coal projected in 1950 by 122,000 cars 

We will have, in the event of a large grain harvest or any other 
burden on car use, car shortages, which are going to continue indefinite 
ly until the railroads build up to that projected number 

Senator \laysank. How long do you think it will take? You will 
recall we had such a terrible time there, it was a terrible situation out 
there in the Dakotas and in the West 

Mr. KNupson. Last year for the first time the grain crop was moved 
without a substantial car shortage. That was done because of the 
cooperation of the railroads pursuant to plans worked out by the 
Defense Transport Administration 

This year I would anticipate a few shortages because the railroad 
traffic is dropping off about 12 percent over what it has been for the 


last year or two. They have a surplus of cars at the present time, but 
what we must think of in — of DTA’s right to existence is how 
many cars would be needed i » have another mobilization effort 


upon our hands 
As we see it, the minimum number needed for the class I railroads 
is 1,865,000. Now, that isa bare minimum. We are in process now 
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of making studies that will probably result in increasing that program 
by a substantial number and the class I and other railroads and private 
carlines are presently 122,000 cars short of the approved expansion 
coal of 436,000. 

Senator MayBank. Even with this falling off that vou speak of, 
some 12% percent, you are still short? 

Mr. Knupson. They are still likely to be short in the event of a 
grain-crop movement of any extent er of any other emergency that 
might come along of similar nature 

Senator ROBERTSON. What is the fi re on the first line of exhibit A 
136,000 new cars of all types? When do you need those? 

\fr. Knupson. That was the goal that was projected when DTA 
was first set up. We have built since that time about 300,000 cars 
The railroads in the meantime retired some cars, so they are still 
short of meeting the goal by about 122,000 


MEASURES TO RELIEVE SHORTAG! 


Senator Roserrson. The steel companies are operating at not ex 
ceeding 80 percent of capacity, some less. There is certainly plenty 
of steel for the freight cars 

Are you doing anything to get the railroads to build those? 

Mr. Knupson. We are. We are trying to encourage them, to 
cajole them, to give them every possible incentive to order more cars 

They have cut down the orders in the last 2 or 3 months to a point 
where we are worrying about the production facilities becomin: 
impaired or being in short supply when needed in the future 


AMORTIZATION PROGRAN 


Senator MayBank. As he says, your steel mills are down in ca 
pacity; on railroads | presume you are thinking about the amortization 
program 

Mr. Knupson. Exactly 

Senator Maybank. We passed that in committee as you recall 

Mr. Knupson. It is still available to the railroads as an incentive 
but they are not using it 

Senator Maysank, That is right. 1 do not know of anything th 
could be further done 

\Ir. KNUDSON They ure retiring about 4,500 cars a month The 
are not even covering their retirements by placement of orders 

Senator MayBank. Despite the amortization laws which are still 
on the books 

Mr. KNupson. We have recommended to ODM that the tax 
amortization incentive be increased percentagewise to 90 percent in 
the hope that 90-percent-amortization incentive will produce mor 
car orders 

Senator MayBank. What does Mr. Flemming think about that 

Mr. FLemMinG. Senator, | think that the recommendation is 
entitled to very careful consideration and possibly favorable r sponse 


EFFECT ON UNEMPLOYMENT 


Senator MayBank. Would that not help other employment, too 
if we could get these cars made? 
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Mr. Knupson. If that is what it takes to pull them over the lin 
and get them started, Lagree with you. It would help unemployment 
It would help on other utilization of steel and everything else. 

That is why I personally am inclined to look on it favorably, 

Mr. Knupson. We have supplemented that also, if I may add 
Senator Maybank, with a request for amortization incentive on 
passenger-car equipment. 

[t is my belief that the railroads will build a thousand new passenge: 
cars if they can get some tax incentive authorized in that field. 

Senator MayBpank. You don’t need any legislation for that. 

Mr. FLemmine. No, we can handle that within the existing author 
ity 

OBJECTIONS TO STATUS UNDER ICC 


Mr. Knupson. Now, Senator Saltonstall, back to the two basic 
questions you have asked, the Interstate Commerce Commission is 
an arm of Congress. It is not in the sense of the word an executive 
agency. It carries out the mandates of Congress in the general field 
of administrative law and it makes its annual reports to Congress. 

It does not have direct affiliation running from the President as do 
the other executive agencies. The Defense Transport Administration 
is a delegate agency of the President and it has occurred to me that 
it is not quite right to have Presidential Sorel and congressional 
powers, controls over transportation, vested in the same agency. 

oy that reason I have resisted for this year and suggested last 
vear that it was not desirable to have the emergency functions of the 
Office of Defense Mobilization relating to transportation put within 
the Interstate Commerce Commission. 

Senator MaysBank. Your status with the Interstate Commerce 
Commission is the same as it was in 1950? 

Mr. Knupson. Yes, it is. 

Senator Maypank. If I recall correctly, we sort of dovetailed the 
expenses in there 

Mr. Knupson. Our appropriation has always been contained in 
the Supplemental Appropriation Act. This year the House elected 
to put the item over in the Independent Offices Act and have it run 
to the Interstate Commerce Commission. 

Now, we have explained the undesirability of that in our letter of 
October 5, which you have read into the record. 

Briefly it is for the reasons that I have mentioned. 

We also feel that it might complicate the personnel and adminis- 
trative phases of DTA if you get Defense Transport Administration 
put very solidly over under ICC 

Now, since I am leaving the Commission and will shortly become a 
private citizen and can be very objective about my testimony today, 
I would suggest also that putting an emergency activity of this kind in 
the ICC is not too solid a concept for the future. 

Chairman Sauronstatyt. Why does DTA belong in the Defense 
Mobilization? 


POWERS DELEGATED FROM DEFENSE PRODUCTION ACT 


Mr. Knupson. Because the powers exercised by the Defense 
Transport Administration come to us by delegation indirectly from the 
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President and under the Defense Production Act, which will expire 
in June 1955. We derive none of our powers from the Interstate 
Commerce Act 

Chairman SALTONSTALL. You are now under the IC¢ 

Mr. Knupson. No, we are not under the ICC 

Chairman SALTONSTALL. But your appropriation is included there? 

Mr. Knupson. Yes, under the House action in the Appropriations 
(ct now pending, the bill now pending 

Chairman SALTONSTALL. You believe that it should be taken out 
of there? 

Mii INI DSON. | believe il should vO back the same Way il Wi la { 
vear, to have the appropriation made for defense transport activities 
and let the Commissioner in charge of the Defense Transport Ad 
ministration carry on for another vear in the hope that he can liquidate 
this agency at the end of the vear the same way as we have been doing 

Chairman SALronstTaLyL. You think it ought to be independent of 
both the Defense Mobilization and ICC? 

Mr. Knupson. I think the appropriation ought to be made in the 
same way it was last year—for fiscal 1954. 

Chairman SALTONSTALL. We are talking about 1954-55? 

Mii KONI DSON. Yes, il could by made Wn the independent offices 
act. but under the heading “Emergency activities, Executive Office 
of the President,’ and follow immediately after the appropriation [01 
the Office of Defense Mobilization under the subheading ‘Independent 


offices.’ 


») 


Thus it would be in proper context organizationally and | recom 
mend that it be placed In proper context in H R. S583 

Chairman Satronstautu. Mr. Cooper, would that require a change 
») 


in the statute? How would we do that? 
\Ir. Cooper. It would be an amendment in the proper place 


LANGUAGE CHANGI 


Chairman SALronstaLuL. Would it require a language change? 

Mr. Cooprr. Yes. 

Chairman Sauronstaty. Then you advocate a language change 
which would put this back under the emergency powers of the Presi 
dent under the heading of ‘Executive Office of the President,” 
rather than under the heading of “ICC’’? 

Mr. Knupson. Basically that is what I recommend. The tech 
nique of doing that is spelled out fully in our letter. 

Senator Maysank. The law expires in June of 1955. 

Mr. Knt DSON. Yes. 

Senator MaysBank. You think in 1 year you can liquidate? 

Mr. Knupson. I would hope so. | hoped to preside at its liquida- 
tion this year, but it cannot be done this year. There is still some 
unfinished business. 

Senator Ropertrson. Mr. Chairman, I think it would be appropri- 
ate for me to read in the record at this time the reason given by the 
House in cutting the appropriation $105,000. 

Chairman SALTonsTALL. Senator Robertson, would you vield for 
just a moment to the Chair? 
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We were talking about the question of whether it should be under 
the ICC or not. The Chair has addressed the question to Mr. 
Knudson. 

Secondly, after we get through that subject, to take up why the 
House reduced the amount and why they want it back. 

Senator Rospertrson. It bears on why they put them on the ICC 
they did not want two men to do the same job. 

Chairman SaLtronstraty. Are you through with your discussion? 

Mr. Knupson. Except for one minor thing we have pointed out 
in the lette: 

REORGANIZATIONS 


The Commission is in the process of reorganizing some of the bu 
reaus. We suggest that if the language is changed by the Senate and 
House conferees, or by the further legislative process, that the appro 
priation be earmarked as “for expenses necessary to enable the Com- 
missioner, who has been delegated functions under the Defense 
Production Act, to carry out such functions.”’ 

Presently the appropriation runs to that Commissioner in charge 
of the Bureau of Services and it is likely there will be no Bureau of 
Service next year 

There will be an amalgamation of bureaus. 

Chairman SALTONSTALL. Are you ready to answer Senator Robert- 
son’s question and the Chair’s question, why do you need this 
$105,000? 

REASONS FOR HOUSE ACTION 


Mr. Knupson. May I address myself to the precise reason given by 
the House on page 20 of the committee report? 

Senator Ronerrson. When you do it, also indicate whether or not 
the House is correct in saying the major job is to get more railroad 
cars. 

Mr. Knupson. | think the House either misunderstood the ex- 
planation | gave of our overall activities, or has deliberately chosen 
to throw stress on that particular item. 

That is an important matter, but it is by no means the sole interest 
that the Defense Transport Administration will have during fiscal 
vear 1955. I regret that the House report did not spell out for the 
further legislative consideration the other needs of Defense Transport 
Administration 

DEATH OF SENATOR GRISWOLD 


Chairman SatronstaLu. Might the Chair interrupt you, Mr 
Knudson, the majority leader of the Senate has requested as many 
members as possible to be on the floor at 12 o’clock in connection 
with the sad and sudden death of Senator Griswold. It is obvious 
that we will not be able to take up some of these agencies this morning 
who are waiting. 

Rather than delay them, the Chair would respectfully request that 
the people from the American Battle Monuments Commission stay 
and will excuse the Civil Service Commission, the Smithsonian 
Institution, the Subversive Activities Control Board, and ask them if 
they will be present at 2 o’clock. 

Senator MaysBank. I thoroughly agree that you do that, but I 
want to ask this one question: 
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Will that throw the Interstate Commerce over until tomorrow? 

Chairman SaLtronstaLy. The Chair would hope that we will be 
able to go through as many of these this afternoon as possible. 

Senator MayBank. I have another important meeting in the 
morning at 10 o’clock. 

Mr. Knupson. The ICC is due to appear this afternoon, and I can 
communicate to them that their appearance is still sound? 


BOTTLENECKS IN EVENT OF WAR 


Senator Rosertrson. I want to point out two things. One of the 
duties of this agency is to eliminate traffic bottlenecks in the event 
of a war. We have the AAA that probably knows more bottlenecks 
than any Federal agency we have, they study that every day. 

We have Civilian Defense Administration that has already put 
signs on the arterial highways of the Nation 

This road will be closed in the event of a military emergency 

We also have the recent report of some agency saying that if a 
major city is bombed you have to go out on foot. They say in San 
Francisco, for instance, that if they put the cars bumper to bumper 
by the time the last car got across the Golden Gate Bridge the first 
one would be at Salt Lake City 

That would be a little slow getting them out of San Francisco 

So far as this agency is contributing to that problem, it is an im 
portant problem, we have a good many agencies working on that 
That is the reason | assume that the House said your major job in 
transportation is to get more railroad cars 

And in doing that they said the ICC had men engaged in studying 
the question of freight movements, equipment, and so forth, and they 
did not want to duplicate that activity. 


GENERAL STATEMENT 


Mr. Knupson. You have opened up so many avenues that | 
hardly know where to start to respond. 

Perhaps I can make a short general statement, Senator Robertson 

The Bureau of Service of the Interstate Commerce Commission has 
certain powers over car supply. Those powers have been invoked 
during the Korean situation and during World War II to achieve 
faster turnaround of cars and to get the railroads to cooperate fully 
and the shippers in the matter of heavy loadings, in the matter of 
limiting circuity, and a thousand and one other specialized ways 

Those powers can continue to be exercised by the Interstate Com- 
merce Commission in peace and certainly if a mobilization ever comes 
along again they would be exercised in time of war. 


REGULATION OF MOTOR TRANSPORTATION 


The Interstate Commerce Commission has no authority whatever 
over taxicabs, warehousing, ports, about 4 or 5 segments of the motor 
car carrier highway movement, such as school buses, ambulances, 
fire engines, local transit, streetcars, buses, and so forth 
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The authority to regulate or control—I don’t like to use those words 
but we might as well face it—that kind of transportation was reposed 
by Executive order in the Defense Transport Administration. 

Senator Roperrson. You have never done anything about regulat 
ing taxicabs, have you? 

Mr. Knupson. We certainly would have to if a full-scale mobiliza 


tion effort came along. There would have to be control of gas. of 


i 
spare parts 


Q 


nator Roperrson. But vou are going out of business next vear 

Mr. Knupson. That is very tru You were talking about wher 
the bomb dropped. It was against that assumption that I was ad 
dressing myself to 


REDUCTIONS IN PERSONNEL 


Now, these activities which we are now surveying are merely being 
done from a watchtower We have 26 classified emplovees, I think 
left and the House appropriation would cut it back to about 17, and 
eliminate $20,000 for consultants as well as $50.000 for civil defens« 

Now, in the presence of the regular duties that we are now pet 
forming, | hope DTA can be liquidated fully during fiseal 1955. The 
Offices of DD fey 


e Mobilization has given us a substantial number of 
new duties by delegations that have come to us within the current 


COOPERATION WITH FEDERAL CIVIL DEFENSE ADMINISTRATION 


These in general relate to close cooperation with the Federal Civil 
Defense Administration and the handling of transportation for civil 
defense programing purposes. We thought we would spend about 
$50,000 in that kind of cooperation in the fiscal year 1955. 

Under the reduction that is now proposed by the House, from 
$275,000 to $170,000, it will be impossible, as I see it, to spend any 
money in that field. 

Now, let me point out as I did for the House, 1 or 2 of the danger 
zones. You put your finger on them. In the event of a civil-defense 
disaster the Governors could seize the transportation within the States, 
the mayors within the cities, and Federal Civil Defense Administration 
has authority to take over transportation under very broad legislative 
authority given it. The military could have martial law declared, 
and what we are trying to do, through a committee or cooperative 
sort of arrangement, is to make sense out of this whole confused field. 

And to get all of these various agencies, State and Federal, working 
together in a common interest, to give transportation the most fluidity 
and the best use it could possibly have under these local disaster 
situations. 

Defense Transport Administration has been asked to take an active 
part in that planning and part of the appropriation we sought from 
the House had to do with the delegations we have received from ODM 
in that connection 

Senator Rorertson. I would like to comment on your watch- 
towers. At the time we get in a war we erect a lot of watchtowers 
where a man can watch, but at the end of the war if you want to 
balance the budget vou have to deactivate the watchtowers. That is 
right; isn’t it? 
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Mr. Knupson. That is right. | believe in wartime we ought to 
have operational people in wartime, no watchtowers at all 


MOBILIZATION PROGRAMS AND PROJECTS 


| would like to hand to the chairman, if I may, a list of 10 items that 
spell out more fully than I believe I should take time to do, the delega 
tions of authority that have come to us from ODM which will either 
have to be abandoned or assignments performed in part or full in 
1955 

Now, attached to this is an appendix indicating the extent to which 
the tax-amortization program and the program goals are fulfilled, 
and I believe by examining this written statement and the letter 
we submitted on the fifth of April without my going into much 
further detail, you can get a fair and adequate picture of our cireum 
stances and of the need for the restoration of the $150,000 that the 
House bas taken away 

The alternative, as I see it, will be for DTA to continue at about 
its present level until, let us say, January 1, 1955, in the hope that 
the entire matter can be liquidated at that time 

The second alternative is for us just not to do some of the jobs that 
the Office of Defense Mobilization is expecting us to Carry on ? 
delegate agency 


The matter referred to is as follows 


VMIOBILIZATION PROGRAM .ND Provects or Dert PRANSPOR 
ADMINISTRATION 


1. Translating certain assumptions (given | ODM to all the Cl ( 

encies regarding gross national product, size of military and labor fore 
covering a postulated 3-year period of full mobilization, into an estimate of 
possible domestic traffic load; determini for domestic transportation, a like 
listribution of the total traffie amon tvp of transport, having in mind ( 
limitations on any types as may be implicit in the general assumptior ( 
petroleun supply for motor transport estimating the probable capacity of pre 
transportation plant under the assumed full mobilization condition; determini 
the degree of deficiency in present plant; and determining requirements to make 
the plant adequate and to maintain and operate it under war condition \ 

ignment from ODM Committee on Defense Transportation and Storage, meeting 

No. 39, July 14, 19538, TSC—-S-39, the Mobilization Readi: Program, 
IV, p. 6; ODM staff paper, dated July 3, 1953, TSC—Information—83 

2. Development for each type of domestic transportation (ineluding war 
housing, storage and port facilities) of plans for the security of comununicatio 
operating facilities, operating personnel, operating headquarters, and « ntial 
operating records DMO-—VI-2, Dee. 9, 1953 

3. Development of alternative routes tending to disperse risk, nationwid 


detour plans around all major traffic centers, and measures of a like character 


DMO-VI-2, Dee. 9, 1953 


1. Development (a) in coordination with the Federal Civil Defense Administra 
tion, of a comprehensive plan of operation, including operating procedures an¢ 
channels of communications under attack conditions, and (b) of a similar plan of 
operations under postattack conditions (DMO-—VI-2, Dee. 9, 1953 

5. Development of plans for determining the amount and priority of restoration 
of transportation plant in the postattack phas DMO-VI-2, Dec. 9, 1953 

6. Participation (a) as a member of the ODM working group on transportation 
problems incident to enemy attacks on the continental United Stat and (6b 


is a member of the ODM Committee on Defense Transportation and Storage, it 
the development and adoption of plans and mechanisms for meeting, under full 
war conditions, the transport, storage and port needs of the Federal Civil Defense 
Administration, the Department of Defense, and the essential and indispensabl 
wWar-supporting activities of the Nation TsC-Information-81 (Revision 2 
July 21, 1953 
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7. Development, with the advice of the Interagency Committee on Por 
Utilization, of plans (a) for an interim national organization for control of port 
utilization under emergency or war conditions, (6) for the possible integration « 
the interim organization into a full-fledged wartime transportation agency, a 
c) for the proper form, location, functions, and timing of the establishment 
a wartime port control organization Also, supervision of a pilot study to 
made in the Norfolk, Va., area, by the North Atlantic Ports Association (Nation 
Defense Committee) for the general purpose of more promptly handling tran 
portation problems and effective usage of property in the event of war or otl 
serious national emergency. Assignment from ODM Committee on Defen 
Transportation and Storage, Meeting No. 39, July 14, 1953, TSC-S-39, Eme: 
gency Control of Port Utilization, item III, pp. 5-6; ODM staff paper, dat 
July 3, 1953, TSC-—Information—84.) 

8. Development, with the assistance of Departments of Commerce and Defen 
of a recommendation to the ODM Committee on Defense Transportation a1 
Storage covering the proper form, location, functions, and timing of a wartin 
transport control agency (Assignment from ODM Committee on Defen 
Transportation and Storage, meeting No. 39, July 14, 1953, TSC—S—39, Wartim 
Transportation Control Structure, item V, p. 6; assignment clarified at meeti: 
No. 40, Nov. 6, 1953, TSC-S-40, item II, pp. 1-3 

9. Development, and supervision, in cooperation with industry, of securit 
measures for specific facilities that will be assigned by ODM on the basis 
ratings recommended by the Industry Evaluation Board, Department of Cor 
mere xecutive Order 10421, as amended and conference with Director 
Physical Security Division Nonmilitary Defense, ODM on Jan. 29, 1954.) 

10. Participation as a member of the highway task group of the Industr 
KM valuation Board, Department of Commerce to evaluate the relative importanc 
of specific highway facilitie Memo from Dr. Kurt EK. Rosinger, chairmar 
Industry Evaluation Board, dated Julv 1, 1952 


APPENDIX A 


Er pansion goals information 


Reaffirmed 








I ate referr i R \ 
- ‘ : or apnroy temarks 
to DPA by ODM 
r Mar. 19, 1952 Feb &, 1954 136,000 new cars of all types 
Apr. 15, 1952 do 15,500 locomotives 
us railroad terminal and | May 1,1952 do Unlimited 
i storage (refrigerated | Mar. 24, 1952 lo Do 
minals and repair shop Mar. 27, 1952 do | Do 
les (trailer do Additional recommendations a 
being prepared by DTA 
Inland waterway vessel Apr. 23,1952 | Feb. 8, 1954 | 3,923 new vessels of all types. 
Inland water terminal facilitie May 2,1952 do Unlimited. 
Port facilities Apr 1, 1952 lo Do 
Railroad passenger cars Mar. 17, 1954 Goal in preparation in ODM 
An attempt is being made to satisfy all of the above goals by December 31 
1954. Present programs make no provision for amortization of facilities which aré 


ordered or upon which construction begins after that date 


Goal status on freight cars, diesels, and inland waterway vessels as of Mar. 31, 1954 
Goal accomplished to date Estimated 
. additional 
{ . 7e 
Expan- | loal Average jo rnenditur 
balance | cost per ‘ 
on goal to date unit required to 
Number Amount ? complet 
goal 
Freight ca 436, 000 313, 629 | $1, 986, 333, 535 122, 671 $6, 339 |$777, 611, 4¢ 
Diesels 15, HOM 10, 424 1, 714, 217, 629 5, 076 164, 449 | 834, 743 
Inland waterway ' 3, 923 5 O41 478, 996, 632 SK2 157, 513 | 138, 926, 46+ 








TA ca 
N 
A 
Certif 
} 
‘ 


rruck 
rraik 
Tract 
Buse 
Moto 
faci 


mil 
pol 
of | 
wil 


col 
pi 


ol¢ 
1Th 


De 


INDEPENDENT 


Statistical breakdown of port fa 


TA cases received 


OFFICES 


fies on 


APPROPRIATIONS, 1955 SY 


lar 


Denied and withdrawn t« 


amort 1 Lapp 


) 


Number 38 date 
Amount S80, 237, 023 Number is 
Certified to date Amount $50, 260, 20H 
Number 19} Pending to date 
Amount $25, 976, 728 Number | 
Amount 44, 000, OOO 
Niatistical breakdo 1 of freer loraue 
rA cases received Denied and withdrawn to 
Number 6S dat« 
Cubie feet 34, 781, 410 Number % 
Amount $37, 803, 040 Cubic feet » O86. 860 
Certified to date Amount $6, 506, O71 
Number 60} Pending to date N one 
Cubie feet 32, 744, 550 
Amount S31, 206, 969 
Statistical breakdown of moto ! lie m ta mmortirza ” wp ation 
Va qf 19 
> 
iu 
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LIQUIDATION OF DTA 


Chairman SaLronstauu. If the Chair might interrupt, Mr. Flem 
ming, does this committee understand that when the Defense ‘Trans 
portation Administration is liquidated a year from now, or in January 
of this year, that the Office of Defense Mobilization which is yourself, 
will leave to the ICC the duties that are left to be carried out; is that 
correct? 

Mr. LEMMING, We could conceivably delegate some of our 
particularly planning responsibilities that have come to us from the 
old NSRB—to the ICC as an agency if it works out in the manner 
indicated, 

Of course, the statement there is predicated on the fact that the 
Defense Production Act itself expires on June 30, 1955 


LANGUAGE CHANGE 


Chairman SarronstauL. The Chair brings that up because Mr 
Cooper, the clerk, has called his attention to this fact, that the LCC 
asks for no new money, but it does ask for a language change, and | 
will quote the last paragraph: 

As the Bureau of Service under the Commission's announcement will no longer 


exist after Mav 1, 1954, it is believed necessary that the izgested language tx 
} 


inserted to wit, “All the functions now entrusted to that bureau in the i 
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order that there be no question that the delegation of defense transport activities 
be to the Commissioner in charge of car service work regardless of the name of the 
bureau 

Now, as the Chair understands it, discussing it with the clerk, thy 
ICC differs from what Mr. Knudson has said. The ICC said if you 
get this language change they will carry on the necessary work without 
the additional $105,000 

Mr. Knudson says that this agency should be carried on individually 
under the White House function, emergency functions, and that 
there is $105,000 necessary for it to continue the work it is now doing 
up to the time of its decease a year from next June. 

Now, is that a misinterpretation? 

Mr. Fuemminc. Mr. Chairman, I have no judgment at all on the 
amount that is involved 


ALTERNATIVE DECISION FOR COMMITTEE 


Chairman SALTonsTaLu. Is that your interpretation of the situa 
tion? It is a question that this committee has to decide. This 
committee has to decide two things: 

Should this agency be taken out of the ICC and should it have 
$105,000 additional, and whether this language change suggested by 
the ICC be put in, which would be in substitution of additional 
amount of money 

Mr. FremminGc. On the first question, it seems to me that the 
present organizational pattern makes good sense, namely, an organ 
izational pattern under which there is a delegation by the President 
under the Defense Production Act of certain responsibilities to 
commissioner who in turn has certain responsibilities within the ICC 
because that gives us a straight line delegation and it is possible fo: 
the Director of ODM to look to one person to carry out those rr 
sponsibilit eS 

Chairman SavronsraLy. You think it should stay in the ICC? 

Mr. Fiemmina. As it is now 

Chairman SaLronsraLu. You mean independent of the ICC? 

Mr. Fuemminc. I would suggest that it stay just as it has bee 
during the past fiscal vear 

Chairman SaLronsTaLy. As a special item not put in under thi 
ICC item? 

Mr. Fiuemmina. That is right 

Chairman SavronstaLLt. Now, will you answer the question, if 
that is so, is there additional money required, or is the language of 
the ICC enough? 

Mr. Fremmine. That, Mr. Chairman, I have no judgment on at 
all because | have not gone into the budgetary situation, neither as 
far as ICC nor this particular office is concerned. 

Chairman SALTONSTALL. Now, Mr. Knudson, does the Chair 
inderstand the situation correctly, or is the Chair misinterpreting? 

Mr. Knupson. | think the Chair understands it now that the 
Director of Defense Mobilization has made the direct answer he has 

He has, however, assigned certain delegations to us which are 
spelled out in this paper that will impose burdens on us that we simply 
cannot discharge with $170 thousand 
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rAX AMORTIZATION APPLICATIONS 


Now, a large part of that money will have to be spent to process 
tax amortization applications which are coming in at about the rate 
of 60 a month. If these carbuilding programs that the Senators are 
talking about are stepped up at all, those applications will go up to 
75 or 80 and we have to segregate part of our expert staff to process 
those applications 


Senator Rosnertrson. Who applies to vou for amortization certi 
» 
heates 


Mr. Knupson. The railroads, warehouses, some parts of the moto 
carrier industry, the inland waterways, the lake-carrier group 
We are the delegate agency for processing 


' 
upphications, mm sh 
or all domestic land and water transportation 


Senator Ronertson, After you process them what do vou do wit 
them? 

Mr. Knupson. We send our recommendations either for rejection 
or for acceptance to the Office of Defense Mobilization, which issu 
the certificates 

Senator Ronertrson. Do they process them again, or not? 

\Mir. FLEMMING. Senator, we do not in terms of passing 
on the substantive issues that are passed on by this office 

Senator Roperrson. Who issues the final certificate of 
zation and fixes the percentage? 

Mr. Fuemmine. The final certificate is issued by ODM. to the 
‘Treasury We transmit to Treasury and say this is 
nhead 


judgment 


nmorti 


n order and vo 


Senator Ropgerrson. The Treasury is) just an administrative 


agency They have no executive discretion about accepting 


rejecting? 

Mr. Fuemmina. Which agency? 

Senator Ropertson. The Treasury 

Mr. Fiemmina. That is correct; they do not. They take our 


certificate. 
EFFECT OF NEW TAX BILI 


Senator Robertson. What effect on this program will the new tax 
bill have that gives greatly increased depreciation allowances? 

Vii Kh LEMMING Nir Chairman, I would be vlad fo comment 
hat brie fly 

The tax amortization provisions of the Internal Revenue Act 
section 124A are much more generous than those that are involved in 
the new tax bill. The new tax bill, of course, goes right straight 


across the board, whether it is defense or nondefense, whatever may 


be the case 


oO! 


But even with the new tax bill the provisions of the Internal Rev: 
nue Act, section 124A, provide a considerable incentive to peopl 
vho are thinking about making an investment in something that 1 
related to defense. 

Senator Magnuson. When did you expire? 

Mr. Fuemmina. June 30, 1955. Not the tax end. The Defense 
Production Act expires on June 30, 1955 

Senator MaGnuson. Would there not be a rush of people trying 
to get in under the procedure as you now have it to yet tax aumol 
tization certificates due to the expiration of this act 











9? INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Mr. Fitemmina. Is there an expiration date on the tax amortization 
provision? 

Mr. Youna. No, sir; 
Interna] Revenue Act. 

Senator MaGnuson. So they will stay right there. 

Mr. Youna. Yes, sir. 

Senator MaGnuson. So somebody else will issue the 
when you expire? 

Chairman SaLronsTauu. Mr. Flemming, 

Mr. Flemming, you made a misstatement. Your agency, the 
Office of Defense Mobilization, is not going to expire. You said the 
Office of Defense Mobilization expires. It is the Defense Transport 
that expires. 


certificate 


EXPIRATION OF DEFENSE PRODUCTION ACT 


Mr. Fuemmine. Yes, and the Defense Production 
of the acts we administer does expire on June 30, 
renewed by Congress. 

The agency itself, ODM, is a statutory agency of indefinite duration 
in accordance with action taken by Congress last year. 

Senator Magnuson. When the Defense Production 
a new agency will issue the certificates: 

Chairman Sauronstauy. No. 
tor came. The Office of Defense 
existence. The Defense Transport 
from this coming June. 


Act which is one 
1955, if it is not 


Act expires, 

is that correct? 

We went into that before the Sena- 

Mobilization has an indeterminate 
Administration does expire a year 


ISSUE BEFORE COMMITTEE 


The issue is: Should the Defense Transport Administration be car- 
ried as an independent agency under the White House emergency 
powers, or should it be carried as the House carried it under the ICC? 

It involves two questions: (1) Whether it should be carried under 
the ICC or under the White House; (2) whether the Defense Trans- 
port here shall have $105,000 more which the ICC, if it is carried 
under them, apparently says is not necessary provided they get a 
language change, of which Mr. Knudson, the present head of it, 
thinks is necessary and he wants it independent of the ICC because 
he can carry on his work and complete the work before June of 1955. 

Now, that is the issue as the Chair understands it to be before this 
committee to decide: (1) Whether to leave it under the ICC appro- 
priation; (2) whether to give them $105,000 more: or (3) whether to 
make a language change which the ICC has requested, but which 
Mr. Knudson does not request because he wants to take it out from 
under ICC. 

Senator Maanuson. If it does stay under ICC, why will you need 
extra money? 

Mr. Knupson. If the Commission were to be given the de 
functions that have run to me from ODM, the 
would need the $105,000 or else the 
the functions either. 

Chairman SaLronsta.t. 


e ¢ legated 
Commission itself 
y would not be able to discharge 


That is a difference of opinion. 
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PROCESSING TAX AMORTIZATION 


Senator Maacnuson. But when you do expire—if I am a railroad 
and want tax amortization I have to ro some plac e else: is that correct? 
Mr. Knupson. Certainly The machinery for processing the 


application will have to be set up in some other agency of Govern 
ment. 

We presently have been handling them and have processed about 
$5 billion worth of applications over the last 4 years 

Senator Maanuson. There may be a rush to get under the wire 

Mr. Knupson. It is conceivable that if we have heavy traffic and 
the rest of it, that there will be a substantial number of freight cars 
and other transportation equipment ordered, locomotives and so 
forth. 

Senator Ronertson. I was under the impression that the Office of 
Defense Mobilization was appointed by the President pursuant to the 
Defense Mobilization Act. When that act expires I do not see how 
that agency could continue to function. 


RESPONSIBILITIES OF ODM 


Mr. Ftemmina. Under the reorganization plan that the Congress 
approved a year ago creating the Office of Defense Mobilization, it 
has the responsibility for handling matters de legated to it under the 
Defense Production Act by the President. It has all the statutory 
responsibilities of the old National Security Resources Board, and it 
also has all the stockpiling responsibilities of the former Munitions 
Board of the Department of Defense. 

So it has a series of responsibilities, some of which hinge on the 
Defense Productiou Act, but others do not. 

Chairman SALTONSTALL. Are there any other questions of Mr. 
Knudson? 

Senator Maanuson. The only reason I pursued that point is because 
this tax amortization is a pretty important thing to people. As long 
as they have a procedure now where you accept his recommendation 
and issue the certificate, they know how it is operating. 

But once they expire, then they go into something else, and 1] 
would think that he would have a lot of work in front of him, because 
when they hear about this hearing there will be a rush to get under 
the wire. 

LETTER FROM BUREAU OF THE BUDGET 


Mr. Knupson. I have a letter from the Bureau of the Budget in 
which they say they have no objection to the recommendations we 
made in the Senate committee in our letter of April 5. This is probably 
the last time I will appear before a Senate committee unless I am 
called on in my private capacity to help you sometime. I hold myself 
out for that purpose. 

I have appreciated your courtesies. I have worked for the Govern- 
ment now for 25 years, and I am going out now to see if I can build 
my fortunes along other lines. 

(The letter referred to follows:) 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
SUREAU OF THE BUDGET, 
Washington 25, D. C., April 8, 1954 
Hon. James K. Knupson, 
idministrator, Defense T ansport ldministration, 
Washington 25, D. C 
My Dear Mr. Knupson: This is in reply to your letter of April 2 to Mr 
Roger Jones requesting approval of revised appropriation language for defens: 
transport activities Che revised language is required because of the impending 
reorganization of certain bureaus in the Interstate Commerce Commission. 
Chis office has no objection to the proposed language which you intend 
transmit to the Senate Appropriations Committee 


Sincerely vours, 
(Signed) RowLanp Huaues, 
De puly Director 

Chairman SALTonstaLi. The Chair knows he speaks for all mem 
bers of the committee. We have appreciated your frankness and your 
objectivity, to use vour words, whether it be a Democratic sitting 
where the chair is, or a Republican 

And while this chair looks like a nice, comfortable ehair. it is not 
alwavs as comfortable as it seems 

We thank you very much. We wish you the best of luck. You 
do not have a gray hair on your head so I guess you are all right. 

The only other agency that the Chair thinks we can clear up is 
the American Battle Monuments Commission. 


AMERICAN BATTLE MONUMENTS COMMISSION 


STATEMENTS OF BRIG. GEN. THOMAS NORTH, SECRETARY, AND 


LT. COL. CHARLES B. SHAW, OFFICER IN CHARGE, WASHINGTON 
OFFICE 


CHANGE IN LANGUAGE 


General Norru. I am Gen. Thomas North, Secretary of the 
American Commission 

Chairman Savronstatu. The only change requested by your Com 
mission is to have the language inserted by the House about reim 
bursement of other Government agencies to include construction as 
well as operation: is that correct? 

General Nortu. That is correct. 

IT have discussed that with the chairman of the House committee 
and he says that he concurs, sir 

Chairman Satrowstatyt. Then how would that language be 
changed? The language now reads 


Provide c. That the Commission may reimburse other Government agencies 


cluding the Armed Forces, for salary, pay and allowance of personnel assigned 


General Norra. This Commission operates under 2 appropriations, 
| for maintenance and the other for construction. 

The House language is inserted under ‘‘Maintenance.”’ 

We would like to have it added to the construction appropriation, 
also 

Chairman SaLronstraLu. The Chair understands. So that you 
would simply insert the same proviso under construction as well as 
under maintenance? 
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General Nortu. Yes, sir 

Chairman SALTONSTALL. You are satisfied with the money and 
vou are going ahead with the work? 

General NortTu Yes, sil 

Chairman SALTONSTALL. You are going ahead with the work 
afactorily 
feneral Nort. Yes, sir 


( 
Chairman 


») 


AALTONSTALI You al going ahead with the work 
atisfactory to the Commission? 

General Norru. Yes, sir Last year the President replaced, if I 
may use the phrase, S previous members of the commission by 8& 
others. 1 of whom is a Senator and 1 a Congressman. Of the new 


members five inspected our work last vear, including the Congressmen 


and expressed satisfaction with the program 
PAYMENT FOR DETAILED SERVICE PERSONNE! 


senator KLLENDER Will this new language entail more operati 

General Norru. Sir, yes, it would. In a sense, it would be taken 
from one agency and etven to another That is to say, this Com 
mission is entitled under the law to draw upon the Army, Navy, Au 
Force, for the detail of officers, of whom at present we have 19, to 
assist 1t in its functions 

The language which the House suggested would now permit thi 
Commission to repay the armed services for the services of those 
officers instead of concealing its costs, you please 
Senator ELLenperR. Are you asking for those additional funds in 
is appre priation? 
General Norru. No, sir: as a matter of fact, we are not lt came 


n too late. There is no provision for it in money 
| presume that would have to be by supplemental 
Chairman SALronsraLL. There is no request now 
General Norra. There is no request now 


TOTAL CEMETERIES AND MONUMENTS 


Senator Magnuson. How many units are you handling all over? 

General Norra. By unit, what do you mean, please? 

Senator Maanuson. The actual plots that you have 

General Norra. We are maintaming 8 cemeteries and 11 monu- 
ments of World War I. 

Senator Magnuson. Are they in France? 

General N orvH. All over Kurope, in France, northwest Kurope 
And for World War II, we are building 14 cemeteries and 14 memorials 
in them: 10 of these memorials are actually in progress; | additional 
memorial has been completed. 

Instead of saying 14 | should have said 15 and with 1 more in 
prospect, a total of 16 memorials, World War II, and 14 cemeteries 

Senator Maanuson. They are located all over the world? 


General Norru. Yes, sir. 


| 
i 
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MAINTENANCE PERSONNEL 


Senator Magnuson. Now, do you maintain personnel in each place? 

General Nortu. For maintenance? 

Senator Magnuson. Yes. 

General Nort. An American veteran is stationed at each cemetery 
as superintendent. In the larger cemeteries there are assistants, also 
veterans. 

Senator MaGnuson. What happens is that the Commission usuall\ 
goes out when they can and takes a look at them? 

General Norru. Yes, sir. Two other members are starting this 
spring and we hope that Senator Potter will come when Congress 
adjourns. 

POSSIBILITY OF SUPPLEMENTAL REQUEST 


Senator ELLenpER. In regard to the cost, you say that, by adding 
the maintenance, you may have to come in for supplemental. 

Now, will that supplemental appropriation be for more or less 
rnoney than would be required if the matter would remain as is? 

General Nortu. Senator, I would like to come back again. You 
fired a question at me and my mind was a little slow. 

We might charge perhaps one or two officers to our maintenance 
appropriation and in that case I believe it might be necessary to come 
back for additional money under this appropriation. 


CONSTRUCTION APPROPRIATION 


However, our construction appropriation is a lump-sum appropria- 
tion and is continuing 

We would not, therefore, request additional construction money 
this year for that purpose. 

Does that answer the question, sir? 

Senator MaGcnuson. Well, it is not too clear to me. 

You are asking for additional language here. 

General Nortu. Yes, sir. 

Senator Macnuson. The purpose as I understand it is to put it 
more or less under your jurisdiction entirely. You draw your money 
from the Navy, Ariay, for certain purposes. 

General Nortu. No, sir. You vote an appropriation for us to do 
some of our work, but we draw the personnel from the other services. 

Senator Macnuson. You have to repay them? 

General Norru. Under the new language it would be permitted; 
yes, sir. At present we do not pay them. 

Senator MaGnuson. So it costs you less, then. I mean, under 
the present situation it costs you less? 

General Nortu. Yes, sir. 

Senator Magnuson. So that if you put this language in, how much 
more will it cost you than is now the case? 

General Nortu. We figure roughly $175,000 a year. 

Senator Magnuson. That will have to be asked for in a supple- 
mental? 

General Nortu. As I explained, sir, under the maintenance appro- 
priation a small portion of it would be, let us estimate $15,000, off 
the cuff. 
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The remainder of it would come out of this continumg lump-sum 
appropriation, no year appropriation for construction because most 
of our personnel is devoted to construction now. 


ADVANTAGE OF LANGUAGE CHANGE 


Senator ELtenpER. What advantage is there in this change? 

General Norru. The advantages are twofold. The House com- 
mittee felt that it would show more clearly what these activities are 
costing the Government in money to do, and the second advantage 
would be this: We have a rapid turnover of personnel lent us by the 
services as they are rotating them out for career purposes. That is 
expensive to us. It is extremely difficult. 

We barely break them in when they are relieved and have to go to 
other jobs. We feel that that language would enable us to draw from 
retired personnel where there would not be the same demand for rota- 
tion, there would be a continuity. 

You see, we have a language authorization if nothing else. 


EMPLOYMENT OF NATIVES 


Senator Magnuson. Do you hire natives in some cases? 

General Nortu. Yes, sir; we have American civilians and in our 
overseas installation we have foreign people working with us. We put 
the service personnel in the key spots. 

We give a man a job of supervising construction of a couple of 
cemeteries and memorials and he keeps in touch with me and I with 
the American architects. 

Chairman SALTonstaLL. Any further questions’ 

Thank you very much, General. 

We will meet again at 2 o’clock. 


AFTERNOON SESSION 


Senator SALTONSTALL. There are three decisions this afternoon 
where there is no change by the House and none requested. Perhaps 
we could take those up quickly and put in a prepared statement, if 
there is one, and then let those gentlemen go. 

The first is the Smithsonian Institution. Dr. Carmichael, have you 
a prepared statement? 


SMITHSONIAN INSTITUTION 


STATEMENTS OF DR. L. CARMICHAEL, SECRETARY; J. E. GRAF, 
ASSISTANT SECRETARY; AND DR. J. L. KEDDY, ASSISTANT 


SECRETARY 
PREPARED STATEMENT 


Dr. CarmicHarL. The prepared statement has been handed to your 
committee. 

Senator SALTONSTALL. Without objection that statement will be 
included in the record. 

(The statement referred to follows :) 
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SMITHSONIAN INSTITUTION 
( ER rATEMENT 
t Io s l i | estab! ed i 
} The itio ‘ é in people of tl i 1. Ma 
: ( nO yur vd fur . vo 
i ; l 10 2 esear rl 
f tl und (4) the i itio 
cl ( itu l ic cone of the lh mis tor 
oO ne ¢ wid horizo of modern science and to 
4 Lie e pupil Vo r Federal a icles and s¢ q 
i i ( T 
rH BASI 

| i i jor re present base i 
f 54 1) t i 1955, one eview briefly j 
r ; } é mommy vea 14 year t] Insti itl 
oO} 10 ere reduced nearly 30 percent, a it from which little recovery w 

( » World War II whe e Smithsonian tL itution again had to ma 
ere lu in the number of its employees and in other oblization 
( | ( esSmi ig) {ff had to be omew it en] ( 
' ! f the 40-hour In recent yea 
( ( ssitv of a ial ibsorbi the entire costs of wi 
grade pro the Institution again has had to make crippling red i 
l i I ‘ is that whi the Institutior workioads have increased 
averi i ce | 20 4 ere l ly le S manpows? 
move the ! n 1934 Though pay increases in the past 10 years have requir 
appropri r x the Smithsonian Institution to be considerably increased 
ppro] mi eases have yt provided additional stafl On the conti 
sin ( iva e | 1L10 s stall ha been reduced from 532 to 482 employ 
g ‘ ‘ 1955 will be further reduced to 474 \ 
nse l e, tl prese! drastically curtailed uff finds it is unable to pre 

thi Dp ( national coll ons and monumental exhibition build 
re i i I ut tant a t¢ it 4tlo 

| u vailable for “‘other obligations,’’ exclusive of the two special progra: 
for t renovation of our exhibits and the rehabilitation of our buildings start« 

the fiscal year 1954, are likewise entirely inadequate. Excluding two n 
bureaus, the Air Museum and the Canal Zone Biological Area, add: 
in 1946, both by acts of Congress, and the two special programs just mention: 
the amount available for other obligations is no more than it was in 1982. \ 
priees of commodities, equipment, printing and binding, and freight rates in th« 
past 20 years have doubled and in many instances tripled. In brief, the Insti 
tion is trying to carry on its day-to-day operations with far less resources tha 
had in 1932 despite a 150 pereent increase in its basic workloads, namely, prese! 
vation of the collections, information requests, and number of visitors. 

THE 1955 ESTIMATE 

The 1955 estimate for “Salaries and expenses, Smithsonian Institution’’ cor 
templates the appropriation of the same amount which the Congress appropriat« 
for the fiscal year 1954, namely, $3 million. However, a few minor chang 
which will involve no change in the total sum to be appropriated, are proposed 
in the amounts to be allotted to the following activities: 

1. United States National Museum. An increase of $5,000 for travel: a corr 
sponding decrease of $5,000 in the item for the renovation of exhibits; and a1 
increase of $12,000 (transferred from ‘‘ Maintenance and operation of buildings 
tor storage equipment 

2. International exchange service A decrease of $13,000 (transferred to ‘‘Other 
general services’) in the item for transportation of American publications i 
accordance with the Treaty of Brussels; 

3. Maintenance and operation of buildings A decrease of $12,000 (transferred 
to United States National \iuseum) in the item for the rehabilitation of exhibitio: 
buildings 

4. Other general services \n increase of $13,000 (transferred from ‘Inter 
national exchange service’’) to pay part of the cost of penalty mail 

a 
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1 States Natior Museum will be engaged in 1955 in the follow subjec 
I ) ro and te 
\ , , new nN 
( { ( contin 
te ale the UI 
i ! publication of the re ilts the 
| “ i¢ t 
7 11 O ¢ L new nd to the publi iwppro' 
exhibl 
CHA? REQUI reED and el 
displa' 
| { mst ( I tional M ! I ure for 1955 for other obligat Public 
tted to this activitv: 02 Travel Hall, 
$5,000; O7 Renovation of | DI a corresponding decrease Hall a 
$5,000 9 | nt—an increase of $12,000 for storage equipment. 1 Histor 
‘ » be tr ferred fron Maintenance and operation of buildir Pla 
02 level 
T S ) M juires for travel in 1955 an i is — 
19 Q00 I 1mMmo t l ‘ ) iseum from the itut 
t tra ( } ( | it which will t whollv expended ) 
! ) ma 1 anprals ! ortant collections offered donat | Co 
the t tion of comparative stu by the staff in other institutions for t 
pur} pr oc! itation of tl national eollectio as refer 9 (‘o 
mater and field i rations and explorations to complete basic refer 3 Co 
collectio No funds are available for travel required in the development of t | 
long-time roor for t renovation of ex! its, and the present limitat 1. Ha 
pr t e of exhibits funds for this purpose 
The addi mal $5,000 requested would be expended as follow 
iy a {1 work to obtain materials for forezrounds of animal and pla For 
exhibits, both livi and fossil, to insure the creation of purposeful educ Ren 
tional display $3,000 
2) Consultation with other museum exhibits experts, including supplier 09 | 
und contractors leading to improved design of contemplated exhibits: evalua Th 
{ of newly developed exhibition techniques and processes for applicatio over 
and adaptatio to our own requirements; ascertainment of methods fo amou 
practi al utilization of commercially available materials in the e tructio Fund 
of displays; study of recent improvements in the lighting of exhibits; an Th 
dete tion of the effectiveness of methods for presenting the explanat (1) | 
{ ‘ abel SY? OOO 
In view of the magnitude of the planning, development, and execution of thi 
ePXNIDLION renovatiol program, a d the large ums proposed to be inve Le 
therein, the Institutio onsiders i part of good management to spend a rela 
ti ly all 1 of money in obtaining the best available information concerni: Jus 
f progra have been su lly completed elsewher« This i Divis 
fo yn « be o ied by fi | ‘sonal inspection, not only of the ry 
finished display but also of the techniques employed in the preparation of the mane 
exhi 
com 
0 VU oderr , f exhibits n ¢ 
lr 1955 me 3.500.000 people are expected to visit the Smithsonian Institu biliti 
tion, exclud the National Gallery of Art and National Zoological Park. They | hes 
will come to see the Nation’s treasures in science, art, and history and to find fabri 
inspiratio ple ire, and instruction in the exhibits illustrating our scientific rawl 
cultural, and historical development. The huge attendance offers the oppor eartl 
tunity to impart to millions information concerning the history and traditior pew 
of America and to impress them with the hard work, earnest thought, and sac bras: 
rifices that have laid the foundations of our national well-being. It is also ar mois 
opportunity to give them a summary of the processes and conclusions of th pest 
sciences which have developed our knowledge of man and the resources of the sv 
world which we live With this opportunity goes the responsibility on the for 
part of the Institution and the Federal Government to present the national for t 
collections with dignity, clarity, and effectiveness. We believe that the impre 110 
sions which the millions of visitors gain in our halls will inspire them with a very drav 
real appreciation of the tremendous advances made in the development of human equi 
knowledge in the past 150 years. shel 
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1955 


Our visitors belong to the generations which have been heavily indoctrinated 
the use of visual aids in education, the pictorial presentations of volved 
jects in the press, modern display advertising, comic strij the movi ! i 
1 television Cheir habits of idea reception have become conditioned to t é 
ew means of communication These and ovher techniques of presentatu 
tinue to advance to igher leve of technu excellence \ 1c equence 
L'nited States National Muse 1 found at il to iitiate L pre im 
the progressive renovavion of its exhibition hs order to conti ) 
ict the attention and active imerest of the | dav public ( . 
ved for 1954 the sum of $360,000 to begin the program of rehabilitati 
l in the | nited Stats National Museu 1, 8O that they will be ar 
effective, as well as scholarly, and meet the higl tandards of preseni-da 
plavs The 1954 program is now well underway in collaboration w ( 
Publ Buildings Service for the rehabilitation of the White House ¢ { ‘ 
Hall. the American Indian Hall, and portio of the North Ameri \lan il 
Hall and Bird Hall The temporary building in the west court of the Natura 
History Building for storage and r toration of exhibits has j been cor 
Pla for the furtherance of the exhibit renovation program 1 Yoo i\ Dat 
ped which it is estimated will cost $355,000-—S5,000 | { the 
ible in 1954 Chis program will include the following renovation pre 
Summary of exhibits ? ation projects, fiscal year 1956 
Continuing work of North American Mammal Hall, Natural History 
fo Bntidins S58. 000 
2. Continuing Bird Hall, Natural History Building 79, 000 
LO pit ng Hall 23 Ant! ropol yy Latin erica Natural History 
15, 000 
t. | Culture), Natural History Buildi 203, 000 
309, 000 





I vation of Exhibit 1955 accompanying the 1955 estims 


binder 


Che United States National Museum requires for 1955 for equipment an it 


crease 
t over 1954 amounting to $12,000 for the storage of the national collection Thi 
Cl amount is to be transferred from Maintenance and operation of b ling 
Funds for this purpose were eliminated 3 vears ago and must be re red 
The 1955 storage equipment requirements of $12.000 are listed below 
Department of Anthropology 
00 storage cases and 165 drawers and 102 shelves (ethnology S6. 630 
O 100 storage cases and 280 storage drawer archeology 5, 370 
‘ Total (4,032 cubie feet 2, 000 
I J fication of this amount i iven below 
}) ) ‘ Ethno gy 
, The Division of Ethnology i responsible for the object ra titutir he 
sterial culture of aboriginal roups throughout { world These coll ( 
pr 202,451 specimens individually discrete and for the most part pe ube 
acter heir preservation constitutes one of the fundamental resy 
es of this Division and requires weekly inspection and special tec} 
’ he objects are made from many diverse materials, including baleen, bi n 
cotton, linen, silk, hair, and wool), feathers, fur, horn, ivory, lea ! 
wwhide, and other animal products, shell, basketry, bircehbark, wood, parc} 
»p earthenware compositions and pls tics, plaster Loneware, porcelain, 1 
pewter and other metallic alloys, Sheffield plate and sterling silver, gold, bro 
d sa brass, copper, tin, iron, and steel All are subject to deterioration or dama | 
i oisture, excessive dehydration in non-air-conditioned housit unlight, in t 
re oxidation, or che I 1ical decon position 
the No facilities such as air-conditioned rooms or even safe storage are now available 
the for most of these objects. To provide minimum storare facilities, there is need 
Iona for the construction of 26 standard quarter-unit storage cases 1,040 including 
ipr 110 standard quarter-unit drawers, depth 4 inches ($402), and 55 quarter-unit 
, ver drawers, depth 6 inches ($239) ; and 64 half-unit storage cases 1944 inches in depth, 
ima equipped with adjustable metal brackets for shelf support $4,181) and 192 


shelves with adjustable brackets ($768 
The total amount requested for this division is $6,630 
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Division of Archeology 


The Division of Archeology is responsible for collections related to the prehi 
toric cultures of the peoples of past ages and representing such diversified societies 
as those of the Paleolithic and Neolithic peoples of Europe, Asia, and Africa, as 
well as those of the Greeks, Romans, and Egyptians and the numerous prehistori: 
Indian tribes of North, Middle, and South America. The number of catalog 
objects now totals 525,623. 

A large backlog of unclassified collections has accumulated as a result of t! 
river basin surveys. Provision must be made for the permanent preservation of 
these materials 

At present permanent storage facilities cannot be provided for the safe custod 
of such objects. The Division requires 100 standard quarter-unit storage casi 
($4,000), including 100 drawers, depth 6 inches ($432), 100 drawers, depth 8 
inches ($490), and 80 drawers, depth 10 inches ($448, for these archeological 
specimens. 

The total amount requested for this Division is $5,370. 


INTERNATIONAL EXCHANGE SERVICE 


In accordance with executive agreements, treaties, international acts, or co: 
ventions between the United States Government and signatory governments ri 
lating to the exchange of publications, the International Exchange Service will 
be engaged in 1955 in the following recurring work programs: 

(1) Transmission of United States and other domestic publications to 
foreign countries signatory to the above agreements. 

(2) Receipt of foreign publications and their distribution to United States 
agencies and other domestic institutions. 

The volume of publications received from foreign countries for addressees it 
he United States during the 1953 fiscal year was greater than that received in any 
year since 1939, and is expected to reach 160,000 pounds in the fiscal year 1955 
The volume of domestic publications for shipment abroad is expected to total 
780,000 pounds. 


DECREASE REQUESTED 


The International Exchange Service requires for 1955 for transportation of 
things a decrease below 1954 of $13,000. The total amount available for this 
purpose during the fiscal year 1954 is $55,000. This substantial increase over 
the amount available in 1953 was appropriated fer the purpose of removing a 
very large backlog of shipments pending at the beginning of fiseal year 1954 
because of insufficient funds in 1953. The 1954 allotment of $55,000 will permit 
the shipment of an estimated 1,157,990 pounds, and the reduction of the backlog 
to that which would normally be on hand in processing the publications for 
shipment. As a consequence, the amount requested for 1955, namely $42,000, 
for transportation of things, is $13,000 less than the amount required in 1954 
This amount is to be transferred to other general services to pay in part the costs 
of penalty mail. 


MAINTENANCE AND OPERATION OF BUILDINGS 


The Maintenance and Operation Division will be engaged in 1955 in the 
following work programs: 
I. Regular recurring annual work program: 
A. Protection of the buildings and collections against fire, theft, or damage 
B. Operation of heating, lighting, and ventilating systems, and furnishing 
telephone, elevator, and truck services to the Smithsonian group of bulidings 
C. Maintenance of the buildings which involves the operation of 7 shops: 
Sheet metal, paint, cabinet, plumbing, blacksmith, machine, and canvas; 
and the providing of cleaning and labor services. 
D. Construction of storage and exhibition equipment and various scien- 
tific devices. 
II. Long-term work program: 
A. Alterations and improvements in the Natural History, Arts and Indus- 
tries, Smithsonian, and Freer Gallery of Art Buildings. 
B. Resurfacing sections of service roadways and sidewalks. 
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DECREASE REQUESTED 


The Division of Maintenance and Operation requires for 1955 a decrease below 
1954 of $12,000 in the item for the rehabilitation of exhibition buildings rhis 
decrease is to be transferred to the United States National Museum for the 
purchase of additional storage equipment. 

0? Other contractual services (rehabilitation of exhibition buildings) 

The Smithsonian Institution is responsible for the operation and maintenance 
of one of the most important groups of public buildings in the National Capital. 
It includes the Smithsonian Building, the Arts and Industries Building, the Na- 
tural History Building, the Freer Gallery of Art, and tlhe Aircraft Building, as 
well as a group of small temporary buildings on the south side of the Mall. The 
Smithsonian group of buildings is important because some 3,429,375 visitors 
now pass through its exhibition halls every year—an increase of 140 percent 
since 1933, while the total number of objects of art, science, and history now 
comprising its world-famous national collections is 34,764,345—an increase of 
144 percent since 1933. 

Comparisons with 1933 have been made because since that time only a few 
small sums have been appropriated by Congress, as emergencies have arisen 


for the repair of Smithsonian buildings. These buildings are 101, 72, 40, and 31 
years old, respectively. As a result the Congress has approved appropriations 


amounting to $195,500 for 1954 for the purpose of initiating a program of re- 
newal, restoration, or rehabilitation of the exteriors and interiors of these build 
ings, including floors, walls, windows, ceilings, and roofs, electric lighting, steam 
lines, and water systems, It is planned to continue this long delayed rehabilita- 
tion program in the fiscal year 1955 so that the results of many, many years of 
neglect may be eventually overcome; that the Smithsonian group of buildings 
may regain a reasonably presentable and pleasing appearance for the millions of 
Americans who annually visit them; and that the future cost of building main- 
tenance may be subsequently curtailed. 

The 1955 list of projects in furtherance of this long-time program of progres 
sively rehabilitating our main exhibition buildings is given in detail in the following 
table by buildings and according to priority under each building: 


Maintenance and operation of buildings—Rehabilitation of buildings program, fiscal 
year 1956 


SUMMARY OF PROJECTS 


Natural History Bldg. (1910) 


1. Remodeling public comfort rooms _... $19, 750 
Arts and Industries Bldg. (1881) 

1. Replacement of steam supply line ‘ $20, 000 

2. Painting exhibition halls 25, 250 

3. Replacement of folding gate, north entrance 2, 500 


417, 750 
Smithsonian Bldg. (1852) 
1. Installation of lighting fixtures in west end exhibit 


area nae ; 15, 000 
2. Replacement of hydraulic freight lift 9, 000 
3. Rehabilitation of public comfort rooms 9, 000 


33, 000 
Freer Bldg. (1922) 


1, Replacement of steam supply and return lines 30, 000 
2. Modernization of lighting in exhibition galleries and 
office rooms 20, 000 
3. Redecorating exhibition galleries, gallery corridors, 
and office rooms 33, 000 
835, OOO 
ND tik see ichasnice oasis ; i andidhcesicpe , 183, 500 


For detailed justification of each of the above projects, see illustrated binder 
entitled “Rehabilitation of Buildings, 1955’’, accompanying the 1955 estimates 

Note on estimates: Comfort rooms, United States Tile & Marble Co.; folding 
gate, International Stee! Co.; steam lines, 8. E. Dockstader Co.; lighting, Potomac 
Electric Power Co. 
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OrnerR GENERAL SERVICES 


The seven service divisions included under the caption, ‘Other general services 
will be engaged in 1955 in the following recurring work programs: 
(1) Recruitment, placement, 
personne! 
2) Acquisition, auditing, and accounting of funds 
3) Procurement of services, supplies, and equipment. 
1) Kditing, printing, and distribution of publications. 
5) Furnishing of library services 


6) Furnishing of photographic services. 
INCREASE REQUESTED 
Other general services requires for 1955 an increase over 1954 amounting to 


$13,000 to meet part of the cost of penalty mail payments. The detailed estimat: 
of the cost of this new expenditure item amounts to $15,958. This amount 
includes: $4,719 to cover the Institution’s correspondence ; $7,639 for book mail- 
ings by the International Exchange Service; and $3,600 for publications mailed 
directly from the Government Printing Office for the Smithsonian Institution 
Diffusion of knowledge, which is 1 of the 2 basic functions of the Smithsonian 
Institution, involves among other things the use of the United States mails: and 
the privilege of penalty mail has always greatly aided the Institution in carrying 
out this function. The Institution’s base appropriation, however, is so far below 
its fundamental requirements (our resources now being far less than they were in 
1932), it is felt that the nonrecurring amount of $13,000 in the International 
Exchange Service’s transportation item for 1955 might properly be retained in th 
basic appropriation for 1955 and reallotted to “Other general services”’ 


to meet 
in part the 1955 estimated costs of new penalty mail payments 


Senator SALTonsTaLL. The House put in the full budget estimates» 
and there has been no change. No change is requested. 

Dr. Carmicuagn. That is right. 

Senator SaLTONSTALL. If there are no questions, we will let the 
record stand with your prepared statement. 

Dr. Carmicuar.. Thank you very much. 

Senator SALTONSTALL. Is there anybody here representing the 
Federal Power Commission? 

Is there anybody on the Indian Claims Commission? 

Then we will take up the Civil Service Commission, 


CIVIL SERVICE COMMISSION 


STATEMENTS OF PHILIP YOUNG, CHAIRMAN; GEORGE M. MOORE, 
COMMISSIONER; FREDERICK J. LAWTON, COMMISSIONER; 
JOHN M. MACY, JR., EXECUTIVE DIRECTOR; DAVID F. WIL- 
LIAMS, DIRECTOR, BUREAU OF MANAGEMENT SERVICES; 
AND PIERCE J. GERETY, CHAIRMAN, INTERNATIONAL ORGAN- 
IZATIONS EMPLOYEES LOYALTY BOARD 


PREPARED STATEMENT 


Senator SaALronstaLu. The House accepted everything that you 
wanted with the exception of the investigations of United States 
citizens for employment by international organizations. There was 
an appropriation request of $900,000. The House allowed $400,000, 
and you are requesting the full amount to be restored. Why is it 
necessary to restore it? 

Mr. Young, you have a prepared statement that we will put in 
the record at this point 

(The statement referred to follows): 


classification, counseling, and termination of 
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riences. I am confident that such a program will result in a higher quality of wor! 
being performed with the use of fewer employees. 

Our ability to carry out our planned program will depend upon the resource: 
made available to us. One of the primary reasons for our reorganization was t 
establish a group of professional and technical workers who would have the know 
how and responsibility for developing programs for improved Federal personn 


management. I am thoroughly convineed that the money we spend for tl 
program-planning activity will result in savings many times greater than its cost 
through increased efficiency and productivity throughout the Government. 
These areas I have just discussed are only the highlights of some of the problen 
confronting us in the field of personnel administration. We have made substa: 


tial progress in some of these areas while, in others, we are just starting. 

Now I would like to comment briefly on the action taken by the House with 
respect to the Commission’s budget request for the fiscal year 1955. In general 
we are well satisfied with the consideration given our budget by the House of 
Representatives; and, with one exception, the Commission has no objection to 
the bill, H. R. 8583, as it passed the House. With respect to the appropriation, 
‘Investigations of United States citizens for employment by international 
organizations,” the House made a cut of $500,000 from the $900,000 budget 
request 1 refer to page 16, line 17 of the bill—H. R. 8583. This appropriatio: 
is used jointly by the Commission and the Federal Bureau of Investigation for 
the conduct of investigations of United States citizens employed or being con- 
sidered for employment in international organizations in which the United States 


isa member. This appropriation also finances the expenses of the International 
Organizations Employees Loyalty Board established by Executive Order 10459 
There is no indication from latest information furnished us by the State Depart- 


ment that the workload for fiseal year 1955 will be different from that contained 
in the budget request. The total scope of activities of the international organiza 
tions is expanding, and there is every reason to expect that these organizations 
will desire to employ an increasing number of American citizens. It is highly 
desirable that investigations be performed without delay in order that qualified 
Americans be employed by these organizations in proportion to the relative size 
of our financial contribution in comparison with the contributions of other 
governments 

I strongly recommend that the full amount of $900,000 be made available for 
fiscal year 1955 rather than risk the possibility of delaying the investigations of 
American citizens being considered for employment by these international 
organizations until a supplemental request for funds could be acted on by the 
Congress. Based on the current workload and rate of spending, it appears likely 
that there will be an unobligated balance of approximately $500,000 remaining 
from the $1,200,000 appropriated for this purpose for the current fiscal year. 
This balance does not carry over so as to be available during fiscal year 1955. 
However, in lieu of restoring the $500,000 cut by the House, the Commission 
would have no objection to a change in language in the bill which would permit 
this balance to be used during fiscal year 1955. Such an authorization together 
with the amount of $400,000 approved by the House would also provide a total 
of $900,000 for this program. 

Incidentally, these funds may not be used for any other purpose by either the 
Commission or the FBI; and, in the event that the anticipated workload does not 
develop, the unrequired funds will, of course, be returned to the Treasury. 

I would also like to remind the committee that no funds are included in our 
budget request for the Civil Service Retirement Fund to cover either the Govern- 
ment’s normal contribution to the fund or interest on the unfunded liability of the 
Government. We propose to defer these items until such time as the findings and 
recommendations of the Committee on Retirement Policy for Federal Personnel, 
created by Public Law 555, are made available and both the executive branch of 
the Government and the Congress have had an opportunity to review them. 

This brief summary of the highlights of the program we propose for fiscal year 
1955 concludes my formal statement. We shall be glad to discuss the programs 
of the Commission in as much detail as the committee desires, 


fELEGRAM FROM AMBASSADOR LODGE 
Mr. Younes. Also, you may wish to insert in the record a telegram 


from Ambassador Lodge on the subject which I can read. This is 
from Ambassador Lodge addressed to the Secretary of State: 
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Re Civil Service Commission budget request for fiscal 1955 to finance Executive 
Order 10422 investigations 

Request you advise Philip Young, Civil Service Commission, that he may 
nform Senate Appropriations Subcommittee of my support; his request for 
000.000 fiscal vear 1955 to finance Executive Order 10422 investigations on basis 
following information coming to me from Department 

4. The actual experience to date, fiscal year 1954, indicates $700,000 will be 

drock minimum requirement for fiscal year 1955, assuming no increase in 

imber of investigations required during fiscal 1955 

B. Restoration of the remaining $200,000 is justified on the assumption that 
international organizations will considerably increase their employment of 
American nationals. During most of fiscal 1954 international organizations 

erely curtailed their employment of American nationals for various reasons, 
one of which undoubtedly was the fact that the Executive order investigation 

juired such a long period of time Now that process of investigation has been 
peeded up—due partly to elimination of backlog and partly to improved pro 
cedures—it is anticipated that recruitment of Americans, both as regular staff 
members and as experts and consultants, will increase. In view of this fact it 
is deemed most unwise run risk of inadequate financing costs of investigation 


(Signed Lopat 


REQUEST FOR RESTORATION 


Senator SALTONSTALY. You have two statements to put in the 
record. One is your formal address to the committee and the other is 
vour letter to the chairman to request restoration of the $500,000; 
is that correct? 

Mr. Youna. That is correct. That letter is dated April 6. 

(The letter referred to follows: ) 

Unirep Sratres Civit Servick ComMMISSION, 
Washington, Gp. ¢.. April 6, 1954 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in Charge of 
Inde pe ndent Offices Appropriations Bill, 19656, 
l nited States Senate. 

DEAR SENATOR SALTONSTALL: Your letter dated March 29, 1954, requested 
information as to what changes | deem necessary in the independent offices 
appropriation bill (H. R. 8583) for fiscal year 1955, which passed the House on 
March 31, 1954. 

lhe House bill contained four separate appropriation items for the Civil Service 
Commission, as follows: 


1. Salaries and expenses $15, 575, 600 
2. Investigations of United States citizens for employment by inter 

national organizations 100, 000 
3. Annuities, Panama Canal construction employees and Lighthouse 

Service widows 2, 354, 000 
1. Payment to Civil Service Retirement and Disability Fund for 

increases in annuities provided by the act of July 16, 1952 20, 623, 000 


With the exception of the item “Investigations of United States citizens for 
employment by international organizations,’ the Commission has no objections 
to the bill (H. R. 8583) as it passed the House. 

With respect to that appropriation, the budget request was for $900,000. The 
House cut this item to $400,000, a reduction of $500,000. This appropriation 
is used by both the Civil Service Commission and the Federal Bureau of In 
vestigation for the conduct of investigations of United States citizens employed 
or being considered for employment in international organizations in which the 
United States is a member. The appropriation also finances the expenses of 
the International Employees Loyalty Board established iri the Civil Service 
Commission under the authority of Executive Order 10459. It is my recom- 
mendation that the full amount of the House cut be restored for this appropriation, 
bringing the request to $900,000 (reference: p. 16, line 17, of the House bill 
My reasons for such recommendation are as follows: 

1. There is no indication, based on information furnished us from the Depart 
ment of State, that the workload of investigations to be conducted during fiscal 
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INTERNATIONAL ORGANIZATIONS EMPLOYEES LOYALTY BOARD 

I have with me Mr. Pierce Gerety who is the chairman of the Inte1 
national Organizations Emplovees Loyalty Board, who is ready and 
willing to answer any questions you may have with respect to tha 
particular operation 

Senator SALTONSTALL. Have you anything more that you wish t 
say concerning it at the present time? 

Mr. Young. | think the basic reasons as to why we ask for the 
restoration of the funds are set forth in the letter addressed to you 
Anything I would say at the present time would merely be an ex- 
pansion on those particular reasons. We consider it most unfortunat: i 

ma as | 
that this cut was made. This ts a job over which the Civil Service | 
Commission has no control with respect to the workload. We have to | 
depend upon the estimates of the Department of State basically as to H 
how man investigations we may look forward to during the course | 


of the fiseal vear. The State Department as well as Ambassado! 


Lodge feel very strongly that the number of investigations will b: 

such that we should not run the risk of having the full amount we re 
que sted cut down 

You had $1,200,000 last vear? 
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Senator SALTONSTALL. Certainly. 
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:; indicates you would like to have done, it would be necessary to co! 
sider not only the appropriation fot this fiscal year, 1954, but the 
‘ appropriation for the fiscal year 1953 because actually this whol 
program started shortly after President ‘Truman’s Kxecutive order « 
January 1953 There was $1,417,000 spent in 19 We have so f: 
| en or obligated pout > rv oO} he 1954 appropriatio sO 
pent or obligated a total of $1.947.000 : i hh e proce ( 
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i wever, that the future case hould not be unduly hard be ( 
rogram itself. | think. 1s keepn a lot of people wi } eStLo 
backgrounds out ol he applican { 
The State Department estimates that we will have 1 OXce of 
000 new applicants during the next yeas Applying that arithmet 
of 3.000 times $406 would mdicate a need for $1,218,000, which is 
roximately the amount the Civil Service Commission asked fot 
( im 1ts original budget request to the Bureau of the Bud et 
| EXPENDITURI 
: | Senator SALTONSTALL. Have you spent all of that $1,947,000? 
° i Mr. Gerery. | understand we have 
Int Senator SALTONSTALL. So that today you are without funds? 
ila Mr. Geretry. No In the figures | gave, we spent $530,000 of the 
ths 1954 money. We have ample funds for the balance of the vea: 
Senator SALTONSTALL. That would mean vou had approximately 
ale $700,000 left 
; Mr. GERETY That is correct 
mt Senator SALTONSTALL. So you have $700,000 to spend betwe 
ino now and July, is that correct? 
n ¢ Mr. Gerri That is approximately correct 
mn Senator SALTonstauL. There will be an unexpended balan 
rye carry over That balance will be available to vou for | mol Veal 
a . Mr. WituraMs. It will lapse on June 30 
ated Senator SALTONSTALL. You have enough money to carry you to 
. the end of the vear You estimate 3,000 cases? 
ado Mr. WiuuraMs. That estimate ts from the State Department 
It f 
a rOTAL EMPLOYEES ON UNITED NATIONS BUSINESS 
Senator SALTONSTALL. What is the total number of employ 
all this United Nations business? 
Mr. Youna. United States citizens employed? This applies to just 
United States citizens emploved by the international organizations 
It is also misleading because it is often necessary to investigate 3 or 4 
re ol or 5 for every one that is appointed. These will be new cases. Thesé 
are all applicants. The existing employees are somewhere mn the 
neighborhood of 3,500 to 4,000 and are alr ady in the mill before the 
International Organizations Employee Loyalty Board and are ben 
cost processed. We have eliminated most of those cases. ‘These few 
ion cases will be applicants for jobs with the forty-odd international 
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agencies. The policy of the Government as expressed in the Execu- 
tive order has been that none of these applicants may be hired by th 
international agencies concerned until they have been the subject of 
an investigation and their loyalty has been determined by the Inter- 
national Organizations Employees Loyalty Board. 


INTERNATIONAL BOARD 


Senator Mayspank. Who is the International Board? 

Mr. Gerery. As to the membership of the Board, my name is 
Pierce ( rerety 

Senator Maysank. I mean the International Board. 

Mr. Grerety. The title is misleading. It is an American board. 

Senator Maypank. That is what I wanted to clear up. You talk 
about the International Loyalty Board. 

Mr. Grerery. It isa very misleading title. It was established under 
an Executive order of President Eisenhower. The title is Internationa! 
Organizations E mployees Loyalty Board but it is part of the United 
States Civil Service Commission. 

Senator SaLronstaLL. This Loyalty Board cannot use any of the 
funds of the Civil Service Commission? 

Mr. Youna. That is correct. The funds appropriated for investi 
gations and for the work of this Board as required by Executive 
Order 10422 as amended, cannot be used for anything else, either by 
the Civil Service Commission or any other agency. 

Senator SALTONSTALL. This Board is one appointed by the Presi- 
dent under Executive order, or is it under law? 

Mr. Youna. It is appointed by the Civil Service Commission, 
but was established under an Executive order of the President. 

Senator SALTONSTALL. That will be a continuing board at least 
through the fiscal year 1955? 

Mr. Youne. It will have a continuing job to do as long as we are 
going to pass on the loyalty question of United States citizens working 
for international organizations. 

Senator SALTONSTALL. These international organizations comprise 
not only the United Nations with the employees in New York, but 
the United States citizens employed in international organizations 
all over the world? 

Mr. Youna. They encompass every organization where the United 
States is a member and where United States citizens are employed. 

Senator SALTONSTALL. It would not apply to United States Em- 
bassies and that ty pe « »f service? 

Mr. Youna. No, it would have nothing to do with that. 


INTERNATIONAL COMMISSION 


Senator SALTONSTALL. Would it apply to the international commis- 
sions? 

Mr. Youna. Yes. There are about 40 such organizations. 

Senator SALTONSTALL. Your $900,000 is based on an estimate of 
3,000 cases? 

Mr. Youna. Estimated by the State Department. 

Senator SavronsTauy. I think I asked the question and I do not 
think I have the answer in a straight form. If you know, how many 
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people are actually working for these international organizations at 
the present time? 

Mr. Youne. How many United States citizens? 

Mr. Gererty. I think it is between 3,500 and 4,000. 

Senator SALTONSTALL. The 3,000 cases that you figure will be esti- 
mated to investigate are the turnover in that 3,500 employees, plus 
additional applicants? 

LARGE TURNOVER 


Mr. Gerety. That is correct. There isa large turnover. In addi- 
tion when they have meetings, such as the General Assembly which 
periodically meets in New York, they add a large number of Ameri- 
cans who work temporarily during that special series of meetings. 
Under the Executive order, all of those persons must be investigated 
before they are hired. 


EFFECT OF FAILURE TO INCREASE FUNDS 


Senator SALTONSTALL. If we held up these funds and gave you what 
the House allowed, either you would have to come back here for a sup- 
plement or else you would hold up investigations in putting new 
employees to work? 

Mr. Gerery. It would return us to the situation which has been 
severely criticized, that of delaying the investigations to the point 
where the international agencies have not been hiring Americans. 

Senator SALTONSTALL. Could these international agencies hire citi 
zens and pay them out of United States appropriated funds who were 
not United States citizens if the money ran out to investigate United 
States citizens? 

Mr. Gerety. They do not use United States appropriated funds to 
hire these people; they use international funds, substantial parts of 
which have been contributed to the organization by the United States 
Government. 

Senator SALTONSTALL. Supposing the money runs out? 

Mr. Grerety. Our money to conduct investigations? 

Senator SALTONSTALL. Yes. 


HIRING OF NON-AMERICANS 


Mr. Gerety. They will hire non-Americans. 

Senator SALTONSTALL. They have authority to hire non-Americans 
when the money runs out to investigate Americans? 

Mr. Grerety. Surely. 

Mr. Youna. I suspect we are talking about two different things. 

Senator SALTONSTALL. If I understand my own question right, that 
is an extraordinary situation. 

Mr. Youna. If there is no money left in this appropriation to inves- 
tigate Americans for these international organizations to hire—and 
as long as we still have this agreement that we are going to investigate 
Americans before they hire them—instead of hiring Americans, the 
international organizations will hire persons of other nationalities. 

Senator SALTONSTALL. How are those people examined? 

Mr. Gerry. They are not. 
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a ioreicner, up ho had no investigation at all conducted of him as ti 
lovalt to the American cause Do you mean to say that the inter 
national organization could hire that non-American, pay him out o 


American funds or pay him out of the funds to which Americans cor 
tributed and still not hire Philip Youne? 


stALL. What is the use of this, then? 
Mr. Youna. The use of this is simply the fact that it has been felt 
all the way along that American citizens working for these interna 
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Vir. Gerery. None of the countries which contribute the funds t 
anv ol these inter ational agencies have control over the hiring or th 
firing under the principles of international law which we have sub 
scribed to. Those agencies are international bodies which hire their 
own personnel. We did work out an arrangement with them unde: 
which they will hire Americans only after we have investigated them 
There is one other fact hat should be borne in mind, That is tha 
by agreement of all of the nations with the international agencies 
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There has been a decline in the number of Americans even in the 
internationally recruited jobs, as they eall them, 

| would like to call your attention to page 118 of a Report of th: 
Special Study Mission on International Organizations and Move 
ments of a subcommittee of the House Committee on Foreign Affairs 
in which the) said that one of the effects of this procedure has been 
this 
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ol ati R ent of United States citizens has been drastically cur 
ta ne of e organizations it is practically nil. 
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HIRING NON-AMERICANS EASIER 


In those cases they are hiring non-Americans because it is easier 

Senator MayBank. That is exactly what the chairman said. | 
speak most respectfully of your organization, and the order of the 
President. Because we have not enough money or have not investi- 
vated enough people, they can hire whoever they want with the 
United States money along with the other nations. Is that right? 

Mr. Gerery. That is correct 

Mr. Youna. That same report emphasizes the fact that the loyalty 
standards which have been applied with respect to United States 
citizens should not be relaxed. 

Senator SALTONSTALL. | bet Russia has no relaxation on whom she 
hires. 

Senator SALTONSTALL. Outside of this appropriation cut which the 
Civil Service is req ue sting back at the request of the State Department 
ind these international organizations, it is a job entirely outside of your 


jurisdiction except for the money and the investigation you perform. 


The rest of the law is satisfactory to you as passed bv the House Is 
that correct? 

Mr. Youna. That is correct 

Senator SALTONSTALL. You are satisfied with the money? 

Mr. Youna. Yes. 

Senator SALTONSTALL. You can do all the work you believe you 
have to do? 

Mr. Youna. | believe we can do an effective job with the amount 
if money allowed to us by the House 

Senator SALTONSTALL. Are there any questions by any member? 

Senator Dirksen. Only on this item or on the rest? 

Senator SALTONSTALL. The Chair was under the impression the 
matter is now open. The only change in the bill is on this item we 
discussed. They are giving their arguments. Otherwise, the House 
left the budget as is. ‘There is no request for change 

Senator Dirksen. I did have a question or two 

Senator SALronsTaALu. That certainly is your privilege 


REDUCTION IN FEDERAL PERSONNEL 


Senator Dirksen. Mr. Young, | think the figures you submitted 
for the House hearing were generally effective for December 30, 1953; 
tables, estimates, et cetera. | wonder if you have an auxiliary figure 
in mind showing what the reductions in domestic personnel may be 
as for the latest date you may have a compilation. December 30 was 
the beginning of the present calendar year. Something more than 
} months have elapsed since that time. I believe your estimate then 
was a reduction of 207,000 civil positions. 

Mr. Youna. As of February 1954, the total Federal employment, 
number of Federal employees stood at 2,339,779. That is the Feb- 
ruary figure, which is slightly below the December figure, which was 
2,356,238. 

Senator Dirksen. That would make your latest figure of reductions 
about what? 

Mr. Wituiams. That would be 222,958. 
















Senator Dirksen. Did you break 
agencies and departments? 

















have it available. 










BREAKDOWN OF 








Senator Dirksen. 
ments? 
Mr. WiuurAMs. No, sir. 


Senator DIrKsEN. 





























(The material referred to follows:) 
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Federal ¢ 


















Agency 











Executive Office of the 
White House Office 
Bureau of the Budget 
Committee on Retirement Policy for Federal Personne] 
Council of Economic Advisers 
Executive Mansion and Grounds 
Missouri Basin Survey Commission 
National Security Council 

National Security Resources Board 

Office of Defense Mobilization 

Office of the Director for Mutual Security 

President 


zation 


President 



















































































tion 
Executive department 
State 
lreasury 








Department of Defense 
Office of the Secretary of Defense 
Department of the Army 
Department of the Navy 
Department of the Air Force 












































Justice 
Post Office 
Interior 











Agriculture 

Commerce 

Labor aie 

Health, Education, and Welfare * 
Independent agencies 

American Battle Monuments Commission 

Atomic Energy Commission 


















































Board of Governors, Federal Reserve System 
Canal Zone Government 

Civil Aeronautics Board 

Civil Service Commission 

Commission on Foreign Economic Pelicy 
Commission on Intergovernmental Relations 
Committee on Government Contract Compliance 
Defense Materials Procurement Agency 

Defense Production Administration 

Defense Transport Administration 

Economic Stabilization Agency 

Export-Import Bank 

Farm Credit Administration 

Federal Civil Defense Administration 

Federal Coal Mine Safety Board of Review 
Federal Communications Commission 
Federal Deposit Insurance Corporation 
Federal Mediation and Conciliation Ser, 
Federal Power Commission 

Federal Trade Commission 

Foreign Operations Administration 
General Accounting Office 
General Services Administration 
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See footnotes at end of table, p, 117. 





REDUCTIONS BY 


December 


Advisory Committee on Government Organi- 


President’s Commission on Immigration and Naturaliza 


down for the House by 


Mr. Wixuiams. We did not. We were not requested to. 














1952 


248 
470 


31 
95 
27 
22 
78 
162 
144 


19 | 


31, 987 
87, 846 
(1, 330, 168) 


2, 258 


538, 180 | 


474, 608 
315, 122 
30, 479 
§25, 217 
55, 778 
67, 406 
56, 452 

6, 353 
37, 538 





DEPARTMENTS 


116 INDEPENDENT OFFICES APPROPRIATIONS, 1955 












Is it much of a job to break it down by depart 


[ wonder if you would not insert at this point in 
the record where those reductions have obtained. 


e Commission comparative table showing net changes in worldwid 
lian employment levels, by agency, December 1952-February 1954 









February 


1954 Net chang 









ons 17 
420 () 

16 +18 

26 

127 +3 

(‘) | —27 
27 | +5 
(2) 78 
326 | +164 

(3 | —144 

) } 

(5) | —19 
20, 249 | §—11, 738 
82, 361 | —B5, 485 
(1, 167, 634) (—162, 534) 
1,811 | 447 
450, 468 | —87, 712 
426, 662 —47, 946 
288, 693 — 26, 429 
29, 77 705 

6 504, 558 | —20, 659 
51, 757 ~4, 021 

7 67, 902 +496 
42, 448 §&—14, 004 
4, 926 —1, 427 
36, 398 —1, 140 
447 | 6 

6, 322 | —434 
570 | +3 

2, 461 | —306 
540 | 17 

4, 480 —721 
34 +34 

32 +-32 

(12) 12 
(13) — 156 
(14) | —350 
33 —114 

i) —9, 720 
129 9 

773 | +773 

682 | —81 

8 | +2 

1, 141 | +33 

1, 022 5 
353 —32 
665 +5 

ARS —62 

5, 116 | +5, 116 
5, 876 | —316 
27,213 | —1, 726 
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S. Civil Service Commission comparative table showing net changes in worldwide 
Federal civilian employment levels, by agency, December 1952-February 1954 
Continued 













| 





s December February ' 
Agency 1982 1954 Net cha 










Independent agencies—Continued 


















































depart Government Contract Committee qa j 0 ) 
Government Printing Office 7, 699 | 067 632 
Housing and Home Finance Agency 12, 504 | 10, 820 1, 684 
Indian Claims Commission 11 14 } 
. Information Agency ( 9, 132 LQ 132 
oOint i Interstate Commerce Commission » O17 1, 88% 1 
Motor Carrier Claims Commission ~ (16 8 
Mutual Security Agency 4,474 qa 1,474 
National Advisory Committee for Aeronautics 7, 248 7,049 | 199 
National Capital Housing Authority 58 $33 
National Capital Planning Commission 6 19 +1 
orlda National Capital Sesquicentennial Commission 2 (i? 
‘OF National Labor Relations Board 1, 328 1, 261 67 
ere National Mediation Board 119 116 
National Science Foundation 146 219 +73 
National Security Training Commission F, 5 
t ch Panama Canal Company 16, 165 14 » 100 
ang 
Railroad Retirement Board 2, 191 2, 2 +10 
Reconstruction Finance Corporation 2. 264 1 1, 1 
Renegotiation Board 6&2 j 
Rubber Producing Facilities Disposal Commission cs + 
+ Securities and Exchange Commission 793 7 69 
5 Selective Service System 8, 048 7,3 735 
+15 Small Business Administration (19 +49 
Small Defense Plants Administration 422 (19) 422 
+ Smithsonian Institution 827 R15 12 
2 Soldiers’ Home 750 795 +45 
t Subversive Activities Control Board 26 1 mi 
78 Tariff Commission 194 192 
+164 Tax Court of the United States 134 139 +5 
144 lrennessee Valley Authority 20, 926 22. O65 2 089 
Veterans’ Administration 176, O85 182, 300 +6, 30 
War Claims Commission § 
19 Total, all agencies 
11, 738 
5, 48 | Expired in accordance with E ecutive Order 10329, February 1958 
62, 534 l'ransferred to Office of Defense Mobilization in accordance with Executive Order 10488, May 19 
a $’ Certain functions and personnel transferred to Foreign Operations Administration and Informatior 
87, 712 Agency by Reorganization Plans 7 and 8 of 1953, August 1953. Approximately 7,000 foreign nationals 
17, O4¢ included in the employment count for the first time in July 1958 
26, 429 4 Established by Executive Order 10432, January 1953. No paid employees in February 1954 
ag § Expired in accordance with Executive Order 10392 
20, 659 6 Excludes approximately 16,000 rural substitutes beginning with the February 1958 report 
4,021 7 Farm Credit Administration became an independent agency in accordance with Public Law 202, 83d 
tr 406 Cong., April 1958 
14, 004 § Decrease in number of seamen was about 3,700; approximately 1,700 Bureau of Standards employec 
1, 42 transferred to Army and Navy; December 1952 includes 796 employees of Inland Waterways which was sold 
1, 140 to private industry. Last report as of October 1953 
Formerly reported as Federal Security Agency, Reorganization 1 of 1953, and Public Law 13, 83d Cor 
6 April 1953 
404 1” Established by Public Law 215, 83d Cong., August 1953 
t !! Established by Public Law 108, 83d Cong., October 1953 
7 : Transferred to the Government Contract Committee in accordance with Executive Order 10479, August 
1953 






Transferred to GSA by Executive Order 10480, August 1953 
‘ Transferred to the Office of Defense Mobilization in accordance with Executive Order 10433, February 
1953 
18 Expired in accordance with Executive Order 10480, November 1958 
¢ rminated by Public Law 282, 82d Cong 
‘erminated by Public Law 203, 80th Cong 
* Established by Public Law 205, 83d Cong 















, 720 * Public Law 163, 83d Cong. transferred the Small Defense Plants Administration to the Small Business 
at Administration, August 1953 

77 

A 4 NUMBER OF EXCEPTED POSITIONS 

32 Senator Dirksen. I notice also that you inserted in the hearings 
~62 on the House side a table of excepted positions, and it indicates as 
ae of December 30—315,674. Has there been any modification in that 





figure since that time? 
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Mr. Wituiams. The most recent figure we have, sir 
Is that the figure you quoted? 
Senator Dirksen. Yes. 
Mr. Witiiams. We get those figures only on a quarterly basis, s 
we would not have one until the March period ended. It will 
available the latter part of this month. 


, is December 31 


Senator Dirksen. I wish you would define here, now, in a little 


more detail, “excepted positions.”” I want 


be sure [ understand 
what excepted positions are 





DEFINITION OF EXCEPTED POSITIONS 

Mr. Youna. i can give you my definition. 
which comprise schedules A, B, and C 
excepted by Statute, are 


: 


The excepted positions 


those positions which are outside the com- 
They represent those positions in which the 
head of the agency can hire or fire the incumbent subject to provisions 
of law such as the Veterans’ Preference Act. The persons who qualify 
for such positions do not have to take competitive examinations on 
an open competitive basis. With the exception of schedule B, they 


do not have to meet any qualifications sel by the Civil Service Com- 
mission 


petitive civil service 


Senator Dirksen. I am sure our distinguished and amiable friend 


from South Carolina never minds if we talk a little practical politics 
in the committee 
Senator Maynank. | have been talking 


practical polities for 27 
years. 


Senator Dirksen. Being one of those uninhibited people who wears 


his heart on his sleeve, | do not mind saying to you that in my official 
apacity—going back to my identification with a political committee 

I go around and see these people, and lam alwaysamazed. They say 

there are only so many positions in ~ Treasury, 

many positions in the State Departme 

tions in the 


there are only so 
, there are only so many posi- 
Department of Labor or some administrative agency that 
would be available for fillmg. When I saw these terribly 
figures that were advanced, 
these Federal positions 


Being one of those people who candidly believes that certainly at 
high level a President is entitled to have people who share his view- 
point, | am wondering where we are going to find some of these jobs 
for the faithful. You are in the seat of authority here. 
telling us where these jobs are? 


y meager 
| began to wonder what happened to all 


How about 


PERCENTAGE 





OF 





EXCEPTED 





POSTLIONS 


Mr. Youne 


Senator, in the breakdown of this Federal employment 
picture, 


86 percent of total Federal employees at the present time 
are in the competitive service area. Under the rules and regulations 
they have been admitted by the examination route. Fourteen percent 
are in the excepted service we have just been talking about. The 14 
percent represents 315,656 positions. Of that 315,656 excepted 
positions, 98,200 are excepted by statute, and the balance we find 


are in the 3 schedules of positions that 1 mentioned, schedules A, 
B, and C 








plus positions which are 
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Schedule A is the largest single block, in which we have over 200,000 
obs. A close figure is 213,100 in schedule A. We have roughly 3,500 


in schedule B. We have approximately 1,000 in schedule C 


In all of those positions, particularly those in schedules A and C 
hich is around 214,000 positions, the head of the agency can hire 


one he pleases without any reference to civil service rules, regula 
ions, or competition. ‘That is where a very large portion of your 
problem lies, Senator 

Senator Dirksen. Let us see. Being a poor man who does not 
understand too readily, | see vou have 20 excepted positions in the 
Civil Service Commission The table on page 1001 of the House 
hearings bears this title, “Number of Employees Serving Under 
Kxcepted Appointment in the Executive Branch of the Federal 
(;overnment, December 30. 1953.”’ Is that correct? 


Mr. Youna. I do not have a copy of the hearmes before me 

Senator DIRKSI N, Then it lists them by agencies When Vou go 
down you find that the Civil Service Commission has 20 excepted 
positions. Just by way of illustration so | understand this, what are 





LAWYERS EXCEPTED CATEGORY 





IN 








Mr. Youna. I imagine most of those are lawyers. All lawyers are 
in the excepted category, 

Senator Dirksen. Have those all been filled? 

Mr. Youna. | think they are filled There has been very little 
change within the personnel of the Civil Service Commission 

Senator Dirksen. | would like to be a little specific about it, Mr 
Young. Here are 20 excepted positions. Those would be available 
for filling, then, would they not, without regard to the Civil Service 
Classification Act? 

Mr. Youna. The person sitting in an excepted position can be 
removed by the head of the agency except for the provisions of the 
Veterans Preference Act. If they are veterans, they cannot be fired 
without going through the complicated procedure established by that 
act. Of course, how many of this 20 at the moment are veterans, | 
cannot tell you offhand. I will be glad to let vou know, 

Senator Dirksen. So you do not actuallly know whether those 20 
positions have actually been filled since the new administration came 
in? 

Mr. Youna. I would think most of them have not been. I am not 
sure which 20 these are. 

Senator Dirksen. You say they have or have not? 

Mr. Youna. My guess is that most of them have not changed 

Senator Dirksen. So that even though these bear a tag of excepted 
positions, that did not do very much good? 

Mr. Youna. In the administration of this civil-service business, | 
think it is very important that the best-qualified people be kept on 
the job in the Civil Service Commission. You and I might differ 
as to what we consider to be the best-qualified person. 

Senator Dirksen. Well, Mr. Young, being a man who has always 
nourished a spirit of grace in his lifetime and never gets vindictive, 
[do have a problem. That is, what to say to 47 Senators on the left 
side of the aisle where these jobs are in Government. So we start 
around and we go and see the Secretary of State and we see the 
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Secretary of the Treasury and the Administrator of General Services 
Administration. Then I come like Mother Hubbard, empty-handed, 
and say that I cannot find them. But here you are on the record. 
You say there are 315,000 excepted positions. That just looks awful 
good to me on paper. 











PART-TIME POSITIONS 










Mr. Youna. It looks better on paper than it actually is. Part of 
those are part-time positions. 

Mr. Wixuiams. I can identify 14 of those 20. They are part-time 
memberships on boards. For example, Mr. Gerety occupies an 
excepted position. He spends probably a tenth of his time. 

Mr. Gerery. I wish that were true. 

Mr. Wiuuiams. We have a Fair Employment Board which employs 
7 members who collectively over a year spend about 2 man-years of 
work among the 7 of them on an annual basis. 

















LOCATION OF EXCEPTED POSITIONS 





Senator Dirksen. I am not going to let you off so easily because 

you cannot scare up 14,990 boards. That is the number of excepted 

positions in the State Department. ‘Tell us a little about those 

If we cannot come to your shop for an answer, where do we go? 
Mr. Youna. For an answer to where these positions are? 

Senator Dirksen. Yes. 















SCHEDULE A POSITIONS 





Mr. Youna. Certainly we can tell you where these excepted posi- 
tions are in schedules A and C. Of your 213,000 in schedule A, 
something like 68,000 are civilian employees overseas, outside of the 
career foreign service. About 8,000 of the total are lawyers. 

Senator Dirksen. You are talking about schedule A now? 

Mr. Youna. Yes. That is a very important schedule. 

Senator Dirksen. That is included in this overall group of excepted 
positions? 

Mr. Young. It is the largest single block. That is why I am talk- 
ing about it. 

Probably 80,000 are part-time jobs. These three categories are 
about the largest groups in there. The balance, of course, varies all 
over the map from the Treasury bank examiners to the cooks on the 
Department of the Interior river barges. It includes the Coast 
Guard lamplighters. It includes the professional and scientific men 
on the Coast and Geodetic Survey vessels. 

We have been reviewing schedule A over the last few months trying 
to make some sense out of it. We have been shifting those positions 
in schedule A of a policy character into schedule C in order to get them 
identified more closely. Where we find that they are a career type 
of job which should be in the competitive service, we have moved them 
into the competitive area in the same way we have been moving 
positions from the competitive service into schedule A. 

The schedule A type of position is that type of position which to 
my mind has a regular definition of not being the type feasible to 
examine for. I have a feeling that perhaps that definition was 
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interpreted a little narrowly in the past and should be interpreted a 
little more broadly from now on. We find it is a hodgepodge which 
has to be straightened out. 











AGENCIES 





INVESTIGATORY 





RECORDS FILED BY 





Senator Dirksen. How good are the records that are filed with you 
by investigatory agencies with respect to these excepted positions? 

Mr. Youne. With respect to schedule A, it was a mess until we 
started to review it a few months ago. The authority for schedule A 
jobs is scattered all over the map because in se tting up a schedule A 
position we do not usually list a particular — but give an 
agency authority under this schedule to set up 1, 2, or 5 positions of 
such and such type. Up to now there has been no real record as to 
what happened after that, as to how many jobs the agency actually 
did set up. That is something we are now trying to find out in order 
to nail down those particular positions and see where they are. 


















SCHEDULE B POSITIONS 












Senator Dirksen. What about those 3,500 under schedule B? 

Mr. Youna. There you have a slightly different type of animal. 
Schedule B was set up primarily ag scientific and technical people. 
Standards were established jointly by the Civil Service Commission 
and the various departments and agencies. For a person to be 
appointed to a schedule B position, he is nominated by the agency. 
The Civil Service Commission passes on whether or not he meets those 
qualifications, and then he is appointed by the agency. It is a type 
of examination but not an open competitive examination such as you 
find in the competitive service. It is an attempt to maintain high 
standards but with the agency still having selective appointing 
authority. 



















SCHEDULE C POSITIONS 








Senator Dirksen. What has happened to this 1,000 schedule 
group? Have they been ew well filled? 

Mr. Youna. Schedule C presents an interesting picture. Those 
are the positions which have been set up and established to include 
those jobs of a policy or confidential type. Of those positions that 
have been filled, we have been running, | would say, regularly at about 
a 25 percent vacancy rate. That may be due to the fact that there is 
a considerable lag between the time of investigation and appointment. 
However, it is a much higher rate of vacancy than I would like to see. 
It has been running almost consistently at about between 20 and 2 
percent vacant. 

Of the positions which have been filled, a very large proportion are 
filled by persons who were in those positions prior to January 1953, 
before they were put into schedule C. In other words, they are in- 
cumbents who have been retained since the change in administration. 
That represents roughly 50 percent of the schedule C jobs that have 
been filled, not counting the vacancies. 

Senator Dirksen. Mr. Young, this is a very practical matter with 
me. I do not think I appointed anybody to the Government service 
outside of West Point and Annapolis youngsters in 18 long years. I 
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did not feel as if | were entitled to appoint anybody when I served 
under the predecessor administration. Now, of course, we are con 
fronted with a very practical problem and my very distinguished 
friend from South Carolina on whose committee I used to serve, th 
Banking Committee, sort of shares that very practical appron h tha 
| bri mw LO the problem People SHY We should be entitled to a tev 
jobs if we find people qualified to fill these jobs 

So we have your shop do a lot of spadework and get a book that 
has all the positions classified by States and regions and counties, and 
the members look on that with a knowing eve and say, ‘‘ Well, at long 
last. Here, now, is something to write home about and here is som 
thing to sooth the savage beast at home.” 


After a while they come up emptyhanded and there is a good deal 


of protest They say to me, “Look, you are in charge of this depart 
ment of the party What have you got to say about it’? So I have 
cone to visit with Cabinet members and others, and I have not been 
able to find any answer. At long last the question is raised—-What 


about the Civil Service Commission? So this is like manna from 
heaven because right here I see 315,000 positions. So | humbly as! 
you—Can’t you break this down and give us a little more data in 
tabular form and show us where these are? The nature of these posi 
tions, What they pay, what States they are located in? 

If I can just transmit that information and say to various members 
“Look, here is a job; there is a job; there is a job,” it makes the task 
a good deal easier. You tell me what you can do to get me out of this 
difficulty; otherwise, they will be looking for your scalp and mine. 

Mr. YounG. Mine is getting pretty worn; I do not know about 
yours. I think you have pointed out one of the interesting factors 
with respect to schedule C. Fifty percent of the persons occupying 
those positions are persons who were in them prior to January 1953 
That situation has no particular bearing as far as the Civil Service 
Commission is concerned 

As to the schedule A situation, where the bulk of these positions 
are, | would guess offhand that you may have 60,000 full-time positions 
today filled by nonveterans 

Senator Dirksen. By nonveterans? 

Mr. Youne. That would be my guess. It would be somewhere in 
that neighborhood, 

Senator Dirksen. Sixty thousand out of the total? 

Mr. Youne. Out of the schedule A total. A large part of those 


are overseas positions 
STATUTORY POSITIONS 


Senator Dirksen. What about those statutory positions? | 
thought you said there were 98,000 in that category. 

Mr. Youne. They vary all over the map. They are the personnel 
systems which are excluded from the civil service area such as TVA 
and the Atomic Energy Commission, those being two primary 
examples. The bulk you will find in those excepted perscnnel 
systems over which the Civil Service Commission has ne control or 
jurisdiction. So I can tell you very little about what the possibilities 
are there. The Veterans’ Preference Act still applies. 

Senator Dirksen. You could give us a roadmap to find out just 
where they are 
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Mr. Youna. These 98,000? 

Senator Dirksen. Yes. ‘Those are excepte statute 

Mi You NG They are eXcey] i ntute and each one 
1 


neies would have to give you si lof a breakdown on 


o where they are at ad at 


Senator Dirksen. Have vou ev ocuwl i sind of a bi 


wh trom all the Herein le | SO Wn 
; department and so many | 
in that commussion? 
Wi have ho det breakdow! 
picture at al That is one of the reasons why w he 
t. to find out where thes positions at . loeat d It 1 


looks It will take time to track them down How 


pV y) 


if 
to take before we vet through I do not know 

Senator Dirksen. How far has this review proces 

Mr. Youna. We haver ports in how from alm 

th re pect to what schedule A vuthority they have 
tions under those various authorities have been filled 
yet put them togethet 

Senator Dirksen. Is this a matter of money o1 
Civil Service Commission? 

Mr. Youna. It is a matter of time 

Senator Dirksen, Do you have enough peopl 


Nii Yo NG Yi 


Senator Dirksen I would like to make a little deal If vou whi 


j 


o me how much money you need to do this job, 1 will 3] eak to 
chairman over here and see what I can do about it 

Senator MayBpank. Whatever you do, you had better do it in 
next 6 months in a hurry 

Senator Dirksen. | wish I could elicit from vou a little more detail 
about that table on page 100] and page 1002 Perhaps Il could send 
you a note on it and see what you can provide for the comfort of n 
soul in this matter 

Mr. Youna. We will be able to nail down, | hope before too lor 
some further breakdown within the major agencies as to where these 
schedule A positions are. ‘Today we do not have it We have the 
makings of it 

Senator Dirksen. As a matter of target date, when would you say 
this might be ready? November 1954? 

Mr. Youna. I think we had better let you know after | have 
checked back on it li would certainly be iy hope that we would 
have it by the end of July. That is a guess. We have a highly 
efficient organization down there working on this and | am sure they 
are going to beat that target date. 

Senator SALTONSTALL. Would the Senator yield? 

Senator Dirksen. Yes. 

Senator SALTONSTALL. Would you be willing to give us a letter in 
writing after you look it up as to when you would have that? 

Mr. Youne. Yes. I would prefer to do that, because while this, 
on the surface, would seem like a simple thing to do, it is actually not 
simple once you get into it 

(The letter referred to will be filed with the committee.) 























































































































124 INDEPENDENT OFFICES APPROPRIATIONS, 1955 






Senator Dirksen. 


it with a great deal of vigor. 

Mr. Youna. So will we. 

Senator Dirksen. I trust that before too long something concreti 
will materialize. 

That is all. 

Senator SALTONSTALL. Senator Dworshak? 













REDUCTION IN FEDERAL PERSONNEL 





Senator Dworsnak. I think the executive department is deserving 


of some commendation for having taken about 220,000 civilian em- 
ployees off the Federal rolls in 14 months, so-called readjustment 
period. You indicated we have at the end of February 2,340,000 em- 
ployees; is that correct? 

Mr. Youna. Yes. 

Senator Dworsnak. I know you are not personnally responsible 
neither is the Commission—for the overall civilian payroll level, but 
could you tell us how many more civilians will be taken off the pay- 
rolls during the remaining months of this fiscal year and throughout 
the 12 months of 1955? 

Mr. Youne. That is very difficult to answer for this reason: Last 
summer when we originally made up our appropriation estimates for 
the Civl Service Commission, and of course our estimates have to 
be based on the overall Federal employment picture, I found myself 
estimating a 5 pe reent drop in total Federal employment. However, 
after the President’s budget was put together in December and sub- 
mitted to the Congress, the budget estimates as submitted, looked to 
me as though the Federal employment picture was going to stabilize 
very rapidly and there would not be any further substantial reductions 
if all the money asked for was received and spent. 

Senator Dworsuak. Stabilized at what point? 

Mr. Youna. At about this 2,300,000 level. 

Senator DworsHak. Are you assuming we are going to be plunged 
into another war, or is that peacetime leve el? 


PERCENTAGE OF PERSONNEL IN DEFENSE DEPARTMENT 





Mr. Youna. That is about the level where we would stay on the 
basis of the present overall appropriation requests in this state of 
semimobilization. So much of this depends on the defense program. 


Forty-nine percent of the total Federal civilian employees are in 
the Defense Department. 





DUAL EMPLOYMENT IN ARMED FORCES 






Senator DworsHak. Were you not disturbed about what you 
read in the comments made by Chairman Rees of the House Civil 
Service Committee that he or his committee had disclosed there was 
dual employment in the Armed Forces, men in uniform and men as 
civilians holding down one job? 

Mr. Youna. I find that sort of thing very disturbing because it 
makes you feel that either the people in uniform should be doing 


something else or else you do not need the civilian employees on that 
payroll. 








[ must assure you that I am constrained to 
pursue this. I have no choice in the matter. I shall have to pursue 
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LEVELLING OFF OF FEDERAL EMPLOYMENT 


Senator DworsHak. I am reminded that in the few months after 
the outbreak of war in Korea about 725,000 civilian employees were 
added to the Federal payroll. 1 w.ll concede that we are sort of in a 
twilight season. We are not engaged in war, nor have we gone back 
to peacetime. It would seem to me we have a half million civilian 
employees on the payroll now in excess of the total figures just prior 
to the Korean outbreak. Are we going to level off at that figure, 
stabilize Federal employment at that figure permanently? 

Mr. Youna. If the international situation does not get any worse 
than it is, it would seem to me we could still reduce Federal employ- 
ment, 

Senator DworsuHak. | would think so, but I do not know why we 
should be delaying. We have taken off an average of 15,000 each 
month since January 1953, and | think that is commendable. | 
wonder why we have to say we are going to stabilize that. I recall 
that Harry Truman said we were going to stabilize employment 
around 2 million. Here are the Republicans who criticized for many 
years the extravagant use of the Federal civilian payroll under the 
preceding administration, that now we are going to level off at 
2 300,000. 

AMOUNT OF FEDERAL PAYROLL 


I do not blame you or hold you responsible, but I am just wonder- 
ing if this administration is going to accept that as something that is 
inevitable or whether we are going to try and do something about it. 
The Federal payroll now is $9 billion annually. Prior to World War 
Il, it was 1.8. So at the present time the payroll is about five times 
what it was prior to World War II. 

You hold a very responsible position insofar as Federal civilian 
employment is concerned, and I wonder if you recognize the need of 
further curtailment or whether we are going to be satisfied with the 
job that has already been done, as good as it is. 


LEGISLATIVE RESTRICTIONS ON HANDLING EMPLOYEES 


Mr. Youna. I would like to suggest that if we could secure more 
freedom from legislative restrictions with respect to the handling of 
employees in the Government so that it might be possible or at least 
easier to use the most effective people in the right way and in the right 
jobs, we could cut the payroll further without any sacrifice in effi- 
ciency or in the amount of work being done. 

Senator DworsHak. What particular hindrance or impediment do 
you encounter in that regard? 

Mr. Youna. We have had difficulty with respect to some of the 
provisions of the Veterans Preference Act. [lam not saying this in 
any sense as a criticism of veterans preference because | believe in it, 
but I am definitely critical of having legislative restrictions on what I 
would call personnel management. You cannot have great efficiency 
in personnel management in the Government unless you have the 
freedom to administer and unless you have people that are trained 
and competent to manage. 
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One of the reasons in the past, I am afraid, has been the fact that 


there has not been a sufficiently large number of competent adminis 
trators in the Government service. So the Congress has felt cert; 
aspects of personnel management should be handled by legislation 
and perhaps justifiably so at that time 

Senator Dworsnak. | know those differences are difficult to 


mount, but at the same time it would seem to me that we cannot yUSLITy 








Si 


In any way having Federal employees assigned to jobs whieh requi 
little, if anv, work merelv because we have to keep them on the payrol 
You do not follow that procedure, | am sure, whether they are veterans 
or not Of course, again that 








is not under your direct supervisio) 
but maybe you can comment on it 







Mr. Youna. I think the comment is that if you do get into a 
situation where you have to keep someone on the payroll because yo 
cannot fire him, someone who is doing very little, then in order to keep 
him on, vou may have to fire somebody else who is very much mor 









efficient The retore, your productivity will tend to vo down. 
Senator Dworsnak. Is there any way to overcome that situation? 
Mr. Youna. | think eventually it is going to require help from the 
Congress to get it straightened out 















BUMPING 


Senator SALTONSTALL. That is known as bumping? 

Mr. Youne. Yes. Bumping plays a very large part in a reduction 
in-lorce picture 

Senator Dworsnak. Do you think we ought to level off at the 
present level instead of going back to what we had prior to the out- 
break of the war in Korea? 

Mr. Youna,. I would hope we would use all of our efforts all of the 
time to cut Federal employment and to get the work done effectively 
and efficiently with fewer people and less money. 











DECENTRALIZATION 








Senator Dworsnak. | have also been disturbed by the fact that 
we have criticized and condemned the concentration of bureaucrats 
in the National Capital. Maybe a lot of people like to live here, and 
we cannot criticize them for that, but we are building more and more 
office buildings to house more and more Federal employees in Wash- 
ington, D. C. Why should that be necessary? Why can we not 
decentralize and get people into the field? Why do we have to bring 
in hundreds and thousands of employees into the Capital? Maybe 
that is not within your jurisdiction, but have you not noticed that 
that is a fact? 

Mr. Youna. Actually, the number of Federal employees in Wash- 
ington has been tending to go down. 

Senator Dworswak. It is still about 10 percent. 






















PERCENTAGE OF FEDERAL EMPLOYEES IN WASHINGTON 









Mr. Youne. About 219,000 employees or 9 percent are in Washing- 
ton, which is less than in California or New York. 
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Senator DworsHak. You have done a good job, then. It is quite 
difficult to get people off the payroll in Washington, is it not? Have 
you not found that out? 

’ Mr. Youna. I do not know as it is any more difficult to get them 
off in Washington than anywhere else. 

Senator Dworsuak. Maybe it is difficult wherever you go. I am 
not critical of you or your associate Commissioners. I know that is 
entirely outside your jurisdiction because the Congress sets up the 
budget and the requirements for employment of Federal personnel. 
sut it does seem to me that if this administration and the Republicans 
in Congress want to be consistent, they should endeavor constantly 
to reduce this $9 billion annual Federal payroll. Is that figure correct? 


ESTIMATES BASED ON GRADUAL DECLINE 


Mr. Youna. We based our appropriation for the Commission on a 
declining Federal payroll winding up at the end of fiseal 1955 at about 
the 2,175,000 level, a gradual decline. Whether it will go down to 
hat figure, | do not know 

Senator Dworsuak. Then you are not leveling off at the existing 
figure? 

Mr. Youna. I say we based our Civil Service Commission request 
on this gradual decline, which is what we felt would happen or should 
happen. 

Senator Dworsnax. That reflects your own thinking. We still 
have a long way to go in making reductions. 

Mr. Youna. It affected our guessing last summer. 

Senator DworsHak. | think it is good planning. 

Mr. Youna. The stabilizing idea came in because at the time we 
analyzed the overall budget as requested of the Congress, it did not 
show this kind of a cut. 

Senator DworsHak. | do not hold you responsible for personnel 
problems which are directly related to all of the specific departments 
within the executive branch, but you do have some responsibility. — | 
am somewhat encouraged by what you have said, that you do think 
there is further room for curtailment. I hope you adhere to that 
policy. 

Mr. Youna. Maybe it is wishful thinking on our part, but that is 
the basis of our request. 

Senator Dworsnak. At least it is planning, and | am sure it is 
more than wishful thinking. 

Senator SALToNsTALL. Thank you, Senator. 

If there are no further questions 

Mr. Youna. Mr. Moore and Mr. Lawton, Commissioners, are here 
with me also today. 

Senator SavronstaLy. Thank you very much. The Civil Service 
Commission hearing is now through. 


FEDERAL POWER COMMISSION 


The next item is the Federal Power Commission. Are they here 
now? 
The Chair will state he has received a letter and that there is no 


change in the Federal Power Commission budget and none requested. 


45746—54 9 
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Without objection I will put the letter in the record, together with 
general statement prepared by the Chairman of the Federal Powe: 
Commission 

(The material referred to follows: ) 


FrepERAL Powrr Commission, 
Washington 26, April 9, 1954, 
Hon. LEVERETT SALTONSTALL, 
Chairman, Sxbcommittee on Independent Offices, 
Committee on Appropriations, 
United States Senate, Washington 25, D. C. 


Dear SENATOR SALTONSTALL: In response to your letter of March 29, 1954 


I am pleased to advise that the Federal Power Commission has no changes 1 
recommend in the 1955 appropriation measure as enacted by the House of Repr« 
sentatives 

\ppreciative of the desires of the Congress to hold appropriations to a minimu: 
we feel that the $4,150,000 we requested and the House approved is the absolut« 
minimum essential in the public interest, as far as the activities of this agency ar 
concerned 

We are looking forward to the opportunity to substantiate our estimates befor¢ 
your subcommittee in the hearing scheduled for Monday, \pril 12, 1954. 

We wish to express our appreciation for the opportunity afforded us to present 
such jJustincatior 

Sincerely yours, 


Jerome K, KuykeNnpbauu, Chairman 


GENERAL STATEMENT OF CHAIRMAN JEROME K. KUYKENDALL, FEDERAL 
PowrER COMMISSION 


Mr. Chairman and members of the committee, I am Jerome K. 


Kuyke:dall, 
Chairman of the Federal Power Commission. I appear before you, as do th 


other Commissioners and staff members present, in support of the Commission’s 
budget estimate for the fiscal year 1955. 

Our estimate totals $4,150,000, or $150,000 less than was appropriated for the 
current year. As you are aware, the House accepted our estimates as submitted 
and made no reductions whatsoever. The estimate represents not what is neces 
sary to get all work current, but the minimum believed necessary to accomplish 
essential work in the public interest. 

In its report accompanying H. R. 8583, the House Committee made the state- 
ment “During the hearings the committee received the impression that a backlog 
of work was beginning to develop.”’ But the fact is, gentlemen, that the backlog 
is not just beginning to develop, but has been accumulating for several years. 

In gas certificate work, for example, the backlog rose steadily from 1949 to 
1953, dropped slightly during 1953, and is again headed upward. Gas-rate cases 
under suspension have risen each year since 1949, the number under suspension 
at year end doubling in 1952 and more than doubling again in 1953. In the 
licensed hydroelectric project field, there has been a large backlog of applications 
every year since World War II. The backlog remained relatively constant at 
170 to 180 cases for several years to 1953, and it now appears that some small 
reduction can be effected in 1954; but with fewer man-years estimated for 1955, 
it cannot be predicted that any reducticn can be made in the next fiscal year. 

We appreciate the House’s action on our estimates, but I want to be sure that 
there is no misunderstanding as to the problems with which we are faced. The 
funds we requested will provide for 30 less personnel on the average. We believe 
we can make this reduction through attrition rather than reduction in foree pro 
cedures. In fact, we have been filling only the most essential vacancies, as they 
occur, for some time now. 

I would like briefly to touch upon each of ovr major activities which are listed 
and detailed on page 16 of the justifications submitted to the committee. 

The activity “Licensing of non-Federal hydroelectric projects’’ reflects a de 
crease in our estimate of $35,000 from the current year. About 40 percent of this 
decrease was mace possible by legislation enacted last year which exempted certain 
licensees from the accounting provisions of the Federal Power Act, and a large 
part of the remainder is in application processing and inspection work. While 
we expect to reduce the backlog of licensing work slightly this year, we cannot 
expect to accomplish a further reduction next year. On the contrary the backlog 
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is very likely to increase owing to the decrease in manpower and the increase in 

workload. Our workload would be further increased by the passage of pending 

legislation providing for joint Federal and non-Federal participation in multiple 

purpose projects These projects would be developed under Commission license 

and would involve, in addition to the usual licensing work, an allocation of costs 
} 





to the several purposes for which the projects would be built 





Our estimates provide $50,184 less for ‘‘Regulation and surveys, electric power 
industry.” A small increase is shown for electric rate regulation, but tantial 
ts were made in such functions as electric power requirements and supply work 
and the gathering, analysis and publication of basic data concerning the electr 


The largest major activity cut, $90,791, was made in the activity Regulation 


and surveys, natural gas industry,”’ despite the fact that the procs ssing of natural 
gas rate increase cases 18, and Is expec ted to continue to be, the most pre 
problem before the Commission 

At the close of the last fiscal year there were 39 cases pending under suspension, 
involving $162,845,000 in annual rate increas« as compared with 23 such cases 
involving $104 million a year earlier As of April 1 this year the number of such 
cases pending had risen to 40 and the dollar amount involved was $116,608,000 
During the next 6 months some 25 large rate filings are expected which probably 
will involve in excess of $100 million in annual rate increases 

Nearly a third of the total decrease in this major activity group is applicable to 
oas-certificate work While the number of certificate applications filed is not 
expected to increase, and may in fact decrease, the smaller staff to be employed 
on certificate work will not permit a reduction in backl 

While it might have been expected that enactment of the Hinshaw bill would 
save the Commission substantial work in connection with certificating as well a 
other functions with respect to natural-gas companies, a preliminary study 
indicates that such is not the case 

I certificating, for example, determinations as to economic feasibilivy cannot 
go only to State lines, simply because the terminal carrier may not be ubject to 
Commission jurisdiction And as far as concerns the wholly intrastate companies 
themselves we had practically ceased our activities in connection with thos 
operations now turned over to the States before enactment of the Hinshaw bill. 
in anticipation of its enactment. 

Furthermore, there remain uncertainties with respect to many companies 
being removed from the Commission’s area of jurisdiction by that legislation 

However, even though 2 or 3 man-years per year ultimately may be saved 
because of that amendment to the Natural Gas Act, the slight impact of such 
saving will be lost in the much greater requirement for manpower to be devoted 
to increased gas-rate casework 

For the fourth, and last, of our major activities, “Investigations relating to 
Federal river development projects,’’ our budget requires a decrease of $17,000, 
most of which is applicable to river basin and project studies required pursuant to 
the Flood Control and Rivers and Harbors Acts. The amount requested is con- 
sidered to be the bare minimum needed to fulfill the Commission’s responsibilities 
under these statutes. 

I might add, before concluding my statement, that the Commission not only 
spends funds but also collects substantial amounts each vear, primarily in the 
form of license fees under the Federal Power Act, as it has been required to do 


oY 


since 1920. ‘These license fees are not affected by the recent proposal by the 
Bureau of the Budget that we collect fees for certificating natural-gas facilities 
among other things. That proposal is now being held in abeyance pursuant to a 


resolution of the Senate Interstate and Foreign Commerce Committee. 

In fiscal 1953 license fees collected totaled $1,506,825, of which over $900,000 
was to reimburse the Government for administration of part I of the act Another 
$81,729 was collected from various sources including $36,785 for sale of publica- 
tions and maps, $33,500 for business concessions, and over $10,000 for photo 
duplications sold. Total collections from all sources amounted to $1,588,544 or 
over 38 percent of the appropriation we seek for 1955. 

Those are the brief highlights of our request. I hope I have made clear the 
fact that our decreased estimate does not result from decreases in workload, but 
rather from a desire to present a reduced budget for the consideration of the 
Congress. We will do our best to help compensate for the decrease through still 
more improved procedures and methédds. A management study by a private 
firm has been completed and is now in the process of being weighed and analyzed 
to determine the extent to which recommendations made can be of useful and 
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significant application. It is not reasonable to expect, of course, that the study 


can result in such sweeping or radical changes as to make our backlogs disappear 
immediately. 

The inescapable fact remains that the input of work to be done is completel 
beyond our contro] 1 believe that the best we can hope for, even with organi 
tion and procedures perfected 
close to the input, ur 


i 
_ if thev ean be, is to keep the output reasonal 
less and until the Federal budget structure will permit 
creased appropriations, or until the many types of applications, ete., drop off 
drasticall which we cannot foresee. 


In closing my general statement I should like to repeat that we are most 





appre- 

ciative of the action by the House on our estimates We hope we have persuaded | 
this committee that the House action was proper and justified, and that it sho 
be cor rred in by the Senate. : 


Senator SALTONSTALL. We will take up the Subversive Activities 
Control! Board. 


SUBVERSIVE ACTIVITIES CONTROL BOARD 


STATEMENTS OF THOMAS J. HERBERT, CHAIRMAN; HARRY P. 
CAIN, MEMBER; DAVID J. CODDAIRE, MEMBER; CHARLES C. 


WISE, JR., EXECUTIVE SECRETARY; AND ARTHUR A. KICSAR 
BUDGET OFFICER 


LANGUAGE CHANGE 


Senator SALTONSTALL. The Subversive Activities Control Board 
has one language change and would like to put back $35,000. The 
language change is a simple one that you received your funds last 
year from the appropriation bill and the supplemental appropriation 
bill. So when the House included merely the appropriation bill, it 
was not enough and you wanted the words “supplemental bill’’ also 
added. 

Mr. Herserr. We feel the House committee did not say exactly 
what they intended. 

Senator SALTONSTALL. Is that the only language change? 

Mr. Herperr. No, sir. 

Senator SALTONSTALL. Then if not, we will go forward with the 
hearing. 

The Chair understood that was the only change. 

Mr. Herserr. As to the figure changes, there are three changes. 

Senator SALTONSTALL. Without objection, your letter of April 8 
will go into the record at this point. 

(The letter referred to follows:) 

APRIL 8, 
Mr. Eart W. Cooper, 
Clerk, Subcommittee ir Charge of Independent O ffices Appropriations Bill 19554, 
Committee on Appropriations, United States Senate, Washington, D. C 

My Dear Mr. Cooper: Senator Saltonstall’s letter of March 29, 1954, requests 
that we transmit to you any changes in the independent offices appropriations bill 
for the fiscal year 1955 (H. R. 8583) which we deem to be absolutely necessary 
He s.ates that unless you hear from us in writing by April 8 the subcommittee 
will assume that we have no difference of opinion with the action of the House. 
It is our considered opinion that we will not be able to operate safely for the 


1955 fiscal year within the amount provided in H. R. 8583. We also have certain 


1954 


questions to raise regarding the specifie appropristion language and several 
recommendations to make Before stating them, however, it was desired to 
bring certain general facts relating to our work to the attention of the subcom- 


mittee through y 
Ours is a small independent ageney which in essence is quasi-judicial, created 


primarily to give fair and impartial hearings in actions brought before us by the 
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Attorney General against specific organizations which are charged either with 
being Communist-action or Communist-front Our hearings are subject to 
eonstitutional safeguards, including due process Appeals from our decisions 
may be taken to the Unitea States Court of Appeals for the District of Columbia 
and from there, on application for writ of certiorari, to the Supreme Court of the 
United States ‘he Board is not primarily concerned with inaividuals as sucl 
i does not conduct investigation 

The Subversive Activities Control Board is a new operation which has not vet 


flicient to determine normal standard 


at 


ympleted a performance cycle su and our 


present small staff (at the moment 26 persons over and above the 5 Presidential 


uppointee members of the Board) constitute a nucleus around which we propose 
» build whatever staff our extending activities may tltimately require Our 
sad is entirely dependent upon the ability of the Department of Justice to 


are and present Cast before us. and although the exact number which we 
expect has not been re vealed tou it seen certain that our pe rsonnel require 
n ts will increase rather than diminish in the months ahead 
ntil April 1953, the Board had been concerned with but one ease, the action 
against the Communist Party of the United States In this case the petition 
| originally by the Attorney General in November 1950, evidence hearin 





began in April 1951, the taking of testimony was finished in July 1952, and the 
final decision was issued April 20, 1953 





‘he completion of this case was considered a necessary prelude to the com 
mencement of actions against : ged Communist-front organizations Cwelve 
petitions against Communist-front organizations were filed with the Board by 
the ttornev General on April 22, 1953 Re presentative of the Department of 


e have advised that several additional Communist-front cases will be filed 
etime before June 30, 1954 | 


Pre li ninary motions, and 
have been cleared away for most of the filed petitions, and formal hearings for 


arguments thereon 








the taking of evidence on several of them were begun during the last quarter of 
CA lar 1953 A final order has been issued against the International Workers 
Order, Ine., and the completion of the taking of evidence in two more should be 
leted by the end of this monti Formal notice etting down 2 other cast 
for the taking of testimonv have already gone out. 1 scheduled for May 8 and 1 
r Ms LO More are ¢ xp ected to follow before the end of tl is fi al Cal 
Ch izh the balance of the 1954 fiscal vear we ¢ ct to conduct our i reasi 
\ me of work without ibstantial increa in penditures and withou 
) hearing examiners, althou vt, tl me our p t appropri n wa 
| ich employment had been contemplated By Board decision lividual 
ers have beer conducting evidentiary hearings now in process Ve hay 
reached the time when findings of fact and recommended decisi mu 
prepared by these individual members for considerati f the f Boar 
taneously with tl condu ot new I \ I m rma ) 
ed in o frequent cortacts with the attorne in the Department of J ice 
i fro ep radi i na iM ( t and from he fact 
1 pe act ul | ar to da he | i it 1 t ! 
ptibie ’ pattern of u m tre i urtthy I ‘ 
present method of having individual meml nd ( ler i 
be continued be nd ose presentl | led, afte ich j nla f 
Board to assigi quent s¢ hen rea before bear exam B 
ime, the members will be fully occupied with 
Decisions as a Board on the various motions arisit i Lox 1 ca 
whit must be disposed of before they can be set de for bearu 
Individual review of the records, exhibits, and recommer d de ons in 
all cases in which hes have bec losed and in each of which t full | i 
1 is required; an 
Actions required as a Board heading an independent agency on mini 
trative and general housekeeping matters 
Up to the present time the Department of Justice has filed 12! petitic ith 
th Board It is our estimate that each case including actual heari , prepara 
tion of findings and recommendations, end issuance of final decisior ill average 
S man-months per case, and that for the 1955 fiscal year we will average 4 ‘ 
proceedin simultaneously, At such volume, our present docket ¢ 1 « py 
the Board well beyond the end of the 1955 fiscal year, even were no additiona 
petitions filed his can best be illustrated by the following table 
12 cases X 8 man-months=96 man-mont! 
96 man-months+4 hearing examine 24 man-months or 2 years 


! Exclusive of the Communist Party cas 
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We originally proposed to the Bureau of the Budget an estimate of $330,000 
for the 1955 fiscal year which provided for the addition of four hearing examiners 
to our staff (we have none on the rolls at the present time). The estimate as 
finally approved and as submitted to the House Appropriations Committee, for 
$300,000, permitted us two hearing examiners only. The House Appropriations 
Committee has, in effect, cut this requested amount to $231,000 ($150,000 b 
direct appropriation and $81,000 from anticipated unexpended balances of 
current appropriations). It is clear that its action represerts simply a projectior 
of their estimate of what we are actually going to spend this year into the next 
fiscal year, without regard for any differences in either the work which we will 
be called upon to perform or any differences in our needs to meet the continuatio: 
of the work we are presently doing. They did, however, in House Report 1428 
indicate that, should the workload increase materially, they would consider a 
supplemental estimate to provide the funds essential for the operation of our 
Board (p. 26). 

Past efforts at trying to obtain from the Department of Justice estimates of 
their readiness to proceed with additional cases have cured us of being too opti 
mistiec in estimating the increased volume so we therefore have no intention of 
seeking an allowance for 1955 beyond the $300,000 originally approved by the 
Bureau of the Budget. We are no more anxious than the Congress for an 
appropriation which may later turn out to be unduly in excess of our actual 
needs, but by the same token, our past record shows that we do not spend any 
money until needed even though appropriated. 

The figure recommended by the House, is, however, below minimal require- 
ments to carry on at present levels the work we are now doing. At the present 
time we have on the payroll only 31 persons (including our 5 Board members 
The projection of these salaries for the coming fiscal year would be approximately 
$224,000 which, under the House’s recommendation, would leave only $7,000 for 
other expenses, an utterly inadequate amount as indicated in the following 
par°’graphs. 

Not only will we require the continuance of all positions presently filled, but 
we anticipate the necessity of adding at least five others. Foro e example, our 
executive secretary, appointed last November, does not yet have a permanent 
secretary although his need for such assistance is very real. Furthe:, each of 
the members other than the Chairman has to date ope tei h’'s office wish but 
one assistant. There is no provision wit! in our p’esent personnel for temporary 
replacements for illness and vacations amoig the 12 stenographic and tvping 
personnel regularly assigned and needei at all times, There will normally be 
absences of such persons aggregating at least 1 emvloyee vear and we need an 
aiditional stenographer to sipp’y this need. We a'so need 2 hearing examiners 
t» continue the hearings after the cases currently beg heard, or scheduled soon 
to begin, have been completed, and 1 sce etary fort!}e2ofthem. To the $224,000, 
therefore, should be added some $34,000 which will cover the salaries of the addi- 
tional employees listed. 

By far the greater part of our budget is for personal services, The estimate as 
originally submitted to the House Appropriations Committee included but $43,300 
for other objects of expe! diture Experient e in recent months indicates that this 
estimate is probably not excessive. Because of the situations of a number of 
respondents in proceedings before us, it has become evident that hearings will 
have to be held outside of Washington in many instances in order to assure due 
process. In two of the cases now going forward this has been found necessary 
and the same is indicated in others to fcllos The alditicn of the $43,000 to the 
$258,900 as arrived at above aggregates § 301,000. This represents our considered 
estimate of what we nee! to continue the wo’k we ar* do: g now, and makes no 
allowance for a substantial increase over current activity. 

At the time of a supplemental appropriation to this Board, included in the 
supplemental appropriations bill, 1954, your committee saw fit, at our request, 
to increase the limitation on our purchase of newspapers from $100 to $500. 
During the present fiscal year we are spending nearly the whole of this larger 
amount, and we firmly believe that the results in terms of developing opportunities 
for the correct presentation of information to the pubie concerning the work of 
this Board more tl} an justify the modest amount suggested. 

Further, it is not clear that the language as proposed in lines 15 through 24 
(p. 41) of H. R. 8583 as reported out by the Appropriations Committee carries 
out what the House committee intended. From the text and report (p. 26) and 
the chart, particularly footnote No, 22 (p. 43), it seems clear that the additional 
amount to be made available was from the total of our appropriations for the 
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previous year and not just those included in the First Independent Offices Appro- 
priation Act, 1954. 

In the li ght of the above we suggest that the language of H. R. 8583 as report ed 
by the House Committee on Appropriations to the Committee of the Whole 
House on the State of the Union be changed to read as follows: 


“SuBVERSIVE Activities ConTROL BoarRpD 


“Salaries and expenses: For necessary expenses of the Subversive Activities 
Qontrol Board, including services as suthorized by section 15 of the Act of 
August 2, 1946 (5 U. 8. C. 55a), not to exceed $12,500 for expenses of travel, and 
not to exceed [5100] $500 for the purchase of newspapers and periodicals, 
[$150,000] $185,000, together with not to exceed [$81,000] $115,000 of the 
inobligated balance of funds appropriated for this purpose in the First Inde 
pendent Offices Appropriation Act, 1954 and The Supplemental Appropriation Bill, 
1954. 

It is also requested that consideration be given to the advisability of freeing the 
Board from the limitations of the apportionment requirements, in view of the 
difficulty of anticipating workloads. 

The above states our position and we have no desire to belabor it by unnecessary 
or undesired appearances before your subcommittee. We will welcome an 
opportunity to answer any questions which the subcommittee may have and our 
present information is that we may appear on Monday, April 12. Both my col- 
league, former Senator Harry P. Cain, and myself are holding hearings in New 
York, but one or the other or both of us will be glad to appear before you as 
indicated. Also, I have requested David J. Coddaire, another colleague, who has 
been a member of the Board since its inception, to appear with us at that time 

In closing, your attention is also called to the fact that there are several bills 
now pending in Congress which, if any are enacted, will add additional duties to this 
Joard. Whatever amount is finally allotted will, of course, determine our re- 
sources and our course and we will at all times endeavor to ao the best job possible 
within the limitations established. If our appropriation should finally be passed 
in approximately the language suggested above, we might also have a more reason- 
able cushion of time should our duties be expanded by new legislation. If our 
past performance has merited your confidence, may we respectfully suggest that at 
no time will we abuse that confidence by any expenditures in excess of our needs. 

Respectfully submitted. 

Tuomas J. Herspert, Chairman. 


REQUEST FOR RESTORATION OF HOUSE CUT 


Senator Satronstatu. The Chair understands you would like 

$35,000 of the House cut back which would give you an appropriation 
of $185,000 plus your carryover funds. Your carryover funds are 
how much? 

Mr. Hersert. Eighty-one thousand dollars was allowed in the 
House, and we are hopeful it will actually run in the neighborhood of 
$115,000. That is what we want substituted. 

Senator SatronstTaLL. That is what the Chair said. Where the 
House put in the language of the appropriation to be carried forward, 
the money in the appropriation bill, you want also the language in the 
supplemental appropriation as well as the appropriation bill? 

Mr. Hersert. And the figure changed from 81,000 to 115,000. 
That will cover both appropriations. 

Senator SALTonsTALL. If you get that $115,000 and that language 
change is made, do you still need all of the $35,000? 

Mr. Herverv. I do not want to belabor the point. I would like 
to highlight the points that we wish to make here. 

Senator SALToNsTALL. The Chair would like to have you answer 
the question, which was this: You have $115,000 which you expect to 
be carried over from 1954? 

Mr. Hyrsert. Yes, sir. 
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Senator SALToNnsTaLL. Appropriations and supplemental appropria- 
tions. That is $34,000 more than the House calculated. In addition 
to that, which is $34,000 more than the House calculated, do you want 
to put back $35,000? 

Mr. Herserr. We feel that it is necessary because actually what 
the House appropriated, the $150,000 plus $81,000, that comes to 
only $7,000 over our present payroll without considering any other 
items. 

Senator SALTONSTALL. That would give you $265,000; where last 
year you had $350,000? ; 

Mr. Herserr. That is correct. 

Senator SALTONSTALL. So you would like $34,000 more, or an 
equivalent of $300,000, which was the budget estimate? 

Mr. Herserr. That is right; the $185,000 plus the $115,000. 

Senator SALTONSTALL. Why do you need that $35,000? 


JUSTIFICATION FOR RESTORATION OF CUT 


Mr. Herserr. We originally requested for $330,000. The Bureau 
of the Budget cut us to $300,000, to which we fully acquiesced. Then 
the House committee passed it at $231,000. All of our previous esti- 
mates, as they were in there last year, were based on information 
given to us by the Justice Department and the Attorney General. 
I say on page 4 of my letter that past efforts have cured us of trying to 
overestimate. Our present operation with only 31 positions filled and 
including the 5 Board members has a payroll which approximates 
$224,000, which is only $7,000 less than the full House appropriation. 

[ have tried to set up in there on page 5 and following what our 
actual operations are now. We anticipate the need of a $34,000 
addition to the $224,000 for payroll. We anticipate the need of 
$43,000 for the items other than pay roll. 


ADDITIONAL POSITIONS 


Senator SaLronsTaLL. How many people will be on the payroll if 
you have all that you want? 

Mr. Herserr. A brief outline of that is set forth in the second 
paragraph on page 5, which I believe shows we need certain specific 
positions. I will detail them if necessary. Being in the letter, they 
are in the record now. 

Senator SALTONSTALL. For the other members of the committee 
who have not seen the letter, it is here. 

Mr. Herserr. We feel we will have to fill five additional positions 
beginning next summer. 

WORKLOAD 


Senator SALTONSTALL. Has your workload increased that amount? 

Mr. Hereert. We think it has. Harry Cain has been personally 
hearing the Labor Youth League case in New York City. I am going 
up there tonight to start with the final phases of the hearings in the 
Jefferson School case. Mr. Coddaire has just finished the IWO case 
and is about to open up with a new case the 10th of May. That will 
have us three cases running full blast at one time, with the other two 
board members opening up the court case on the 3d of May, I believe. 
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So we will have four cases running, which is the most we will have had 
at any one time. 

We feel that Mr. Cain’s case and my case may be submitted to the 
full Board for consideration on our recommended reports within the 
next 3 months. Before that time, if the Justice Department is 
ready, we will have to go forward with new hearings, which is when 
we are hoping we may have a cushion of two hearing examiners. We 
have yet to hire the first one. Our record shows what our expendi 
tures have been. We have never spent a dime for somebody to work 
at a job until we have had a job for him to work at. 

A year ago my colleague, Mr. Cain, was here and your committee 
saw fit to accept our request to amend the limitation from 100 to 500 
on newspapers. 

Senator SALTONSTALL. How many cases have you got now that have 
not been reached? What is your backlog of cases? 

Mr. Hersert. We have 8 or 9 right now ready, and Attorney 
General Brownell in his talk of last Friday night said they have 200 
cases ready in the Justice Department. 

Senator SALTONSTALL ‘To turn over to you? 

Mr. Hersert. Eventually. Then I also in closing want to call 
this committee’s attention to the fact there are two bills pending here 
in the Senate now and a new one proposed from Justice to extend to 
our Board certain functions in connection with alleged Communist 
activities in labor unions. 

If we could have this appropriation as it is set out in these proposed 
changes, at least if our workload does not increase beyond what we 
understand Justice is going to give us in the next few months, we could 
vo through the year. If we get additional duties given to us from this 
Congress, we are at least going to have a breather to ascertain what 
the workload is going to develop as the Department of Justice works 
it up. 

Senator SALTONSTALL. You are suggesting you be given the full 
amount of the budget allowance. If you get that on your known 
work ahead, you will get by. If there is new legislation passed 
giving you additional duties, or if the Department of Justice adds on 
to your work, you may have to come back for more help. 

Mr. Hersert. If we receive the amount requested, I am sure we 
will not have to come back for supplemental unless one of those two 
things occurs. 

Senator SatronsTaLy. If we allowed you your language change 
which will give you $115,000, or $34,000 more than you anticipated 
you were getting in the House, and you are still shy $35,000, what 
does the $35,000 represent? 

Mr. Hersert. Payroll. 

Senator SALTONSTALL. How many people? 

Mr. Hersert. Five people. 

Senator SALTONSTALL. So that would mean you would have five 
less people to work with? 

Mr. Hersert. It means we will have no hearing examiners and it 
means there is not even an allowance in there that will enable us to 
give our present staff vacation leaves. There is no slack in the House 
allowance whatever. 
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NUMBER OF EMPLOYEES 


Senator SavtonstaLt. How many employees do you have now? 

Mr. Hersert. Twenty-six. 

Senator SaALToNnsTaLL. How many will this give you if you have the 
full budget allowance for the coming year? 

Mr. Herserr. Thirty-one besides the five Board members. 

Senator SALTONSTALL. So you are taking on five new employees if 
you get the full budget allowance. The work for them is on the pres- 
ent backlog of cases from the Department of Justice? 

Mr. Herserrt. That is it precisely. 


SUBVERSIVES RELEASED 


Senator Dirksen. I was going to pursue just a little, although | 
am not sure, Mr. Herbert, it is within the purview of your group, this 
question that has agitated so many people about the total number of 
subversives and others that was released and how it was broken down. 
What was the end result of that controversy? 

Mr. Herserr. That is one I cannot answer because the Board has 
never had any connection with that. 

Senator Dirksen. That is outside of your Board? 

Mr. Hersert. Yes, sir. 

Senator Dirksen. I should have asked Mr. Young about that, I 
suppose. 

Mr. Hersert. He might have known. 


LIMITATION ON PURCHASE OF NEWSPAPERS 


Mr. Cain has asked me to remind the committee, and I would like 
to stress, that for some reason the House subcommittee has again 
cut us back to $100 on our publications and newspapers. 

Senator SALTONSTALL. You would like $400 more there? 

Mr. Hersert. Just as your committee amended it last year. 

Senator SALTONSTALL. You need the newspapers to keep up with 
the subversive cases? 

Mr. Hersert. We feel that part of our responsibility is to acquaint 
the people of the country with the function and the activities of our 
Board and its accomplishments. That is part of what we are using 
this money for. 

Senator SatronsTauu. That $500 for newspapers comes from all 
over the country? 

Mr. Hersert. Yes. 

Senator SaLTonsTaLL. Where do you get the list? From the 
Library of Congress? 


BREAKDOWN ON PUBLICATIONS 


Mr. Herserrt. I cannot give you the exact breakdown. I can 
furnish it. 

Senator SALtronsTALL. Will you? 

Mr. Herpert. Yes. 

(The material referred to follows: ) 
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SuBversive Activities Controt Boarp, 
Washington 25, D. C., April 14, 1954 
Mr. Eart W. Cooper, 
Clerk, Subcommittee in Charge of Independent Offices Appropriations Bill, 
1955, Committee on Appropriations, United States Senate 
Washington 25, D. C. 

My Dear Mr. Cooper: At the hearing before your subcommittee held on 
Monday, April 12, Senator Saltonstall requested us to supply information as to 
the geographical distribution of the newspapers procured under the $500 limitation 
in our eurrent appropriation. 

During the 1954 fiscal year the Board has paid or has obligated funds for the 
purchase of newspapers in the following areas: Colorado, District of Columbia, 
Florida, Indiana, Massachusetts, New York, Ohio, Texas, and Washington. 

Certain papers, specifically the New York Times, the Daily Worker, and the 
two District of Columbia papers, are regularly required for our purposes and for 
these we have taken out annual subscriptions. The papers in the other areas are 
for the purpose of obtaining a sampling of the coverage of domestic communism 
in the different distinct geographical areas of the Nation, and most of these are 
on a 3-months or 6-months subscription basis. The subscriptions are being 
rotated in the various areas and among the different newspapers, and over an 
extended period of time should give us a truly representative sampling. 

In addition to our individual paper subscriptions, we have found it advanta- 
geous to subscribe to a clipping service which costs in the neighborhood of $25 a 
month. (Our subscription is on a month-to-month basis and we have not used 
it for months when there is little Board hearing activity.) The service coverage 
is very broad and representative; it does not get nearly all of the items which 
make reference to the Board, but it does furnish a fine sampling over a much 
broader area than we could ever hope to cover by our own subscriptions. 

Our expenditures for this item for the current year will aggregate approxi- 
mately $400. The expense of the clipping service will obviously increase as the 
Soard’s activity increases and as new cases reach the hearing stage. 

We hope that this is the information desired. If additional data are required 
please let me know This is a small item which does not effect the total amount 
of our appropriation at all, but in our opinion it is an important one for the effective 
work of this Board and we will greatly appreciate the committee’s favorable con- 
ideration of our suggestion for an increase in the newspaper limitation as set 
forth in the House bill to the amount ($500) allowed us for the current fiscal year 

Most sincerelv, 


Harry P. Cain 


Mr. Cain. Senator, that request of $400 additional for publications 
is not new money; it is merely an authorization that we can spend 
$500 instead of $100 from our total appropriation. 

Senator SALTONSTALL. Thank you very much. 

The next group is the Indian Claims Commission. Is there anybody 
here? 


EXECUTIVE OFFICE OF THE PRESIDENT 
Councit or Economic ApvisErRs 
STATEMENT OF DR. ARTHUR BURNS, CHAIRMAN 
REQUEST FOR RESTORATION OF HOUSE CUT 
Senator SarTronsta.LuL. Mr. Burns, you come within the Executive 
Office of the President. Last year you had $275,000. The budget 
estimate is $350,000. The House cut you back by $110,000, is that 


correct? You are asking to have replaced $110,000? 
Dr. Burns. I think there is an error in those figures. 
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SUPPLEMENTAL REQUEST 
Senator SALTONSTALL. In addition to that you have a supplemenial 
budget request of $35,000, is that right? 

Dr. Burns. A supplemental request for $35,000 and a request that 
the amount that the Council originally asked for be granted. That 
means an addition of approximately $30,000. 

Senator SALTONSTALL. Let’s get it right. The Council should not 
say “approximately.” 

Dr. Burns. The Council is trying to be accurate and therefore 
has to say “approximately.”’ The reason for the uncertainty is that | 
do not know kow muc': money the Council will have left over by the 
end of this fiscal year, 

Senator SALTONSTALL, You are going to get the unobligated balance 
in the fund as of June 30, 1954? 

Dr. Burns. That is correct. 

Senator SALTONSTALL, And that balance is estimated at a carry- 
over of 40 to 50 thousand dollars, is that right? 

Dr. Burns. That is right. 

Senator Sattonsmiatu. So the House cut you $110,000, is that 
right? 

Dr. Burns. No. The Council requested $325,000. The House 
granted $250,000 plus the residue of the funds previously appro- 
priated, which means approximately another 40 to 50 thousand 
dollars 

Senator SALTONSTALL. So the House appropriated to you approxi- 
mately $280,000? 

Dr. Burns. Yes, or a little more than that. 

Senator SALTONSTALL. How much more? 

Dr. Burns. We should like to have the amount originally requested. 

Senator Sarronstauu, The difference between 290 and 360, is that 
right? 

Dr. Burns. The difference between $290,000 in round figures and 
$325,000, plus the supplemental request of $35,000 for a public works 
planning unit. 

Senator SauronstaLu. You have $35,000 in the supplemental. 
You are allowed $250,000 by the House, plus another $40,000 which 
would be $290,000 you were allowed by the House. You asked for 
$360,000, which would mean there is $70,000 lacking from what the 
House gave you. So you want the $35,000 in the supplemental plus 
an increase of $35,000 over what the House allowed you? 

Dr. Burns. That is correct. 

Senator SALTONSTALL. Or a total of $70,000, including $35,000 of 
the supplemental nature? 

Dr. Burns. That is correct. 

















PREPARED STATEMENT 
Senator SaALTONSTALL. You have a prepared statement which we 

will put in the record at this point. 

(The statement referred to follows:) 
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CounciIL oF Economic ADVISERS 


REQUEST FOR RI STORATION OF FUNDS IN INDEPENDENT OFFICES APPROPRIATION 
BILL, 955, AND ADDITIONAL I ND FOR NEW ACTIVITY 








Ine Council’s budget request for fiscal vear 1955 was for $325,000 This was 
¢93 000 more than the amount appropriated for 1954 he inerease was to com 
plete the re building of the staff, pursuant to Reorganization Plan No. 9 of 1953. 
Ir e independent offices appropriation bill, the House cut the amount to 
¢250.000, but made the unobligated balan n June 30 of tl vear available in 
| This would have the effect miting the Couneil t ipproximat the 
i int appropriated for fiseal vear 1954 
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CoMMUNICATION FROM THE PRESIDENT OF THE UNITED States TRANSMITTIN( 
, Proposep SuPPLEMENTAL APPROPRIATION FOR THE CouncIL oF Economic 
Apvisers, FiscaLn YEAR 1955, AMOUNTIN ro $35,000 IN THE FORM OF AN 


AMENDMENT TO THE Bupat 
Tue Wuire Hovuspr, 
Washinaton, April 7, 196 
The PrestIpENT OF THR SENAT! 
Srr: [I have the honor to transmit herewith for the consideration of the Congress 
n proposed supple nental appropriation for the fiscal vear 1 M55, In the amount of 
$35,000 for the Council of Economie Advisers, in the form of an amendment to 
the budget for said fiscal vear 
The details of this proposed appropriation, the necessity therefor, and the 
reasons for its submission at this time are set forth in the attached letter from the 
Director of the Bureau of the Budget, with whose comments and observations 
thereon I concur 
Respectfully yours, 
Dwieut D. ElsenHoweEr. 
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EXEcuTIvVEe OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., April 6, 1954 
The PREsIDENT, 
The White House. 


Siz: I have the honor to submit herewith for your consideration a proposed 
supplemental appropriation for the fiscal year 1955, in the amount of $35,000 
for the Council of Economic Advisers, in the form of an amendment to the budget 
for said fiscal year, as follows: 














“EXECUTIVE OFFICE OF THE PRESIDENT 





“COUNCIL OF ECONOMIC ADVISERS 





Budre Heading Original Change 


page estimate | to— Increase 








——— ] ~ - Oo — ~— — —_—_—_— | —_____ 


58 | Salaries and expenses, Council of Economic Advisers $325, 000 $360, 000 | $35, 00 










This proposed supplemental appropriation is necessary to provide for t} 

expenses of a small staff in the Council to coordinate public works planning. 
I recommend that the foregoing proposed supplemental appropriation bi 

transmitted to the Congress. 

Respectfully yours, 

















Jos. M. Dopag, 
Director of the Bureau of the Budget 


Salaries and expenses, Council of Economic Advisers 


Presently 


1955 budget |.. 
recommended 


Change 





AMO 





NTS AVAILABLE 





FOR ORLI 





ATION 











Appropriation or estimate “ . sess ; $325, 000 $360, 000 | +$35, 01 











ORLICATIONS BY ACTIVITIES 








Economic analy alent Pe 325, 000 | 
Coordination of public works planning 


5,000 |....- 
000 4-35, 00 













Total obligation peitiacinliianalie , 325, 000 





000 +35, 006 


OBLIGATIONS BY OBJECTS 





Total number of permanent positions __-. 29 3 


Full-time equivalent of all other positions__- 3 
Average number of all employees 











01 





Personal service 
Permanent positions 5, 000 $270, 000 | +$35, 004 
Other positions 3, 000 33, 000 | 

Regular pay in excess of 52-week bast 900 900 

Payment above basic rates___. 4, 000 4, 000 























Total personal services 273, 000 308, 000 +-35, 00) 

02 Travel 12,000 | 12, 000 
04 Communication services 5, 000 5, 000 
06 Printing and reproduction 14, 000 | 14, 000 
07 Other contractual services 5, 000 5, 000 

Services performed by other agencies 12, 000 12, 000 
08 Supplies and materials 2, 000 2, 000 
09 Equipment 1,000 1, 000 

5 Taxes and assessments.. 1, 000 1 









Total obligations_ -- 325, 000 360, 
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JUSTIFICATION 


Senator SALTONSTALL. Could you very briefly tell us why you need 
that $70,009? 

Dr. Burns. At the present time the Council is spending at the rate 
of about $280,000 or $290,000 annually. I feel a little handicapped 
now. I need 2 or 3 additional experts, I feel. I have not taken 
them on partly because of the uncertainty about the size of the appro- 
priation for next year. Also; in all candor, I have not found the men 
whom I want. I would rather wait until I can locate them. So I am 
a little handicapped, looking ahead. Pressure on my office has 
increased a bit of late. Perhaps those pressures will continue. 


PUBLIC WORKS PLANNING UNIT 


Secondly, at the request of the President, I have set up a public 
works planning unit, which is really an expansion of something we 
were doing previously. That is something the President is very much 
interested in. For a time, his intention was to get White House funds 
for this activity. Later on, it seemed easier to have it done through 
the Council. 

Senator Satronstauu. Thirty-five thousand dollars of this $70,000 
you are asking is for a new undertaking; to wit, the undertaking of 
coordinating the public works planning? 

Dr. Burns. Yes. It is not an entirely new undertaking since we 
were doing some work of that kind previously, but it does represent 
a considerable expansion of that activity. 

Senator SALTONSTALL. If the times are a little difficult, and we hope 
they will not be, and the problems of economics are leveling off and 
we are moving up hill rather than down, the burden of your work, the 
responsibility of the Board of Economic Advisers is really increasing 
rather than decreasing? 

Dr. Burns. It has been increasing; yes. 

Senator SALTONSTALL. We want the good President to get the best 
possible advice. You say you need approximately $35,000 more to 
give the best possible advice you can out of your Council? 

Dr. Burns. That is right. 

Senator SaALTonsTALL. That is what it boils down to. What will 
you do with the $35,000? Hire some additional help? 

Dr. Burns. The $35,000 for the public works planning unit 

Senator SALTONSTALL. Forgetting that for a moment. 

Dr. Burns. That will be spent in hiring another two or three 
economists. 

Senator SaALTONSTALL. And there is sufficient work so that you have 
justification to hire them? 

Dr. Burns. Definitely, in my judgment. 

Senator SALTONSTALL, This is the Board that gives the President 
his direct advice on economic matters? 

Dr. Burns. That is right, 
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FARM PROBLEMS 








Senator Maynanx. What advice did you give the President on the 


farm problems; economic advice, I mean? 
Dr. Burns. I can hardly answer that in a single sentence. 


Senator Mayspank. You have given him advice on the economic 


problem so far as the farm situation is concerned? 
Dr. Burns. Yes. 


Senator Maysank. What do you think about the economic situa- 


tion on the farms? Ido not mean parity. 


Dr. Burns. I think we have a problem we have got to live with for 


a good many years. Our farm inventories are very high and they 
won't be worked off in weeks or months. It is a long-range problem. 

Senator Mayrank. The prices are down, too, are they not? 

Dr. Burns. Actually, farm prices have stabilized. They are up a 
little. They are higher now than in the middle of last year. Farm 
incomes have risen. In the last 6 months there has been a notable 
improvement ; however, in my judgment, not a sufficient improvement. 

Senator Maysank. Are there any economics you can think of 
and | Say this most effectively as to how we can ret rid of these sur- 
pluses? You are giving a lot of thought to that, are you not? The 
Department of Agriculture was down here and Mr. Benson said he 
set up a special group with somebody to have charge of aiding in abol- 
ishing or reducing these surpluses. Have you given any thought to 
that on the Council? 

Dr. Burns. Yes. We have not found an easy solution. 

Sepator Maypank. It would not be easy. You are giving thought 
to it? 

Dr. Burns. Definitely. 
Senator SALTONSTALL. Any further questions? 





PLANNING PROGRAM 


Senator Dirksen. I would like to ask Dr. Burns a little more about 
this planning money because I do want to be sure that both we and 
the public can have an accurate concept of what this is for. As I 
understand, you are gomg to hire some additional people to sort of 
coordinate 

Dr. Burns. I have already taken some steps in that direction. 

Senator Dirksen. You will hire additional people with this money? 

Dr. Burns. Yes. 

Senator Dirksen. Then you will round out that phase of your work 
in order to coordinate all of the planning activities for Government in 
the public works field generally, which is to say that wherever Interior 
has plans with respect to dams and irrigation projects, the Civil 
Functions Division of the Army has certain plans for rivers and 
harbors, and then there is the Public Roads Administration with its 
road program. I presume the whole idea is to pull this thing together 
so that you can tell what its status is in every field. 

Dr. Burns. Exactly. 

Senator Dirksen. The second thing is this, and I hope we can be 
emphatic on this. I suppose that was the press release I read this 
morning on this item. Was there a release on it this morning or the 
day before? 
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Dr. Burns. We have not issued any release. 

Senator Dirksen. I thought I saw a statement this morning 
Whether it came from the President, | do not know. In any event, 
‘f this is long-range as distinguished from short-range, that fact 
ought to be emphasized because that gives it a forward-looking 
approach and does not part company with the expressions of the 


} 


President that as we see some upturn now in one field and another 
that there is not contemplated here a sudden and grand rush into 
construction field by various agencies of Government 

Dr. Burns, insofar as you know, | hope that you can emphasize that 

ta bit. 

Dr. Burns. Senator, the activity we are engaged in is purely a 
nlanning activity. However, let me say that we are thinking not 
nly of the long run; we are thinking also of short-run difficulties that 
ay emerge. We want to be ready. As vou know, a great deal has 
been said over the vears about public-works planning and very little 
has actually been accomplished. I think we are well on the road now 
to being prepared in the field of public works so that in an emergency 
and the Congress recognizes it as such—in that case we will be ready 
to move ahead fairly promptly and get substantial results. 


STATUS OF PUBLIC WORKS PROJECTS 


You remember what happened during the 1930’s. Congress appro- 
priated huge sums, and years passed before we had any substantial 
economic effects. 

We have gone a considerable distance already toward devising a 
system of cataloging information on the status of public-works proj- 
ects, so that we can spot bottlenecks pretty promptly and know the 
precise status of each and every Federal project that has been 
proposed. 

Moreover, we want to be sure that the projects in hand have been 
properly screened by the Bureau of the Budget examiners, so that 
any totals that we talk about will be meaningful and restricted to 
projects of a kind that no one of us will be embarrassed about in the 
future. 

A great deal of that work has been accomplished. We want to 
speed it up with a view to being prepared in case economic difficulty 
arises, and with a view also to have—in the absence of any economic 
difficulty—a unified concept, which we lack at the present time, of 
public works construction and planning. We have not paid nearly 
enough attention to public assets in our country. 


STATE AND LOCAL PROJECTS 


Senator Dirksen. There are two related questions to this. The 
first is this: Are you limiting your planning to exclusively Federal 
projects, or will you catalog potential State and local projects on which 
there may or may not be Federal participation? 

Dr. Burns. We are trying to do as much as we usefully can on the 
State and local levels, but we have not made nearly as much progress 
there as on the Federal level. Therefore, whatever I might say about 
State and local construction would be more in the nature of a statement 
of preliminary explorations or hopes for the future rather than of 
tangible achievements. 

45746—54_—10 
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CONTINUOUS INVENTORY OF AUTHORIZED PROJECTS 





Senator Dirksen. How much would you care to say about what we 
have heard from time to time about the authorized projects that 
have probably gone through the blueprint stage and are now on the 
shelf ready to be taken down? I would assume that if you accumu 
lated a variety of projects of a period of time, some of them mig ht 
deteriorate in character, might become unacceptable, and that list 
has to be revised from time to time. 

Dr. Burns. That is precisely the problem, Senator, and what we 
are therefore See is a continuous and up-to-date inventory. 
How well we will do it, I cannot say. I do have some reason to 
think we will do it we m" This continuous inventory will enable us to 
tell at any time how much public construction is at different stages 
of planning, where it is located, and so on. 

One of the problems that we face is that various agencies submit 
reports on public works plans, but unless you actually go into thi 
agency and ask officials to show you the plans, you cannot be sure 
what kind of report you are getting. That will be one of the i important 


functions, of the public works planning unit. It is a task of expediting 
and of vevification. 





























AUTHORIZ 





ED PROJECTS BY AGENCY 








Senator Dirxsen. Dr. Burns, are you in a position to say anything 
more about that table that appeared in the budget on page 1142? 
It shows a reserve of authorized projects and programs after fiscal 
year 1955 by agency. The total set out there is $12 billion. That is 
broken down into 2 categories: Projects authorized by specific 
legislation, which would amount to $8,000,200,000; and then the 
second, projects or programs considered to be authorized by general 
authorization, which would include such things as TVA and the 
Forest Service and other agencies, which would make up the balance 
of the $12 billion. 

Now in connection with that, it indicates there is an estimated 
$1.2 billion of projects planned to a stage where construction could 
be started and advance planning in various stages of completion of 
an additional $3.5 billion. That would mean $1.2 billion ready to 
go, $3.5 billion of projects in such a stage that with not too much 
work they could be advanced to the construction stage. 

Is it possible to take this table and break it down a little more for 
the record, or wouldn’t that information be available as of now? 

Dr. Burns. That information will be available in another few 
weeks. It will be broken down in great detail, and those figures will 
be tested and verified. 

Senator Dirksen. It will be supplied before too long, but probably 
not in time before these hearings close. 

Dr. Burns. I am afraid not. 

Senator Dirksen. I just wanted to carry up to it and see exactly 
what the status of this operation is at the present time, so that you have 
in mind both short-range to start forthwith without having to go into 
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something like the old civilian works agency, which was a glorified 
leaf-raking program, and advance others so they can be picked of 
the shelf without delay and carried forward to construction. 

Dr. Burns. That is right. 

Senator SavronstaLL. Thank you, Senator. 

Thank you, Mr. Burns. 

The next group is the Indian Claims Commission. 


INDIAN CLAIMS COMMISSION 
STATEMENT OF EDGAR E. WITT, CHIEF COMMISSIONER 
BUDGET REQUEST 


Senator SALTONSTALL. The Chair understands, Mr. Witt, that. you 
are satisfied. The House gave you the amount of the Federal budget 
and you are satisfied with that. There is nothing that you want 


beyond that? 

Mr. Wirr. That is correct. We want to reach that. That is a 
minimum, 

Senator SALTONSTALL. We will put into the record your letter. 

(The letter referred to follows:) 

InDIAN CLAtms CoMMISSION, 
Washington 25, D. C., March 81, 1954. 
Hon. LeverETT SALTONSTALL, 
Chairman, Subcommittee in charge of Independent Offices Appropriations Bill, 
1955, United States Senate, Washington, D. C. 

Dear SENATOR SALTONSTALL: In reply to your letter of March 29 inquiring as 
to any change thought by this Commission as absolutely necessary to the appro- 
priation bill for this Commission as carried in the independent offices bill of the 
House of Representatives, this Commission desires to urge no change in said 
bill, and hereby express our agreement with the House action as to the Indian 
Claims Commission appropriation. 

In this connection I will say that we had asked for more legal investigators than 
are provided by the House bill in the event the Department of Justice was 
provided with additional attorneys and thus be in a position to conclude cases 
before us more rapidly. We were advised by the Bureau of the Budget that the 
Department of Justice was not likely to secure additional attorneys to conclude 
cases more rapidly, therefore, we expressed our agreement with the provision the 
House Appropriation Committee made for us in this respect, and desire to express 
to you only the hope that the bill passed by the House will be acceptable to the 
Senate. The amount provided for us by the House is the very minimum, if we 
are to function as we should. 

Very truly yours, 
Epear EB, Wirt, 
Chief Commissioner. 


Senator SALTONSTALL. The only matter left before the committee 
this afternoon, with the ICC going over to 2:30 on Friday, will be 
the Federal Communications Commission. Any group here on the 
ICC will be heard on Friday at 2:30. 
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FEDERAL COMMUNICATIONS COMMISSION 


STATEMENT OF ROSEL H. HYDE, CHAIRMAN; ACCOMPANIED 


BY WILLIAM A. PORTER, ASSISTANT DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION 


FREQUENCY USAGE MONITORING PROGRAM 








Senator SALTONSTALL. You asked for $950,000. The Federal 
Communications Commission involves one item of $950,000 for setting 
up a frequency usage monitoring program which has turned over to 
the FCC to do. The Chair understands the Commission is satisfied 
with the report of the House to spend $150,000 of the unobligated 
balance of prior year funds. It asks this $950,000 which was taken 
out and is for the specific purpose of setting up a frequency usage 
monitoring program; is that correct? 

Mr. Hyper. That is correct, with one qualification. You indicated 
we were satisfied with the House action. Actually, the House reappro- 
priated $150,000 which will not be used this year. I would hope that 
would not be used as a new base of appropriation. 

Senator SauronsTaLL. Mr. Hyde, you have shrewdly—and the 
Chair uses that word in its nicest sense pointed that out in the third 
paragraph of your letter. You are not objec ting to this year, but you 
do not want it to be used against you next year? 

Mr. Hypr. My letter was certainly cade: 


Senator SALTONSTALL. So on these various changes in maintenance 


of real estate and new real estate, the Chair understands that your are 
satisfied with what the House did on that, or 
changes on that? 

Mr. Hyop1 We have suggested changes which will be necessary if 
the Senate and later the House approve the $950,000 frequene vy usage 
monitoring program. 

Senator SaLTONsTALL. What is that program and why should it be 
included? 

Mr. Hyper. I have a statement, but before I offer that, I have with 
me Mr. William A. Porter, Assistant Director, Office of Defense Mo- 
bilization for Telecommunications, the agency which was directed 
along with the Federal Communications Commission to work out a 
frequency usage monitoring program. This directive came from the 
National Security Council. 

Senator Satronstatu. Then we will put in the record your letter 
to me of April 9, ivhualinn the letter from Mr. William A. Porter to 
you of April 6, and the changes requested. 

(The material referred to follows): 


are you requesting 





CHANGES REQUESTED BY THE FEDERAL COMMUNICATIONS COMMISSION IN H. R. 


8583 as PassED BY THE HousE or REPRESENTATIVES 









SALARIES AND EXPENSES 


Budget estimate for 1955, $7,644,400; 1954 act, $7,400,000. 
Independent Offices Appropriation Act, 1955, H. R. 8583. 









CHANGES REQUESTED 











Page 18, line 5, strike “$4,000” and insert in lieu thereof “$48,000.’’ 
Page 18, line 7, strike ‘$16,000’ and insert in lieu thereof ‘‘$37,500.”’ 


Page 18, line 12, strike “$6,544,400” and insert in lieu thereof ‘‘$7,494,400.” 
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HOUSE REPORT 
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eed $150,000 of the unobligated balance of t ar funds 
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JUSTIFICATION 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D. C., April 9, 1954 
SALTONSTALL, 
aenate Appropri tions Subcommittee on Indepen lent Offi 


ited States Senate, Washington, D. ¢ 
DEAR SENATOR SALTONSTALL: M1 arl W , of the Appropriations 
Committee staff, bas informed us that the hearing « 1e 1955 budget for the 
Federal Communications Commissio1 eld on Monday, April 12, at 2 


} 
p.m. We, of course, will be present and greatly appreciate the opportunity to 
discuss with you the programs, problems, and budgetary situation of the Com- 


mission 

\s you know, the House of Representatives has acted on our appropriation 
request for 1955 and bas made just two changes in the President’s budget lirst, 
the House bill reappropriates $150,000 of 1954 savings, thus making possible a 
reduction of $150,000 in our 1955 appropriation Second, it disallowed entirely 
a new item, @ project calling for $950,000 which was labeled in the budget “Fr 
quency usage monitoring program.” This project, as you are aware, was added 
to our regular Federal Communications Commission budget at the request of the 
National Security Council and was supported before the House Appropriations 
Committee by representatives of the many agencies concerned with the project. 

With respect to the first change noted above, the Federal Communications 
Commission has no objection to the arrangement All indications point to a 
balance of approximately $150,000 at the end of this year and if the Congress 
desires to handle this situation this way, it is entirely satisfactory to the Com- 
mission We do desire to point out, however, that this creates an artificial dip in 
our appropriation figure in the amount of $150,000 which would make it appear 
next year that we were asking for an increase of $150,000 if we were in fact simply 
asking for a continuation of the same amount of money available in 1955. We 
know you are aware of this effect of the transaction proposed but do feel we shouid 
make note of it in passing. 

As for the $950,000 project, the Commission took the position firmly before 
the Bureau of the Budget and the House Appropriations Committee that this 
was a joint project in which many agencies were interested and that it was con- 
tained in the Commission’s budget only for administrative convenience. In 
the preparation cf the program and the justification for the House committee, 
the Office of Defense Mobilization took the leadership ana arranged for testimony 
of witnesses. It was our thought, therefore, that the same procedure should be 
followed in handling the matter before your committee. Accordingly, as‘soon as 
we were informed of the date of your hearing we addressed a memorandum to 
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the Office of Defense Mobilization requesting them to take such action and pre 
pare such material as they deemed appropriate. On Tuesday, April 6, I received 
a letter signed by Mr. William A. Porter, Assistant Director for Telecommunica- 
tions of the Office of Defense Mobilization, copies of which I am transmitting 
herewith to you for use of the committee. I have also arranged with Mr. Porter 
and have so informed Mr. Cooper of your staff that Mr. Porter is assuming the 
responsibility for inviting witnesses representing the other interested Government 
agencies. 

I trust that this matter has been handled in a manner satisfactory to you and 
look forward to our visit with you next Monday. 
By direction of the Commission: 










Roset H. Hyper, Chairman 









Executive OFFICE OF THE PRESIDENT, 
OrricE oF DEFENSE MOBILIZATION, 
April 6, 1954. 
Hon. Rose. H. Hype, 
Chairman, Federal Communications Commission, 
Washington, D. C. 

Dear Mr. Hype: This will acknowledge receipt of your memorandum of 
April 1, 1954, enclosing a letter dated March 29, 1954, from Senator Leverett 
Saltonstall, chairman, Subcommittee in Charge of Independent Offices Appro 
priation Bill, 1955. 

The Senator’s letter advises that any changes in the bill which you deem 
absolutely necessary should be transmitted to the clerk of the subcommittee 
Mr. Earl W. Cooper, in writing, by April 8, 1954. 

The Office of Defense Mobilization and the Federal Communications Com 
mission were directed by the National Security Council, with the approval of 
the President, to prepare a plan for increasing our national monitoring effort 
The plan, which was prepared jointly by the FCC and the ODM in response 
to this directive, and which was approved by the NSC and the President, pro 
posed an expansion of seven existing FCC monitoring stations and the reactiva 
tion of a monitoring station at San Juan, P. R. This plan offered a means of 
accomplishing the desired result with a minimum expenditure of funds. 

The amount of $950,000 was approved by the Bureau of the Budget and 
included in the Commission's 1955 budget. 

This amount was disallowed by the Subcommittee on Independent Office 
Appropriations of the House Appropriations Committee on the grounds that 
the FCC and other departments using radio communications are already engaged 
in extensive monitoring activities. The House subcommittee stated in its report 
that “‘if an effort is made to utilize the information already available the primary 
objectives sought by the new program can be achieved without additional appro 
priations.”’ 






















While it is true that the FCC now conducts monitoring operations, they are 
conducted upon a scale which is not sufficient to provide the Commission with 
total data as to the operations of its licensees to insure that such operations are 
in compliance with the regulations and to provide for detection of unauthorized 
transmissions. In addition, there does not today exist a United States organ- 
ization with the capability of performing the necessary correlation and analysis 
of any monitoring data to produce usage information as a foundation for spectrum 
management 

















Such monitoring efforts as are engaged in by agencies of Government are con- 
ducted for specific purposes and in selected parts of the spectrum, the results of 
which are specialized and too limited to serve a program such as is visualized in 
the budget request presented. 

Thus the information derived from present monitoring efforts is not of sufficient 
magnitude and is too specialized to provide the Nation with frequency usage 
data necessary to manage efficiently that portion of this valuable world resource 
which is available to the United States. Neither is it sufficient to provide the 
United States with information on foreign radio usage which is necessary to 
enable the United States to protect its vital radio operations and to provide a 
factual basis for international negotiations. 

In view of these considerations, it is necessary that the FCC request an oppor- 
tunity to appear before the Senate Subcommittee on Independent Office Appro- 
priations to acquaint it with the details of the monitoring proposal, and to seek 
its review thereof in the light of our national requirements. 

Sincerely yours, 







Wituram A. Porter, 
Assistant Director for Telecommunications 
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nd pre ’ ons 
- Pp SraTEMENT OF WrLurAM A. Porter, Assistant Drrecror FoR TELECOMMUNICA- 
‘e ft . ‘ 
cand rrons OF THE Orrice or Derense MopriLizATioN IN SUPPORT OF THE 
Cal T . Tr » 
: UENCY USAGE MONITORING PROGRAM 
mitting FREQ 
> . ena: . . Tr 
Porter \iv name is William A. Porter. Iam the Assistant Director for Telecommuni- 
ing the ons of the Office of Defense Mobilization. Executive Order 10460, dated 


ronment e 17, 1953, among other things charged the Director of the Office of Defense 
[obilization with assisting and advising the President in relation to the respon- 
OU Al ities and authority given the President under section 305 of the Communica- 
Act of 1934. 
Disallowance of the funds for the frequency usage monitoring program requested 
man e President’s budget for the Federal Communications Commission is a severe 
ack to a program designed to provide the Nation with information essential 
he effective management and conservation of one of its most valuable and 
pensable resources the radio frequency spectrum. 
the report accompanying H. R. 8583, it is stated that: ‘‘The amount re- 
ted fcr a frequency usage monitoring program in the amount of $950,000 did 
it seem to the committee to be justified and the committee has specifically 


ied all funds requested for this purpose. The Federal Communications Com- 
um of mission is already engaged in extensive monitoring activities as are the other de- 
‘verett nartments who use radio communications, and if an effort 1s made to utilize the 
\ppro information already available the primary objectives sought by the new program 

in be achieved without additional appropriations.” 

deer The freauency usage monitoring program is the keystone of the arch in pro- 
hitter ling the United States with the tools not only to manage more efficientiy the 

of its share of the radio spectrum but to arm the United States with sound 
Con factual data as a basis for the conduct of international negotiations involving 
val of voridwide frequency uses. Without these tools our ability to accomplish these 
effort yyjectives is seriously impaired. 


pons The Federal Government, which uses approximately half of the Nation’s 
pr pectrum space, has only recently begun to organize itself to regulate its radic 
ctiva requency usage on the basis of national needs and requirements. 


WHO FAVORS THIS PROGRAM AND CONSIDERS IT NECESSARY? 


The President and every department and agency of the executive branch of 
e Government having substantial interest in the use of radio, as well as the FC(¢ 
rge its adoption. All recognize its essentiality and importance to our national 
erest and security. All urge its approval. 


WHO DISAPPROVES OF IT? 


The members of the Subcommittee on Independent Office Appropriations of 
the House Committee on Appropriations do not consider the program justified 
It is believed that in our presentation on the House side we failed to make clear 
the distinction between frequency usage monitoring and information content 
monitoring. 

I think we need to answer for you the following questions: 

1. What is monitoring? 

2. Why is it needed? 

3. What monitoring facilities are presently available? 


I. WHAT IS RADIO MONITORING? 


tadio monitoring is the act of listening with suitable receiving equipment 
to radio transmissions. 
Radio monitoring may be further classified as- 
(a) listening to one or more radio transmissions for the purpose of obtain- 
ing data concerning the nature of the information transmitted; and 
(b) listening to radio transmissions within a selected segment of the radio 
frequency spectrum for the purpose of determining not the nature of the 
information transmitted but the use being made of the frequencies em- 
ployed, the extent of such use, who is using them, and for what purpose and 
in what fashion. 
These two forms of monitoring are completely different, the techniques are 
different, the equipment required is different and the information produced is 
different 
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Monitoring to ascertain the nature of the information transmitted 


means 
listening to a particular frequency hour after hour and reveals only the materi: 
being transmitted upon that particular frequency during the time of monitorin, 


The results obtained from this type of monitoring are no more useful in the { 


tie 


of frequency management than is information concerning the contents of a bav- 
gage or freight car useful to a train dispatcher, who is interested in the flow ay i 
movement of trains over a system in such fashion as to permit scheduling of c 


partures and arrivals of numerous trains throughout the system without confusio; 
and collisions 












WHY 





IS FREQUENCY USAGE MONITORING NEEDED? 








The use of radio frequencies having long-range characteristics raises assign. 


ment problems of a serious and immediate nature which this program is designed 
to meet. 

The nations of the world each have soverieign rights to the use of the ent 
radio frequency spectrum and it is only by international agreement that restraints 


are imposed and arrangements effected which permit an orderly use of this world 
resource 


The use of that portion of the radio frequency spectrum (4 to 27 megacycles 
as determined from a study of world registrations would indicate that it is com- 
pletely saturated and that no more frequency space could be found for additional 
communications circuits. 

However, a comprehensive frequency monitoring program will reveal geographi- 
cal sharing possibilities; i. e., that certain frequencies even though used over a 
number of communication paths may still be used over others without creating 
intolerable interference. Such a program would also reveal time-shs aring possi- 
bilities; i. e., if it is determined that a particular frequency is not being used to 
its maximum useful capacity from a time standpoint then the unused portion could 
be made available to another user. 

There is no efficient way of determining such possibilities of additional fre- 
quency usage other than through a planned program of frequency usage moni- 
toring 

\ monitoring program of the type proposed would not only improve our know- 
ledge of the dimensions and extent of United States flag use of freque ncies but 
would also provide current and useful information concerning foreign long-range 


frequency uses, all of which would be of immeasurable value in internationai 
radic negotiations 





The information derived from this frequency usage monitoring program w 
enable the United States to meet the following objectives: 

1. To determine the impact of foreign usages of the radio spectrum upon thi 
United States flag uses with especial reference to the position of the United States 
by comparison with the percentage of use by other nations. 

2. To provide one of the necessary means for developing improved radio- 
spectrum management in the United States. Information regarding foreign uses 
of radio must be supplemented by knowledge of how the United States is using 
its own radio frequencies. 

3. To promote the national security by providing an increased radio-monitoring 
effort to improve the ability of the United States to guard against the operatio: 
of clandestine radio stations. 

1. To provide information regarding United States and foreign-flag use of th 
radio spectrum, which is essential to the United States in its negotiations at 
international telecommunication conferences. 

5. To assist in maintaining the proper application and operation of such safe- 
guards to our national defense as control of electromagnetic radiations (conelrad 

6. To assist in determining the magnitude of radio capabilities of unfriendly 
powers either for communication purposes, or for the purpose of creating inten- 
tional radio interferences. 

7. To assist in determining the proper selection of radio frequencies for new 
or changed United States radio assignments both Government and civil. 

8. To assist in the rapid identification of interference, both United States and 
foreign. 

9. To supply frequency usage information which is essential to adjustments 
of blocks of frequencies within radio-spectrum rearrangements agreed under 
existing treaty. 

10. To meet the requirements for radio-monitoring stations and to supply 
monitoring records resulting therefrom, as delineated in the final acts of th 
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ed mi International Radio and Telecommunication Conference, 1947 (ratified by the 
> Mater Senate, June 2, 1948, by the President, June 18, 1948, deposited with ITU, July 
Onitor 17, 1948, and proclaimed by the President, February 10, 1949). Article 18 of 
the the Atlantic City Radio Regulations outlines agreed procedures relative to the 
“ a establishment of radio monitoring stations and the production of such monitoring 
How records On an international scale as are considered to be of assistance to the 
ng o1 International Frequency Registration Board (IF RB) in the course of its work. 


cont 


II. WHAT MONITORING FACILITIES ARE PRESENTLY AVAILABLE? 


We have checked the departments and agencies of Government to determine 
f any of them conduct frequency usage monitoring operations as distinguished 
from information content. 

The following departments and agencies conduct no monitoring operations: 

ite, Treasury, Commerce, Justice, Agriculture, Interior. 

Che United States Information Agency has listening posts in foreign countries 
» ascertain how its Voice of America programs are received at those particular 
locations. 

The monitoring efforts of the Department of Defense are not of the type which 


BACY Cle would provide frequency usage information. 
ae There is a monitoring service known as Foreign Broadcast Information Service 
lditio which listens and records the contents of foreign broadcast transmissions. 

The only ageney which provides any type of monitoring information on fre- 
Opra} quency usage is the FCC. Its monitoring operations are for the primary purpose 


of policing its licensees and detecting unauthorized transmissions. On occasions 
it is called upon to render assistance in identifying interference to United States 
operations and assistance in locating, by direction-finding means, aircraft or ships 


used 1 distress. 


On Co Its present monitoring facilities have been used to a limited extent to assist in 
! inding frequencies for use in implementing the Atlantic City Convention and a 
nal Ire token amount of monitoring information from this source has been supplied 


) the International Frequency Registration Board. Whenever the present FCC 
onitoring facilities are called upon for these additional tasks its efforts are 
diverted from the primary purposes for which its monitoring activities are 
conducted. 
It follows then that the FCC’s monitoring activities have but a limited useful 
in providing frequency usage data and cannot be characterized as extensive 
The information content monitoring activities of Government, whether exten- 
e or not, will produce no significant frequency usage data 


GENESIS OF PROPOSED MONITORING PROGRAM 


The Communications Act of 1934 provides for the regulation and licensi 
Government or private radio operations by the FCC and that body i 
rized to assign frequencies for such use when the public interest, convenie 

ad necessit. j served thereby 

On the other hand, the Communications Act of 1934 exempts from the 


of that act all stations owned and operated by the Government 


d States and provides that the President shall assign frequencie 

‘Ol 

hen it was realized that the Federal Government uses approximately one 
he total radio frequency spectrum space, it was immediately apparent 


machinery and tools for regulating the Government’s radio use 


camination and overhauling 
The advent of World War II brought about a phenomenal expansion in t 

of radio and other electronic instruments requiring frequency space for con 

tions, radar, navigational aids for ships and for aircraft As the interes 

United States expanded globally, worldwide radio communi ation systems were 


r V required to keep pace with such expansion. 
Increased radio facilities have been required by the military departments for 
Ss and worldwide communications with farflung bases, ships at sea, and aircraft The 
Coast Guard has required increased communication facilities to protect safet; 
ments of life and property at sea and in the air. The Department of State has required 
under expanded communication facilities for maintaining rapid contact with foreign 
missions. The Department of Commerce has need for ever-increasing facilities 
upply for aeronautical communication and navigational aids, the transmission of vital 
if the weather information and for the important scientific work of the Bureau of 


Standards. 
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Private industry has expanded its use of the radio spectrum. The growth of 
broadcasting, television, police and fire communications systems, and the use of 
radio by taxicabs, rescue squads, trucks, trains, utility companies, doctors, et: 
all exert pressures on the radio spectrum not contemplated when the Natio: 
machinery and tools for regulating the use of radio were organized. 

The regulation of non-Government radio uses of radio has been in effect since 
1927 anda body of rules and regulations has evolved, precedents have been creat« 
and a body of law developed. 

Yet the Federal Government, as said before, uses approximately half of ¢ 
Nation’s spectrum space and has only recently begun to organize itself to regulat 
its radio frequency usage on the basis of overall national needs and requirements 

The necessity for strengthening our telecommunication structure was recogniz: 
by the FCC in a letter to the Department of State in May 1949 requesting that 
Department to examine the mechanisms for making policy decisions on the 
of radio frequencies by Government agencies from the viewpoint of internatio: 
policy and to suggest steps that could be taken to improve overall United States 
coordinating and planning procedures which were considered inadequate. 

The Department of State in July of 1949 recommended to the President the 
establishment of a special commission which could devote its full time to th: 
study of the present use being made of radio by both Government and non- 
Government agencies within the United States, its possessions and Territories 
The stated objective of the study was to determine if the most efficient use prac- 
ticable was being made of the radio spectrum by the United States in order to 
insure that the United States would continue to possess communications facilities 
required in the public interest and for the national security. 

The President on February 17, 1950, by Executive Order No. 10110 establis 
the President’s Communications Policy Board consisting of Dr. Lee A. DuBridge, 
president, California Institute of Technology; Dean William L. Everitt, College 
of Engineering, University of Tllinois; Dr. James R. Killian, Jr., president, 
Massachusetts Institute of Technology; Mr. David H. O’Brien; and Dr. Irvir 
Stewart, president, West Virginia University, Morgantown, W. Va., (Chairmar 

This Board made a comprehensive review of the Nation’s telecommunicati 
problems and, among other things, recommended the creation of a Telecommuni- 
cations Advisory Board or, in the alternative, one man as Adviser within the 
Executive Office of the President. 

The post of Telecommunications Adviser to the President was established by 
Executive Order No. 10297 of October 9, 1951. The Telecommunications Adviser 
to the President was directed to assist and advise the President with respect to 
the following: 

(a) Coordinating the development of telecommunications policies and standard 
applying to the executive branch of the Government. 

(6) Assuring high standards of telecommunications management within the 
executive branch of the Government. 

(c) Coordinating the development by the several agencies of the executive 
branch of telecommunications plans and programs designed to assure maximum 
security to the United States in time of national emergency with a minimum 
interference to continuing nongovernmental requirements. 

(d) Assigning radio frequencies to Government agencies under the provisions 
of section 305 of the Communications Act of 1934, as amended (47 U. S. C. 305), 
and establishing policies and procedures governing such assignments and their 
continued use. 

(e) Developing United States Government frequency requirements. 

The Telecommunications Adviser to the President established the Telecom- 
munications Planning Committee, consisting of the senior communication officials 
of those departments and agencies interested in the use of radio, including the 
FCC, to advise and assist him. In turn, working panels were created under the 
TPC to perform assigned tasks. 

On June 16, 1953, the functions of the Telecommunications Adviser to the 
President were assigned to the Director of the Office of Defense Mobilization by 
Executive Order No. 10460, and I was appointed as Assistant Director for Tele- 
communications on September 8, 1953 

The necessity for an increased monitoring effort was recognized by the Presi- 
dent’s Communications Policy Board. The working panels of the Telecom- 
munications Planning Committee recognized the need and urged the Telecom- 
munications Planning Committee to take action. The Telecommunications 
Planning Committee recommended such action to the Telecommunications 
Adviser to the President and he, in turn, recommended it to the National Security 
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yuneil. The National Security Council with the approval of the President 
irected the FCC and ODM to prepare a plan to accomplish this objective. A 
an was prepared and approved by the National Security Council and the 
President. Funds for the execution of the pian were included in the President’s 
955 budget for the FCC as a means of accomplishing the task with the smallest 
xspenditure of funds. 

It is therefore respectfully submitted that this program, which is necessary and 
essential to the Nation’s security, economy, and welfare, warrants this committee’s 
tmost consideration and its recommendation that the funds in the full amount 

proposed in the budget be restored. 


Senator SALTONSTALL. In addition to that, you have a prepared 
statement. Is this statement of nine pages yours? 

Mr. Hype. I supplied Mr. Cooper with my statement. 

Senator SALTONSTALL. May the Chair ask, is this your statement 
here which starts out, “The FCC requests a special budget allow- 


* * 999 
ance * : 


Mr. Hype. Yes, sir. 


PREPARED STATEMENT 


Senator SALTONSTALL. Then we will put that in the record at this 
point. That is your formal statement. 
Mr. Hype. Regarding the frequency usage monitoring program, 


(The statement referred to follows:) 


FREQUENCY UsaGe MonIToORING PROGRAM 


The FCC requests a special budget allowance of $950,000 over and above its 
regular budget request of $6,694,000. This additional money is to provide 
for a special frequency usage monitoring program of interest to a number of 
Government agencies including the military. The object of this program is 
technical surveillance to determine the use being made >f particular radi» fre- 
quencies; it has nothing to do with message or program content. 

This request was prepared in collaboration with the Office of Defense Mo- 
bilization at the direction and with the approval of the National Security Council. 
[he FCC monitoring system which provides the physical plant, communication 
facilities, expert supervision, and administrative assistance has been incorporated 
into this project in. the interest of efficiency and economy. 

This program does not duplicate the efforts of any other agency. By means 
of this program, provision is made for the collection and analysis of radio com- 
munications information of a highly technical character which has a direct rela- 
tion to the national interest and the national security in the communications field. 
It will yield information not now available to any agency, group of agencies, or 
commercial organizations. Equally important, the program will give the United 
States information which is being collected by foreign countries by similar special 
monitoring programs. As in certain other highly technical fields, continuing 
effort is necessary if the United States is to maintain a position of strength in its 
dealings with other nations. Moreover, the efficient and effective maintenance 
of our overseas radio circuits requires a program of this type. 

There follows herewith a brief description of the frequency usage program 
and the need for it, the part played by the FCC monitoring network, and the 
ways in which the information will be used. This is followed by a statement 
of what we have available now and why the $950,000 is necessary over and above 
the Commission’s regular budget in terms of getting the job done in a reasonably 
satisfactory manner. 

1. Description of frequency usage monitoring program.—The frequency usage 
monitoring program is a plan of procedure for determining, in as much detail as 
possible, the extent and nature of the use of those parts of the radio spectrum used 
for regional and global communications. This program will be accomplished 
through an expanded system of radio monitoring in the United States and its 
Territories, augmenting that now operated by the FCC. The monitoring stations 
intended for this program are to be equipped with precision receivers and special 
devices. To the extent it is technically feasible, a portion of the observations 








154 INDEPENDENT OFFICES APPROPRIATIONS, 1955 








will be accomplished by automatic means, however, a greater part of the progra 
must be taken care of by means of sheer manpower through the use of manually 
operated equipment. An additional staff of 144 persons in the field will be re- 
auired to accomplish this program. To provide the physical facilities requir 
seven of the nt existing monitoring stations will be supplied wi 


additional equipment and a new station will be constructed in Puerto 
An important part of t 







} 
h 





Rico 
iis program is the provision for a Frequency Usag 
Analyzer Unit under the direction of the ODM. The principal function of this 
unit will be to perform the necessary correlation and analysis of the monitoring 
data originating with the field stations. Thus data of great value and significa: 
importance will be provided for frequency management and protection of United 
States interests. <A total of 29 positions will be required for this unit. 

2. How the mon toring system will be used By means of the existing teletyp 
and radio network of the FCC, these additional monitoring activities will b 


brought under the immediate supervision of its Field Engineering and Monitorins 
Bureau 
























These monitoring activities are of two kinds: (1) ‘‘Sweeping’’ the radio spectrun 
to obtain general usage and umpeee information, a procedure which involves 
gradual and continuous tuning of radio receivers across the spectrum and logging 
the signals heard, together with their technical characteristics; and (2) concen- 
trated monitoring of certain stations or small segments of the spectrum for special 


purposes or to obtain information required in much greater detail for specifi 
projects. 







3. The objectives of the program.—This program is recommended to the 
Congress to: 

(a) Determine the radio capabilities of unfriendly powers both as to com 
munication facilities and as to “jamming”’ potentials. Information available 
the United States concerning foreign radio station assignments is based upor 
those assignments which have been officially registered with the International 
Telecommunication Union (ITU) by the various countries. This information 
while useful, bears little relationship to operations actually on the air from hour 
to hour and day to day because of the fact that the very 
munications systems or usa 
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kind of foreign com 
ge information which might be brought to bear against 
the United States in a wartime emergency is often purposely not made the subject 












of notifications to the ITU for placement in the international lists. Such opera 
tions ean only b discovered by monitoring. Rvssia, for example, ‘has sabotaged 
the international registration program by ing thousands of “paper listings 


) 
which are not only meaningless but also highly confusing. 





\ssist in the selection of new and more useful radio frequencies for t! 

















United Stat lay, as an example, our commercial radiotelephone service 
foreign countri s almost continually in a state of circuit overloading. It 
frequently is necessary to wait for several hours, in some cases more than a da\ 
i der to estab a circuit connection with a person located in a foreign countr 







The only practical way in which additional circuits can be made available in order 
to relieve this congestion is through the assignment of additional frequencies, b 
these freq cies cann be chosen without detailed information as to spectr 










\ssist in the elimination of interference both foreign and domestic, to vital 










United States communications circuits. With the exploitation of the radio 
spectrum by foreign stations on the increase, the present United States com 
munications circuits are receiving more and more destructive interference from 
unidentified sources. Too, the United States without usage information, ofter 





assigns a new frequency and attempts to use it only to discover that existing 
foreign operations prohibit such use and the job of finding a new frequency starts 
all over again. Greatly expanded monitoring is essential if such interference is 
to be avoided or controlled. 


(d) Assist in implementing 








the revised frequency allocations as set forth in 
international treaties by furnishing information indicating the operations of 
foreign stations which must be removed so that required frequency changes can 
be made without causing or receiving interference. In the process of shifting to 
frequency allocations prescribed by international agreements in force, the nations 
of the world currently are attempting to clear entire bands of frequencies of inter- 
fering stations. Without accurate and detailed frequency clearance information 
in the U nited States, an operating agency cannot be assured that it can begin to 


use a new frequency free from harmful interference and the whole process of im- 
plementation is disrupted. 















(ec) Enable the United States to fulfill its international obligations with respect 
to furnishing usage information to the International Telecommunication Union 












In order 
Atlantic 
tance of 
interfere 
nation, i 
method 
in portal 
which ¢: 
connecti 
is vital 1 
others d 
A dditior 
national 
tional n 
f) A 
clandest 
detectil 
monitor 
effort u 
extent t 
of mon 
trum. 
yb, mi 
inally 
emain 
i. F 
ation 
with li 
mary § 
and cl 


4 here t 


ire eng 
and 
143 is 
The 
Comn 
effort 
on the 
and di 
justm 
means 
opera’ 
sion a 
finder 
The 
Wash 
withi 
lackir 
quene 
5. 
gram. 
ent f 
becat 
Im 
infor 
impli 
maki 
able 
limit 
item: 
item 
TI 
usag 
ized 
info! 
sweet 
selec 
son! 
and 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 155 


order for all countries to be able to make efficient use of the spectrum, the 
Atlantic City Radio Regulations, to which we are a party, recognize the impor- 
tance of radio monitoring and provide for the use of such information to avoid 

terference. Unless such information is made available to the ITU for dissemi- 

yn, it is necessary for many countries of the world to adopt the trial-and-error 
thod of making assignments This method causes interference our 
portant radio circuits, necessitating lengthy correspondence and negotiati 
ich can be avoided if adequate monitoring information is available In 
nnection, the United States is the world’s largest user o 1e spectrum anc 
vital to the protection of our international radio circuits that encroachment 

rs does not destroy the means by which these communications are maintained 
iditionally, the United States has exerted leader hip In most phases of inter- 
tional telecommunications, but if it is to do so with respect to this phase, addi 
al monitoring should be accomplished, 

f) Assist in the national security by providing greater assurance of detecti 

lestine radio circuits operating against the interests of the Nation ry 
tecting and locating of a clandestine station is virtually impossible with« 
nitoring and direction-finding processes. Such esses require concentrat 
rt upon the part of many monitoring stations, fixed and mobile 
tent to which such a situation mav be controlled is directly related to the 


ynitoring effort expended in providi a detailed analysis of the ri 


im It is conceivable that with lim equipment and personnel to d« 


» much valuable time could elapse fore a clandestine station is detect 
With such additional monitorir lf ‘e of sue! 
; pret le perio F time materially 
and 
Alas] 
stations have 
clerical personnel naint é sontinuous 
* aire rFene}y lly le = { lan 7 me! Cut 1 Mol it 
gaged in such duties as field intensity record 
1 maintenat 
egzuiar Mo! 
monitoring stations I ‘ 
ications Act and 1e 10 an ulations 
is designed to insure that e emisslo nited States radio 
their assigned frequencies, are reasonably f of inverfering spurious emi 
1 do not cause interference due to othe «hnieal deficiencies in equipme! 
istment or due to improper operating proced The mor 
s of direction finder bearings, determine 1! ‘ 
<d and unlisted radio stations and source f i re , The C 
ion also is a partner in the air-sea search and rescue program where our dir 
finders assist in lost or disabled plane and ship emergencies 
The monitoring stations are interconnected and are centrally controlled from 
Washington by means of a teletype and radio network. Thus there is availal 
within this Government a completely coordinated and integrated monitoring ne 
lacking only sufficient personnel and equipment for implementation of the fre- 
juency usage program 


ye 


5. Why the Commission’s present monitoring system cannot accon lish this 
a 


ent from the Commission’s regular monitoring activities. It is not duplicative 
because it is a program of depth and volume as will be explained below. 

Improved frequency management and protection of the national interest require 
nformation as to use of radio frequencies on a day-to-day basis. Thu e 
mplies recurrence but our present monitoring capability is such as to limit the 
making of such determinations. There just are not sufficient personnel avail- 
able for this purpose because our efforts pertaining to frequency occupancy are 

nited to identification needs. The new program calls for 150,000 observation 
items of spectrum usage information monthly contrasted to about 2,000 such 
items which is the limit of our present capabilities 

The new program is to determine, among other things, the impact of foreign 
usage on the United States usage of the spectrum. There is at present no orga 
ized analysis of foreign operations for purposes of this program due to lack of 
information on usage and unavailability of analysts. Concentrated continuou 
sweeping of the spectrum by the specialized groups to be proy ided at certain 
selected monitoring stations will produce this information. The present per- 
sonnel cannot provide such coverage because of lack of numbers and equipment 
and because of the attention they must give to enforcement activities. 


gram The proposed frequency usage monitoring program is considerably 
pro} | ; 
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The new program promotes the national radio security to a far greater ext: 
than presently possible. The clandestine use of radio in this country has 1 
received the extensive coverage which present world conditions indicate is i: 
perative. Limited watch standers per station to monitor the radio spectru 
preclude continuing watchfulness. Thus there are major gaps in this phas: 
our operation, both in time and spectrum coverage. 

The determination of the magnitude of the radio capabilities of unfrier 
powers cannot be made on the basis of the few interceptions the Commissio 
monitoring system produces. These are isolated, infrequent, and incompk 
tepeated observations or concentrated studies outside the scope of pres: 
activities, require personnel above the regular complement. 

Since the FCC now has no monitoring station in Puerto Rico, the exist 
system cannot meet this particular need of the new program. The Puerto Ri 
station is required for Latin American, South European and African coverage 

The FCC already is doing part of the work scheduled for the new program. 1 
FCC’s regular enforcement program will be assisted by the new program. H¢ 
ever, this is entirely incidental. The magnitude of the new program and t 
purpose of the new program both set it apart from existing operations. 

6. Conclusion.—If the United States is to retain its present overseas rad 
circuits and to expand its facilities to satisfy new communication requirement 
the planning and operating agencies of Government and industry must hay 
adequate facts about actual usage instead of being forced to rely on occasional sp 
checks and the misleading statistics available from frequency assignment lis 
compiled here and abroad. The new program has for its very purpose the obtai 
ing of such facts 

One of the most important corollaries of this program relates to the assistance: 
forthcoming therefrom in the vital field of radiocommunications as applied to 1 
defense effort Many of the benefits thus to be derived have been heretofo 
enumerated. However, the extent of these benefits will become more appari 
and more numerous as the program progresses. 


‘ 


TV APPLICATIONS 


Senator SALTONSTALL. Could you tell us, without reading you 
statement, what this program is and why it is turned over to you and 
why you need the money? 

Senator Maybank. Before you go into that, may I ask one question? 

Senator SALTONSTALL. Yes. 

Senator Maypank. How are you getting along with your T\ 
applications? 

Mr. Hyper. Senator, we have made most substantial progress with 
the overall workload of applications. I would say 80 percent of th 
job has been accomplished. However, we still have about 298 appli- 
cations left, of which 183 are still in the hearing stage. 

Senator MayBanK. How long do you think it will be before you get 
through? 

Mr. Hype. I believe by the end of this next fiscal year we will have 
taken care of two-thirds of that remaining backlog. 

Senator Maypank. I have heard you have done a good job. | 
wondered if this House provision with the money in here is sufficient 
because it was of great interest last year and always has been in the 
Senate from the various sections of the country who have been run- 
ning these TV’s. I wondered if you have enough money to finish 
the job up. 

Mr. Hype. I believe we have, but it must be understood it will 
take until the end of next fiscal year, June 30, 1955, to complete the 
processing of the hearing cases. 

Senator Maysank. You said there were how many? 

Mr. Hype. 183 are in various stages of processing, but the total 
of undetermined applications is roughly 298. I can give you a very 
interesting statistic report on that. 
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Senator MayBANK. I would like to ask that it be filed. 

Senator SALTONSTALL. That would be very helpful because we will 
e asked about that on the floor. 

Mr. Hypn. I will supply a study which will give you the total 
number of applications which it has been our duty to handle, the 
lisposition of them, and the situation as to remaining applications 

‘he material referred to follows:) 


mmary of progress made on television applications through Mar. 81, 1954 


pending July 1, 1952 
cal year 1953 
1, 1953, through Mar. 31, 1954 


mad to be processed 
plications dismissed for lack of amendment 


vctive application workload 


of by grants 
ed of by dismi 


lotal disposed of 


Applications pending Mar. 31, 


434 of these contained current i 
i 56 grants s ibseq 1ently surrende 
ing, and 4 granted without hearing. 
imated 
ides 93 dismissed from hearing, 79 prior t iitial decision, 19 following initial decision, 


tions for new and n 


nmary of progress made in disposing of television applica 


changes during fiscal year 1954 


eations pending July 1, 1953 
ceived July 1, 1953 to Mar. 31, 195 


lotal workload 


Disposal 
Hearing 

Granted 
Prior to initial decision 
Following initial decision 

Dismissed 
Prior to initial decision 
Following initial decision 


Hearing total 


Nonhearing 
Granted 
run Dismissed 


nish Nonhearing total 


Applications pending Mar. 31, 1954 


In hearing 
will n hearing 


the Not in hearing 


Estimates based on last 9 months 
Pending June 30, 1954 


otal In hearing. 
Not in hearing 
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8 of applications for new television stations as of Mar. 31, 1954 Summar 
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- eer 
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nary of progress made in disposing of AM applications for neu 
changes during fiscal year 1954 


or to initial decision 


llowing initial decision 
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Analysis of pending broadcast applications 


TV—NEW AND MAJOR CHANGES 


Last Estimates, Estimates 
year’s | contained| contained Seok 7 
Actual, | Actual, | (1954) inthis | inthis | Actual, ae Esti 
July 1, July 1, budget year’ year’s Mar. 31, oan oad aoe 
1952 1953 estimate budget budget 1954 unenu, une 
7 1954! 19 
for June | for June | for June 
30, 1954 30, 1954 30, 1955 
(1) (2) (3) (4) 5) (6 (7) (8 
Hearing ae 109 | 362 239 124 | 183 207 
Nonhearing 790 513 | 529 81 201 115 20 1 
Total___. 790 622 | 891 320 325 298 207 2 
| | 
AM—NEW AND MAJOR CHANGES 
Hearing 138 115 192 R3 34 | 91 87 4 
Nonhearing 382 303 231 150 250 | 296 204 39) 
Total : 520 418 423 233 | 284 | 387 381 432 
FM—NEW AND MAJOR CHANGES 
Hearing l 1 0 0 0 0 0} 
Nonhearing 40 43 a4 43 43 25 19 
Total.. 41 44 99 43 43 25 19 19 


! Based on first 9 months of fiscal 1954 
? This figure used from flow chart; actually there will be pending not less than 2 months’ receipts, in the 
order of 40 to 50 applications 


JUSTIFICATION OF MONITORING PROGRAM 


Senator MayBank. You have been doing a good job. 

Senator SALTONSTALL. Why, very briefly, do you need this $950,000? 

Mr. Hype. The $950,000 for the “frequency usage monitoring pro- 
gram’”’ is needed for the purpose of protecting the interests of the 
United States in obtaining for it a strong position in the use of 
frequencies useful for international communication. It is necessary 
both for our economic welfare and for our defense. This monitoring 
program is not designed to listen in and determine what message 
traffic is being handled at all; it is a monitoring program designed to 
find opportunities in the spectrum for establishment of communication 
channels, and to protect channels already established. 1t contem- 
plates a scientific examination of the use of the spectrum between 
various points and an analysis of the material obtained from that 
study. 

I indicated this program was for the national interest. 


RECOMMENDED BY SECURITY COUNCIL 


Senator MayBank. Who recommended the program? 

Mr. Hypr. The National Security Council, of which the President 
is the Chairman. 

Senator Maysank. The National Security Council asked you to 
do this. You did not ask for it? 

Mr. Hypr. No, sir. Our budget bad been submitted before this 
request came to us. 
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Senator MayBank. Your budget was submitted before you ever 
asked for this? 

Mr. Hype. That is correct. 

Senator Mayspank. The National Security Council, under the 
President, asked for it? 

Mr. Hype. Yes, sir. 

Senator Maypank. Mr. Potter, you are Assistant Director for 
Telecommunications in Defense Mobilization? 

Mr. Porrer. That is correct. 


POLICING JOB 


Senator SALTONSTALL. This is a policing job? 

Mr. Hyper. I believe it is more than that. 

Senator SALTONSTALL. It is a security job? 

Mr. Hype. Yes. It is an exploration job. It is an appraisal 
the availabilities in the spectrum. 

Senator SALTONSTALL. It is preventing people from stealing fre- 
quencies that are being held out? 

Mr. Hype. Not quite. I would say no to that. We do a sub- 
stantial policing job in order to prevent unlicensed and unauthorized 
use of channels domestically, but this job we are proposing here, 
which by the way is directed to that part of the spectrum which is 
useful for long distance or worldwide communications, is more a job 
of finding our place in the use of the spectrum and protecting such 
position as we get against inroads by other countries. The “whole 
system is based on priorities. You get a right to use of a channel by 
finding it available, making a notification to the international fre- 
quency registration board, and then, of course, appropriating it or 
using it. 

It might seem a simple thing to simply chart the spectrum and 
numerically mark off the channels. It does not work that way because 
the spectrum is used in various ways at different places. You have 
to survey it both from the standpoint of position, geographical posi- 
tion, and the use made in some other country or even in your own. 


HOUSE ACTION 


Senator SaLronsTALL. This amount has been put in since the 
House action? 

Mr. Hypr. No. It was put in before our appearance in the House, 
and unfortunately the House disallowed the item, I believe, not 
appreciating the significance of the item. I think they had the feeling 
this was more of a police action or a police monitoring job than a 
question of finding channels for use in this country. 

[ would like to e explain i in connection with what I have said that this 
applies not only to the non-Government use of the spectrum which 
the FCC licenses and regulates; it ampyes to all uses of the spectrum 
by the military or other arms of the Government. For that reason, 
Mr. Porter of ODM has brought witnesses here from other agencies 
of the Government who are vitally interested in this monitoring 
program. 
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DOMESTIC CHANNELS AND FREQUENCIES 

Senator Dirksen. Let us go back a little. I want to be sure I get 
this picture. Let us start first with the domestic channels and fre- 
quencies. I just assume as a layman that the two mechanical ways 
in which a licensee could violate his license would be either to despoil 
or overuse or slop over into another frequency, or it would be in the 
field of power. 

Mr. Hype. Those are certainly conditions. 

Senator Dirksen. You do monitor the domestic bands so you 
keep every team on the track, so to speak? 

Mr. Hype. Yes. We have a total of 18 monitoring stations. 
While they do not purport to maintain a sweep of the whole spectrum, 
they maintain a sufficient surveillance to maintain order in the domes- 
tic picture. 

Senator Dirksen. This, however, is more nearly applicable to 
higher frequencies, longer distances? 

Mr. Hype. Yes. 

Senator Dirksen. I notice this has been recommended by the 
National Security Council, so it probably has a security aspect to it 


Mr. Hype. It does, sir. 










COMPARABLE PROGRAM 





IN UNITED KINGDOM 





Senator Dirksen. The next question is: What other countries, if 
any, have a monitoring system comparable to the one contemplated 
by this extra $950,000? 

Mr. Hype. The United Kingdom. 

Senator Dirksen. Do they have it? 

Mr. Hype. They do, a very efficient system. Some of our people 
have had the privilege of seeing it in operation. Other countries, 
likewise, do some monitoring, but I should say that the most important 
one that I know of is that of the United Kingdom. We do not at 
the present time have a monitoring system equivalent to that of the 
United Kingdom. We do have this FCC monitoring system which 
is very well occupied with its FCC business. We need a more com- 
prehensive system for protecting the interests of the entire Govern- 
ment in its effort to get a United States position and hold it in the 
use of the very high frequencies. 

Senator Dirksen. Does the United Kingdom monitor all the fre- 
quencies on the Continent as well as their own? 

Mr. Hyper. I believe their mon toring would be directed to any 
location of channels which are useful for these intercontinent com- 
munications. It gives them a tremendous advantage in international 
conferences for the reason that in such meetings you want to be well 
equipped with information. If the folks across the table are better 
fortified than you, obviously your position is weakened. 

Senator Dirksen. Are the results actually tangible, concrete, worth 
while, or are they still in the academic field? 

Mr. Hyps. From those efforts we have made at monitoring from 
time to time for the purposes of finding frequencies to solve a par- 
ticular problem, we are satisfied it is well worth while. I mentioned 
we do not maintain a continuing sweep of the spectrum. We can- 
not do it with the facilities we have. But on occasion when it has 
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been necessary to find new channels for a carrier which has been re- 
quired to change its position due to treaty requirements, we will 
institute a search. That is the only way we do solve those problems. 


FACILITIES BEYOND CONTINENTAL LIMITS 


Senator Dirksen. Does this require any outside check points or 
facilities beyond the continental limits? 

Mr. Hypn. We expect to operate it with a monitoring station in 
Puerto Rico. We had one there during World War Il. It is not 
operating now. That would be restored. There would also be 
stations in Alaska and Hawaii and continental United States. This 
special monitoring program contemplates the use of eight stations 
which would be specially equipped and would have additional employ- 
ees to carry out this added program, something we could not under- 
take with our present fac'lities. 

[ should like to say that the National Security Council recommended 
that the FCC would include this item in our budget because we have 
a nucleus of a monitoring system, one which can be used to good 
advantage if implemented in a way that is suggested in this proposed 
budget. 

Senator Dirksen. Does this require specially designed facilities? 

Mr. Hypnr. Yes. 

Senator Dirksen. How long will it take to construct them? 

Mr. Hypr. | have conferred with Mr. Turner, who is Chief of our 
Field Engineering and Monitoring Bureau. His estimate is about 
3 months to get most of them in operation 

Senator SALTONSTALL. Quoting from Mr. Porter’s letter, what this 
does, in a sense, is this: 

The plan which was prepared jointly by the FCC and the ODM in response 
to this directive from the National Security Council and which was approved by 
the Council and the President proposed an expansion of seven existing FCC 
monitoring stations and the reactivation of a monitoring station at San Juan, 
P. R. This plan offered a means of accomplishing the desired result with the 
minimum expenditure of funds. 

What you plan to do is expand seven of your existing stations and 
reactivate a station at Puerto Rico used during the war’ 

Mr. Hyper. That is correct. 


MONITORING ON INTERNATIONAL SCALE 


Senator SALTONSTALL. Those stations will be big enough to ac- 
complish a monitoring on an international scale? 

Mr. Hyper. Yes. In some instances there will have to be additions 
to the present plant, but you will have the advantage of the experience 
and the supervision of trained personnel. The FCC has developed 
techniques which can be applied. 


ADDITIONAL EMPLOYEES 


Senator SaALTonsTALL. Does that mean new employees, or is this 
$950,000 all going into capital expenditure? 

Mr. Hype. No. It means the larger amount is for new employees. 
For next year it is of the order of 90 employees for the first year. 
The total number gets up to 144 jobs, I believe, at an average em- 
ployment of 140. 





164 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Senator SatronstTaLuL. Then this $950,000 will go to employees 
rather than fixtures? 

Mr. Hyper. The largest amount is for personal services, but there 
is a breakdown in our submission; for equipment-—— 

Senator MayBank. Who has the breakdown? Do you not think 
that should go into the record? 

Senator SALTONSTALL. I have not seen the breakdown. 

Mr. Hyp. I believe Mr. Cooper has been supplied copies of this 
document. 

Senator SALTONSTALL. That is too big. 

Mr. Hype. Page 19 has a table. 


CAPITAL EXPENDITURES 


Senator SALTONSTALL. Page 19, total obligation, first year, $950,000, 
of which $382,500 will be nonrecurring. The Chair assumes that is a 
capital expenditure. 

Mr. Hype. Installation costs. If you will notice, for example, 
there is $22,000 for travel. 

Senator SatronstTaLu. And $567,000 is for employees and expenses? 

Mr. Hype. That is correct. 

Senator SALTONSTALL. Are there any further questions? 

We will put that page in the record. 

(The material referred to follows:) 


Budget estimate—Frequency usage monitoring program 


First year 
Obligations by objects (fiscal year | Recurring 
1955) 


Field station positions aastndin 144 
rotal average number of employees : 90.5 


First year 


(fiscal year 
1955) 


Initial non- 
recurring 


01 Personal services alah $425, 000 | 
02 Travel 522, 3, 000 
03 Transportation of things ss 93, 6 900 4 
04 Communication services 5 500 
05 Rents and utility services ‘ . 10, 500 | 
06 Printing and reproduction. bon ‘ 1,300 | 
07 Other contractual services 81, 10,000 | 
Services performed by other agencies | 75, 000 
08 Supplies and materials | 26, 300 
09 Equipment ae i | 141, 000 15,000 | 
10 Land and structures 44, 000 0 
Total ; 382, 500 
Total obligations Ist year a 950, 000 


567, 500 833, 500 
| 


OTHER AGENCIES INTERESTED 


Senator SALTONSTALL. Senator Maybank? 

Senator MayBank. No questions. 

Senator Satronstauu. Unless there is something else you want 
to add, that covers the subject. 

Mr. Porter. I would like to say just a few words. I would like 
to explain why Iam here. I occupy the position of Assistant Director 
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for Telecommunications of the Office of Defense Mobilization. That 
Office is directed by Executive order to assist and advise the President 
on telecommunication matters. One of the responsibilities that was 
handed to this Office was the collaboration with the FCC in the 
reparation of this plan; my statement indicates the reason the House 
turned us down and also indicates who favored the plan. 

Senator MayBank. Did you say you had some people here with 

ou? 

Mr. Porter. Yes, sir. 

Senator Maysank. Do you not think the names ought to be put 
nto the record? 

Senator SALTONSTALL. Will the gentlemen who are here in connec- 

on with this new function of the FCC stand, please? 

Mr. Garner. I am Dean Garner, Staff Director for Communica- 
tions, Department of Defense, Office of the Assistant Secretary for 
Supply and Logistics. 

Mr. Srrersert. Theodore C. Streibert, Director, United States 
Information Agency. 

Mr. Les. Frederick B. Lee, Administrator of Civil Aeronautics, 
representing the Department of Commerce. 

Admiral Perkins. Rear Adm. H. C. Perkins, United States Coast 
Guard, representing the Treasury Department. 

Captain GouLerr. Capt. B. W. Goulett, Office of the Director of 
Communication for Electronics, Office of Joint Chiefs of Staff. 

Mr. Kauisarvi. Thorsten V. Kalijarvi, Deputy Assistant Secretary 
f State. 

Senator SALTONSTALL. The Department of State has a brief state- 
ment they would like to put into the record, along with other state- 
ments from these gentlemen. 

The material referred to follows: ) 


I 


DEPARTMENT OF DEFENSE POSITION ON THE OFFICE OF DEFENSE MOBILIZATION 
Monrrortinac Activirres—G. DeaAN GARNER STAFF DirecToR FoR Com 
MUNICATIONS, OFFICE OF ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND 
LOGISTICS) 


Mr. Chairman, in presenting this statement, I desire to point out that I speak 

ir the entire Department of Defense 

It is important that I first say that the Department of Defense is the United 
States largest single user of frequencies and that its use of frequencies is world- 
vide in area. In addition, the use of frequencies is, in many instances, on a rapid 
basis and of a temporary nature, as indicated by the mobile operations of naval 
and air units. 

To the Department of Defense, it is particularly important that the manage- 
nent of the use of frequencies by Government and non-Government agencies of 
the United States be efficiently accomplished. If this is done, it will contribute 
considerably to the defense effort of the Nation by insuring that frequencies 
assigned to all agencies are being efficiently used. If frequencies are not being 
efficiently used, or if their use is of less importance than the defense requirement, 
additional frequencies in the now overcrowded frequency spectrum could be made 
available to meet defense requirements 

\s regards the rapid and temporary requirements resulting from fleet and air 
operations in overseas areas, it is mandatory that the United States have intimate 
and full knowledge of frequency usage by foreign countries. This knowledze is 
essential in intelligent discussions of United States requirement at international 
conferences concerning the allocation of frequencies. Should a particular fre- 
quency which is being used by other nations be desired for a United States defense 
requirement, our request can be more effectively presented if we have detailed 
knowledge of the use or misuse of that frequency. 
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The above statements reflect the primary benefit to the Department of Defens: 
of the proposal of the frequency usage monitoring program. However, there are 
other important results which will stem from implementation of the proposal a: 
which will materially benefit the Department of Defense. 

The Department of Defense knows of no other agency collecting data similar to 
that required by the proposal or of any other information collected which would 
materially benefit the proposal. In addition, the Department of Defense believes 
that the proposal is the most logical and satisfactory way of compiling these r 
quired data. 

Therefore, the Department of Defense supports the statement of Mr. Porter 


STATEMENT OF Freep B. LEE ON BEHALF OF THE DEPARTMENT OF COMMERC! 


The Department of Commerce has a direct interest in most of the objectives 
of the radio-monitoring program under consideration and an indirect or collateral 
interest in some of the others. 

The direct interest is on behalf of those component units of the Department of 
Commerce which use or rely heavily upon radio in the performance of thei 


respective executive functions Among such agencies are the Civil Aeronautic 
Administration, the United States Weather Bureau, the National Bureau of 
Standards and the Coast and Geodetic Survey. Thus the Department of Con 


merce representing their combined usage of radio is plagued with all the technica] 
and operational problems which confront other major users. These are largely the 
difficulties which the proposed radio-monitoring program is designed to alleviate 
For example, the information to be derived from an adequate monitoring prograr 
will aid in the selection of frequencies to meet present deficiencies and expanding 
and changing needs of the future. 

Another difficulty always with us is interference in an over-crowded and highly 
competitive radio spectrum. It is not possible to cope with the large and growin: 
number of interference cases, both domestic and foreign, without better usage 
information 

The several component units of the Department of Commerce also have special 
concerns. For instance, the Civil Aeronautics Administration has heavy responsi- 
bilities in connection with plans related to Continental Air Defense. Monitorin; 
facilities if available could play a very important role here as well as in the appli- 
cation of safeguards against possible enemy use of our radio emissions for naviga- 
tional purposes (CONELRAD 

Norma! operation of air navigation radio aids and the maintenance of worldwid« 
communications for everyday purposes of safety and regularity of flight requires 
constant monitoring in the interests of reliability and efficiency. 

The United States Weather Bureau relies mainly upon aeronautical tele 
communications facilities for the timely collection and dissemination of the larg: 
volume of meteorological information necessary to support civil and military 
aviation, not to mention weather service to the general public. 

The National Bureau of Standards has made major contributions in many 
specialized fields of the radio art, especially in the field of radio wave propagation 
The practice of checking scientific calculations of future wave propagation con- 
ditions against actual monitor observations contributes to improved accuracy 
to the extent such data are available. Predictions are issued regularly by the 
Central Radio Propagation Laboratory of the National Bureau of Standards 
They have wide practical application by many communication agencies outside the 
Department of Commerce. 

In addition to the examples I have mentioned by way of illustrating the direct 
benefits of a national monitoring program, the Department of Commerce shares 
in a community interest through its participation in the Interdenartment Radio 
Advisory Committee. Continuously for over 30 years the IRAC has performed 
a necessary and valuable service by coordinating the radio operations of all Federal 
users of radio. This includes technical coordination through the Federal Com- 
munications Commission between federally operated and nonfederally owned 
radio stations. Under present circumstances these services cannot be performed 
with complete effectiveness without adequate usage information. Such informa- 
tion can only be obtained through the facilities and organization of an adequate 
national program. 
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STATEMENT OF THEODORE C. StTREIBERT, Drrector, UNrTeEp STATES INFORMATION 
AGENCY 


I appreciate the opportunity of appearing before this committee to support the 
frequeney usage monitoring program, estimates and budget justification of which 





were contained in the Federal Communications Commission estimates of ap 
ropriations for 1955 
The expected results of this frequency usage monitoring program will be of 
ynsiderable value to the United States Information Agency in carrying on its 
ternational broadcasting activities 
[he long-distance parts of the radio spectrum used for broadcasting are over- 
wded, and the world pattern of usage changes from day to day The exis*ing 
icture of international agreements and registration of frequencies is entirely 
idequate, by itself, to avoid or prevert harmful interference to long-distance 
oadeasting and program transmission 


\ecidental or unintentional interference can often be cleared up by negotiation 
he source 1s promptly identified Current knowledge of ‘‘holes’’ or unused 
ots in the radio spectrum is very useful in dealing with case of intentional 


terference and jamming 
Chis monitoring program will provide us with more information on 1 


r that is directed against many of our international broadcasts rhe 
ble to deal with this jamn 






re information we have the better we will be 
‘he monitoring activities of Unit ation Agency personnel abroad 
limited to observing and reporting on our own transmissions The United 


States Information Agency does not carry on any monitoring activities in thi 


t of my knowledge the proposed program does not duplicate any 


or planned monitoring program 
I respectfully urge that your committee give favora 
to the restoration of this item which was disallowed by the House of Representa 





} i +1 y 
pie col ieration 


STATEMENT By Rear Ap. H. C. PERKINS, UNTED States Coast GUARD, 
REPRESENTING THE ‘TREASURY DEPARTMENT 


Mr. Chairman, I am here to represent the Treasury Department In order to 
promote efficient use of the radio spectrum, the Treasury Department agrees 
that the United States requires current and accurate knowledge of actual radio- 
requency usage This knowle ige can only be cained by a lequate monitoring 


ot the radio spectrum 

Che United States Coast Guard, the largest user of radio in the Treasury 
Department, must rely on dependable radio communications to maintain con 
tant contact with its vessels and aircraft and its many isolated units, in the 
verformance of such duties as: search and rescue, port security, law enforcement, 
ind establishing and maintaining aids to navigation In view of the increasing 

of radio by all countries, it is recognized that no agency can expect to continue 
to enjoy efficient radio communication unless the United States is equipped with 
the proper tools to promote efficient use of the radio spectrum for the Nation 
aS a whole 

In addition to the general benefits to be derived from additional monitori: 
the United States Coast Guard has certain requirements for special monitoring 
information The Coast Guard maintains direct teletype circuits to the FCC 
monitoring control stations on both the east and west coasts Primarily, t! 
circuits are used for search and rescue purposes. The FCC monitoring stations 
ot only assist the Coast Guard in identifying and locating real distress signals, 
but equally important they assist in running down false signals. They also 
in identifying and locating interfering signals The Coast Guard continues 
to receive complete cooperation from the Federal Communications Commission 
and the FCC monitoring stations to the extent that their limited personnel and 
facilities permit. Sufficient personnel to man the equipment at the monitoring 
stations continuously, would of course produce more effective results 

All Treasury Department law enforcement agencies stand to benefit to some 
extent by complete monitoring information Organized criminal syndicates often 
resort to radio communications in their operations. It is a tedious, but fairly 
simple process to follow the leads furnished by an analysis of radio-monitoring 
data. 


ese 
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STATEMENT OF THOoRSTEN V. Kaisarvi, Deputy AssisTANT SECRETARY Fo) 
Economic AFFAIRS, DEPARTMENT OF STATE 


The Department of State is vitally concerned with the inadequacy ree 
Federal Communications Commission radio monitoring because the prese 
facility is incapable of providing adequate material upon which to conduct U nite. 
States negotiations with foreign governments. Present facilities fail to provide 
necessary national security safeguards and do not supply important usage data 
Therefore, the De partment of State fully supports the frequency usage monitoring 
program contained in the 1955 budget requests of the Federal Communication 
Commission 

In order to provide a sound basis for the conduct of international negotiatio, 
for radio frequencies, the United States must be possessed of factual usage data 
which can Only be obtained by monitoring. In securing the necessary usay: 
data, the Department must rely upon the Federal Communications Commission 
monitoring facility. 

In the event of a state of hostilities or imminence thereof, it would be urgent] 
necessary that the activation of a transmitter by a potentially hostile mission bi 
immediately detected and closed down. An adequate and capable monitoring 


facility would be needed to identify such clandestine operations in addition to 


policing the radio spectrum for nonintentional violations. 

The desired information resulting from the proposed program before the con 
mittee cannot be derived from current United States monitoring. Content 
monitoring does not provide required usage data. Therefore, I should like to 


emphasize that the proposed program does not contemplate a duplication of any 
monitoring that is now being done. 


Finally, it is the view of the Department of State that this program should not 
be delayed but implemented as soon as possible. 

Senator SattonsTatu. This is the addition of 7 stations, the 
reactivation of 1 new station, certain nonrecurring expenses, certain 
annuai recurring expenses, and it is for the purpose of national sec urity 
and recommended by the President and National Security Council as 
such. The information was not presented in that form to the House 
Independent Offices Committee. 

Mr. Hype. Apparently it was not a satisfactory showing. They 
did not approve of it. The significance of the proposal must not have 
been made clear 

Senator Satronstatt. If you will help Mr. Cooper get these 
statements in satisfactory form, the Chair believes we will have the 
information, as much as we are going to get. 
whether we do or we do not. 

Supposing you got 4 instead of 8? What would happen? 

Mr. Hype. An effort was made to set up a sufficient number of 
stations to do an efficient job. I believe cutting down any one station 
would adversely affect the efficiency of the whole setup. 

Senator SauronsTa.u. In other words, it is a do or a don’t? 

Mr. Hype. I think so. 

(See letter of Mr. Hyde on p. 471.) 

Senator SaLTonsTaLL. Thank you very much. 

The last thing this afternoon is the Federal 


It is a question of 


Trade Commission. 
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FEDERAL TRADE COMMISSION 


STATEMENTS OF EDWARD F. HOWREY, CHAIRMAN; DAVID C. 
MURCHISON, SPECIAL ASSISTANT TO THE CHAIRMAN; ALEX 
AKERMAN, JR., EXECUTIVE DIRECTOR; WILLIAM P. GLENDEN- 
ING, JR., ASSISTANT SECRETARY AND CHIEF, DIVISION OF 
BUDGET AND FINANCE; AND JESSE W. MARKHAM, ACTING 
DIRECTOR, BUREAU OF INDUSTRIAL ECONOMICS 


LIMITATION ON TRAVEL 


Senator SALTONSTALL. The Chair understands that there are two 
rroblems involved. One is the question of travel restrictions. The 
I | é; rr wn 
House restricted the amount of the travel to $140,000. The FTC 
wants that restriction eliminated so there will be no special restriction 
on the travel funds. Is the Chair correct? 

Mr. Howrey. Yes. 

Senator SALTONSTALL. The House also deducted $14,600 from the 
estimate for the economic and marketing adviser to the Commission. 
The Commission wants that back. In addition to that, the House cut 
$146,200 from the amount for financial reporting for statistical activi- 
ties, is that correct? 

Mr. Howrey. That is correct. 

Senator SALTONSTALL. So the 3 items in which you are interested 
and want changes in are the 3 items the Chair has noted. The Chair 
will put in the record the letter of Mr. Howrey to the Chair dated 
April 8 at this point. 

(The letter referred to follows:) 

FEDERAL TRADE COMMISSION, 
Washington, April 8, 1954 
Hon. LeverRerr SALTONSTALL, 
Chairman, Subcommittee in Charge of Independent Offices Appropriations 
Bill, 1956, 
United States Se nate, Washington, a 

DEAR SENATOR SALTONSTALL: In your letter of March 29, 1954, you asked that 
any recommended changes in the independent offices appropriation bill for the 
fiscal year 1955 be transmitved to you by April 8, 1954 

The bill as passed by the House of Representatives contains $4,030,700 for the 
Federal Trade Commission which is a reduction of $169,300 in the budget estimate 
and $23,100 less than was appropriated for the Commission in 1954. The bill 
also contains a limitation of $140,000 for the expenses of travel which is $23,035 
less than last year’s limitation. 

It is believed that, if the Federal Trade Commission is to carry out the functions 
assigned to it by the Congress, it is necessary that the amounts cut from the budget 
estimates for 1955 be restored and that the limitation on travel be removed. This 
would be accomplished by striking out ‘‘and not to exceed $140,000 for expenses 
of travel,” appearing in lines 5 and 6 on page 19 of the bill and striking out 
“$4 030,700” and inserting in lieu thereof ‘‘$4,200,000.” 


LIMITATION ON TRAVEL EXPENSE 


The limitation on travel expense is impractical in the Federal Trade Com- 
mission. It is impossible at vhe beginning of the fiscal year to set up complete 
itineraries for investigators, attorneys, and examiners. The places where personnel 
must go are determined only as cases develop. 

Two examples of cases drastically affecting travel estimates have occurred since 
the submission of budget estimates to the House. 
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First, as a result of numerous complaints, the Commission has undertaken an 
investigation of the advertising practices engaged in by insurers in the sale of 
health and accident insurance coverage. The public interest in this investigation 
may be demonstrated by the fact that since the announcement of the investiga- 
tion over 1,700 letters have been received from the public setting forth com 
plaints as to this type of insurance. To date, as a result of screening of the 
advertising, examined to date, 97 full field investigations will be required. The 
amount of travel will, of course, be substantial. A tentative total of 1,113 com- 
panies has been listed in this field. 

The other investigation referred to is the industrywide legal and economic 
investigation of the coffee industry, including the operations of the New York 
Coffee and Sugar Exchange, the activities of the Green Coffee Association, and the 
pricing policies and practices of cceffee growers and coffee importers, roasters, 
wholesalers, and retailers located throughout the United States. One of the 
chief purposes of such investigation, as announced by President Eisenhower, was 
to reach a determination as to the causative factors behind prevailing high coffee 
prices. 


















This investigation has required utilization of a large portion of the investigative 
and economie staffs of the Commission and has involved, among other investiga 
tive techniques, a careful survey of approximately 50,000 brokerage transactions. 
Because this investigation is nationwide in scope, it has necessitated a heavy 
burden of travel from the main Washington office of the Commission by a con 
siderable number of the members of the Commission’s investigative, economic, 
and legal staffs 

These two cases clearly illustrate the magnitude of the task of the Commission 
and the need for flexibility in the expenditure of funds, particularly in the field 
of travel. 














REMUCTION OF TRAVEL FUND 


ww 











The House, in reducing the Commission’s request for funds, deducted $8,500 
from the total funds requested for travel and denied the Commission’s request for 
an increase of $146,200 for the financial reporting program of the Bureau of 
Industrial Keonomics 

Three thousand dollars of the proposed increase of $146,200 for the Bureau of 
Industrial Economics was for travel. By denying the request for the Bureau’s 
increased financial reporting activities and reducing the travel request of the 
Commission as a whole by $8,500, the House appropriated $137,000 rather than 
$140,000 for travel, thus effecting a mathematical reduction in the same ares 
twice 

It is believed that 










had the foregoing facts been more clearly portrayed in our 
original budget estimate, this double reduction would not have occurred 












ECONOMIC ADVISER TO THE COMMISSION 





The House also deducted $14,600 from the estimate for an economic and mar- 
keting advise: to the Commission. 

The markeving work of the Commission has not been adapted currently to the 
requirements of the Administrative Procedure Act. Under this act, no person 
engaged in the investigation or litigation of a case can thereafter advise the Com- 
mission with respect to it 

The coffee investigation cited above is illustrative of the problem. All econom- 
ists of the Commission are engaged in some facet of the investigation. In the 
event that litigation should ensue, the Commission would not have available a 
person to assist in the market analysis essential to a souna decision. 

This seriously limits the Commission in the exercise of that expertise which is 
necessary for it properly to perform its function. Restoration of the $14,600 is 
therefore strongly recommended. Your attention is directed to the fact thav this 
$14,600 is not a request for an increase of last year’s appropriation. It represents 
instead a decrease in the amount allocated for other work. 
















EXPANDED FINANCIAL REPORTS 
















The other change effected in the House bill trom the amount requested was a 
denial of $146,200 for increased financial reporting statistical activity. It may be 
implied from the House report that the Commission’s Bureau of Industrial 
Economics is spending $482,700 for statistical studies. Actually, one-fourth of 
that amount is so spent, the remainder being spent for accounting, economic 
evidence, and economic reporting. 
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Information developed through financial reporting statistical activity is indi 
yensable to Government officials responsible for making important policy decisions 
The Chairman of the Council of Economic Advisers to the President recently 
testified that the body of information supplied by the Federal Trade Commission 
in conjunction with the Securities and Exchange Commission might be improved 
by accelerating the availability of information and extending its coverage to areas 
such as trade corporations not currently included in the report. It was to furnish 
this expanded and more rapid coverage that the additional amount was requested 
These reports are used by executive and legislative offices of the Government in 
formulation of policy and m:king of administrative decisions Among the users 
are the following congressional committees: Joint Committee on Internal Revenue 
Taxation; Joint Committee on the Economic Report; Joint Committee on Defense 
Production; Senate Select Committee on Small Business; Senate Banking and 
Currency Committee; House Judiciary Committee. 

The Commission will, as the House Appropriations Committee suggests in its 
report, consider the feasibility of placing the reports on a subscription basis. Any 
payments received would, of course, be deposited as miscellaneous receipts in the 
Treasury and would not be available to the Commission to assist in defraying the 
cost of the reports. In this connection, your attention is invited to the fact that 
the Senate Committee on Interstate and Foreign Commerce has by resolution 
suggested that the Federal Trade Commission, among others, suspend until July 
1, 1955, any proposed proceeding involving the imposition of fees and charges 
pursuant to title V of the Independent Offices Appropriation Act, 1952 (5 U.8. C, 
140) which authorized charging fees for reports. 

Sincerely yours, 
Epwarp F. Howrey, 
Chairman. 


JUSTIFICATION 


Senator SatronstaLL. Mr. Howrey, let us take those three items 
up individually. Why do you need the travel limitation cut out? 

Mr. Howrey. Mr. Chairman, the Federal Trade Commission is 
primarily an investigative body. We investigate the competitive 
practices of this vast multibillion economy of ours. If we cannot 
travel, we cannot investigate. If you need a limitation at all, it 
certainly is there in the $9 per diem allowance because most of our 
people cannot get by on that. I think to pat a limitation on our 
travel is to suggest we should not perform one of our main functions, 
which is to investigate. If we cannot travel, we cannot function 

Senator SALTONSTALL. Supposing we agreed there should be some 
travel limitation but a proper one to allow you to function. What 
travel limitation should there be? 

Mr. Howrey. Not less than the $163,000 of last year. 

Senator Satronstaut. The House allowed you $140,000. You 
want the equivalent of $163,000 minimum? 


INVESTIGATIONS 


Mr. Howrey. Well, I will not even concede that because it is 
wrong in principle. It is quite an important matter to us. We are 
now conducting a coffee investigation in which the White House has 
expressed an interest. We are conducting a nationwide insurance 
program of insurance advertizers selling health and accident insurance. 
Those two items require a great deal of travel. They were not even 
in our budget when we appeared before the House. 

Senator SALTONSTALL. Have you ever had a travel limitation? 

Mr. Howrey. Yes. 

Senator SALTONSTALL. How many times? 

Mr. Howrey. Just this year and last year 








172 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Senator SALTONSTALL. The travel limitation was $163,000 for 1954? 

Mr. Howrey. Yes, sir. 

Senator SALToNSTALL. Will you get by on that? 

Mr. Howrey. Yes, sir, we will. We are compelled to, and we are 
compelled as we go through the year to cut down our effectiveness by 
watching our travel carefully. If we have to have a limitation, why, 
of course, we want what we had last year. We think it is wrong in 
principle because’ we are an investigating body and we cannot inves- 
tigate in Washington because our jurisdiction lies primarily in the 
great industrial sections of our country. 


BASIS OF COMPUTING COSTS 


Senator SaLronsTaLy. You figure your travel on your railroad fares 
or airplane fare plus $9 a day living? 

Mr. Howrey. Yes. I submit that is an automatic limitation on 
travel. I have trouble getting people into the field. I have to 
needle them to get them to travel. We do not heve trouble with people 
traveling too much. 

Senator SALTONSTALL. $9 cuts you pretty quick. 

Mr. Howrey. I have done quite a little traveling myself, and 
least half of my travel expenses have been out of my own pocket. 

Senator SatronsTaLL. Mr. C ooper points out that the actual travel 
in 1953 was $144,733. The allotment in 1954 was $140,000. Re- 
quested this year is $148,500. That does not quite gee with your 
figures, does it? 

Mr. Howrey. I think the explanation is when you start out with a 
limitation you have to plan your work, plan your travel, plan your 
eases. I think it is a handicap. Naturally, we have stayed within 
our travel limitation. We always try to keep some cushion for such 
things as these very urgent matters like the coffee investigation and 
the insurance investigation. So we did not use it all and of course we 
cannot as long as there is that limitation. We should not have a 
limitation on travel. 

Senator SatronstaLu. I do not quite gee the figures of $163,000 
and $144,000. You said you had $163,000 last year 

Mr. Howrey. We did not use it all up. 

Senator Sarronstauu. Those figures would seem to indicate you 
had $144,000. 

Do I understand you would have liked to have used $163,000 but 
you were limited to the $140,000? 

Mr. AkerMAN. The overall limitation in 1954 is $163,000. The 
$140,000 is the allocation for travel. It is necessary to keep the 
allocation below or else when the fire breaks out——— 

Senator SatTonsTauu. I see. You had a limitation of $163,000. 
You played safe. 

Mr. Akerman. Yes, sir. We have to keep that cushion there 
because we do not know where we are going to be called to send our 
investigators. 

Senator SALTONSTALL. So to play safe this year, you feel you should 
have a limitation of at least $165,000? 

Mr. AkeRMAN. Yes, sir. 
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ECONOMIC AND MARKETING ADVISER 


Senator SALTONSTALL. On your marketing and economic adviser, 
what about that? 

Mir. Howrey. I might indicate we lost $14,600 before the House 
because we were not asking for additional funds. I was explaining 
our new program, as Chairman, that in the management program | 
intended to appoint an economic and marketing adviser to the Com- 
mission, explaining that under the Administrative Procedure Act the 
Commissioners who made decisions could not consult with the econo- 
mists who were engaged in the prosecution and investigative stage of 
the particular case. We wanted a marketing man on the Commission 
level in the same way we have a legal adviser on the Commission level. 

The House simply reduced our appropriation to that extent think- 
ing that we did not need such an adviser. I submit we do. I submit 
it is a matter of management discretion and that we ought to be al- 
lowed to make that decision and we ask the restoration. It was 
simply a cut that they gave us thinking that we did not need a man 
in that job. 

NEED FOR ECONOMIC ADVICE 


It is an important thing for the members of the commission to 
have economic advice in our adjudicatory case work. Under the 
present conditions and under the Administrative Procedure Act, 
which divorcees prosecution from decision in our case work, we do 
not have an economic advisory man. We were not asking for addi- 


tional funds. I was merely exp laining how we intended to improve 
the procedures of the Federal Trade Commission. ‘The House Com- 


mittee thought it was not an improvement and therefor deducted 
that sum. 

We have this man. We were just going to move him from one 
place to another and they thought that that was not wise. We 
think it is wise and we ask for the restoration. 

Senator SALTONSTALL. What you really want is to get back $14,600 
and you believe you will use that for this adviser? 

Mr. Howrey. Yes. 

Senator SALTONSTALL. If you do not get it back, you will have to 
cut that adviser off or would you keep him and cut off something else? 

Mr. Howrey. If lam permitted to | would keep him and cut some 
thing else. 

Senator SALTONSTALL. In other words, you consider him a valuable 
asset to the Commission and even if you were cut you would lose some 
other service rather than that service? 

Mr. Howrey. Yes, sir. Our work is really the resolving of eco- 
nomic and marketing problems. We use legal procedures to resolve 
those economic and marketing problems. I think personally we ought 
to have more economists. We have numbers of lawyers and only a 
handful of economists. Being a lawyer it may be heresy to say so, 
but I really think we need more economic and marketing help in our 
Commission work. 
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FINANCIAL REPORTING AND STATISTICAL ACTIVITY 


Senator SALTONSTALL. The third item is, of course, the big item 
$146,200 was denied for increased financial reporting and statistical 
activity. How much is the Commission actually spending for that 
purpose? 

Mr. Howrey. We are now spending $135,000 and our work in this 
respect is limited to the manufacturing level. We want to extend 
that work to the wholesale, retail, and mining corporations, and if | 
may, | would like to compare it with the project which was Just pre 
sented to you by the Federal Communications Commission, This 
is not our project. It is an overall Government project. It is rec 
ommended strongly by the Bureau of the Budget. We have the 
facilities. We have the investigators and we have the accountants. 
We have the statisticians, and in conjunction with the SEC which 
has records of listed corporations we go to the unlisted corporations 
we make these profit studies. 

We study the sales and profit pictures of corporations for other 
branches of the Government as well as for ourselves and for business 
generally. 

FIGURES IN CORPORATE PROFITS 


Dr. Burns in his testimony before the House Appropriations Com- 
mittee (p. 1048) said this: 

The Federal Trade Commission at the present time, in conjunction with the 
Securities and Exchange Commission compiles by far the best figures that we hav 
on corporate profits. It is a tremendously important body of information. My 
hope has been that that body of information might be improved 

Then he goes on to say wherein it is defective. 

The other Government agencies who use this information are the 
Joint Committee on Internal Revenue Taxation, Joint Committee on 
Economic Report, Joint Committee on Defense Production, Senate 
Select Committee on Small Business, Senate Banking and Currency 
Committee, and so forth. 

The Budget Bureau asks us to do this work. It was in our budget. 
They wanted us to extend our manufacturing reports, our statistical 
reports, as I said, to other levels of our economy in the distribution 
and mining fields. 

Senator SALTONSTALL. Where did your request come from? The 
Bureau of the Budget? 

Mr. Howrey. Yes. 

Senator SALTONSTALL. Where did they get it from? 

Mr. Howrey. I am sorry, Dr. Burns is net here. I would guess 
from the White House to the Bureau of the Budget to us. I can simply 
say it came to us from there. 

Senator SALTONSTALL. Could you get some verification or com- 
munication from the Bureau of the Budget or from the White House 
from Dr. Burns on this subject? 

Mr. Howrey. Perhaps Dr. Markham can explain that. Dr. Mark- 
ham is the head of our Bureau of Business Economics. 

Mr. Marknam. That is part, Senator Saltonstall, of an integrated 
statistical program and it now has these gaps. The Bureau of the 
Budget has a committee that studies statistical gathering throughout 


the Government and they recognize this as very vital to complete 
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the picture. The Federal Trade Commission can centralize it there 
and do it at a much lower cost than it could be done if it were farmed 
out to various other agencies 

Senator SALTONSTALL. When this is all done, would it be available 
to the public, or mostly to other Government agencies? 


SALE OF REPORTS 


\ir. Howrey. It will be available to the public and there is a great 
emand for it. The House committee suggested that we should sell 
these reports and try to get an income from them. We will be glad 
to try to do that if we are permitted to go ahead, although of course 
the receipts will not come to us; although the equivalent will come to 
the Government as miscellaneous receipts 

Senator SALTONSTALL. Do you get any receipts now from any of 
your reports? 

Mr. Howrey. We have no receipts other than from civil penalties 
which courts sometimes impose for violation of our orders, but that 
is a small amount relatively 

Senator SALTONSTALL. Will you give an affirmative statement that 
vou will seek to have this paid for as an experiment to see what 
happens? 

Mr. Howrey. Yes, we will within the limitations imposed on us. 
The last sentence in my letter points out that the Senate Committee 
on Interstate and Foreign Commerce has by resolution suggested that 
the Federal Trade Commission, among others, suspend until July 1, 
1955, any proposed proceeding involving the imposttion of fees and 
charges pursuant to title V of the Independent Offices Appropriation 
Act. We think that resolution might interfere with the program. 
Certainly if we are permitted to do it we will try to do so. 

Senator SALTONSTALL. It has been called to my attention that you 
could not under a resolution offered by Senator Bricker, chairman of 
the Interstate and Foreign Committee, charge for these reports until 
there has been a study and basic standards set up. Did you know that? 

Mr. Howrey. Yes. I pointed that out in the last sentence of the 
letter which you put into the record. 

Senator SALTONSTALL. So you could not in any event this year then 
start a system of fees. 

Mr. Howrey. Apparently not, in the present fiscal year. 

Senator SavronstaLu. Then I think it is very important that we 
have some more information, if you can, Mr. Howrey, on the desir- 
ability of the statistical report, where it is coming from and who wants 
it 

Mr. Howrey. I will be glad to submit that for you. 

Senator SALTONSTALL. Assume that we gave back some of this 
money but not the whole $146,000; what then? 

Mr. Howrey. I think anything would be helpful. One of Dr 
}urns’ chief points is that the material is slow in getting to his coun- 
cil. He says that he would like to see work speeded up. He con- 
siders it, I believe, and the budget considers it, important in their 
planning and prophesying, and so forth, with reference to economy 
conditions. 

Senator SauronstaLu. The Chair would appreciate it and.I am 
sure the whole committee would, if you could elaborate on that a 
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little bit, as to who is going to use it, and how much it would be 


wanted by the Bureau of the Budget and the White House, wher 
that was going to be used. 


Mr. Howrey. I shall be very glad to submit that. 

Senator SALTONSTALL. I think that will help. I think there is 
general feeling that there is too much of this statistical information 
being compiled. There is the feeling that it just goes into th 
wastepaper basket. I cannot think now of some of the reports, but 
something like how to feed donkeys and that sort of thing. 

Mr. Howrey. I feel the same way. I am very economy minded 


but I do think that this is one of those things that is extremely im- 
portant. I will be glad to submit that. 


(The information referred to and a letter from Senator Flanders 
follows:) 


The present financial reporting program of the Federal Trade Commissi: 
provides source material for Government agencies, for congressional committe 
for business firms, and for the general public on sales, costs, taxes, profits, liquidit 
operating rati s, and the like, of various groups of industries and of differ: 
sizes of busine At the present time the financial reporting program, accordi 
to those who use it, suffers from two principal shortcomings. The reports ar 
published quarterly, approximately 90 days after the close of the quarter; ar 
their scope is limited to the manufacturing sector of the economy. The $146,200 
additional funds requested for fiscal 1955 will overcome these two shortcoming 
The additional funds will be used to speed up the availability of the informatio 
and to enlarge the scope of the financial reporting program to include trade ar 
mining. 

The financial reporting program, as presently administered and as it will b 
administered when enlarged, is completely centralized; that is, it provides a 
Government agencies with information that is not obtainable from any oth: 
source. Since this information is indispensable to the various agenies, committee 
firms, and persons who use it, it should be collected. The most economical wa. 
of collecting such information is to centralize the program in some agency such as 
the Federal Trade Commission, which Congress has already empowered to collect 
such information, and which already has the administrative organization a1 
know-how 

Federal agencies that use the information collected through the Federal Trac 
Commission's financial reports are as follows: 

Executive Office of the President 
Council of Economie Advisers 
sureau of the Budget 
Office of Defense Mobilization 
Board of Governors of the Federal Reserve System 
Department of the Treasury 
Department of Commerce 
Department of Justice 
Department of Labor 
Department of Agriculture 

M. Joseph Meehan, Director, Office of Business Economics, Department. of 
Commerce, in a letter to the Chairman of the Federal Trade Commission, dated 
December 23, 1953, had this to say about the Commission’s financial reports 

“The Budget Bureau has advised us of the proposal to speed up the Quarterl) 
Industrial Financial Report Series tabulations, and to extend the coverage of 
the reports to include trade and mining corporations. 

“These reports are by far the most important data source for the Department 
of Commerce estimates of current corporate profits as a share of the national 
income. They provide the basis of our current-year and quarterly estimates for 
manufacturing industries, which last year accounted for more than one-half the 
all-industry total of corporate profits. Trade and mining, the industries to which 
it is now proposed to extend the reporting system, account for an additional one 
fifth of the all-industry total, and we have at present no satisfactory statistical 
basis for quarterly estimates of profits in these two industries. 

“Up-to-date and reliable information as to trends in corporate profits is of 
critical importance for the work of this Office, in developing current national 
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come statistics and appraising the business position. The chief weakness of 
the profits data now used, apart from the lack of basic information on trade and 
nining, is the timelag in your reports. These would be much more valuable 
they could be released in time for us to use them in completing our regular 
,ccount of the national income and product each quarter. 
“T should like, therefore, to express our earnest hope that it will be possible to 
carry out the present proposals.”’ 
Che Director of the Division of Research and Statistics of the Federal Reserve 
Board of Governors has stated: 

It is my feeling that this is an extremely useful body of data, collected and 
ocessed in accordance with sound statistical and accounting procedures, and of 
irticular value at a time when the financial position of business is a matter of 
reat importance so far as the general economic and financial outlook is concerned.” 
Similarly, a large number of congressional committees make extensive use of the 
nformation collected under the Federal Trade Commission’s centralized financial 
porting program. Some of them are as follows: 

Joint Committee on Internal Revenue Taxation 

Joint Committee on the Economic Report 

Joint Committee on Defense Production 

Senate Select Committee on Small Business 

Senate Banking and Currency Committee 

House Judiciary Committee 

Users of the quarterly financial reports, especially Government users, have 
equested the Federal Trade Commission to speed up publication, expand the 
coverage to mining and trade, and increase the amount of detail This is not 
possible with our present personnel and resources After careful study, we 
believe that with twice the present appropriation, three times as much information 

yuld be produced without any reduction in the high quality of the published 
information. It is for this reason that we request the $146,200 

It is our understanding that the following statement regarding the importance 
of the quarterly financial reports and the uses to which they are put has already 
heen submitted to the committee by the Bureau of the Budzet: 


EXECUTIVE OFFICE OF THE PRESIDENT, 
SUREAU OF THE BUDGET, 
Wash ngton, D Cr Apr l 1A, 195 
I LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, United States Senate, 
Washington, D. C. 

My Dear Mr, CuarrMan: This is in reply to your request, made at the appro- 
priation hearing of the Federal Trade Commission on April 12 and conveyed to 
me by Chairman Howrey of the Federal Trade Commission, for a statement from 
the Bureau of the Budget of the reasons for the Bureau’s support of an item of 
$146,200 for the financial reports program in the FTC budget for 1955 

The Bureau supported the inclusion of this item in the President’s budget 
because it would bring substantial gains in the completeness and promptness of 
the financial reports data. The improvements envisaged by the item were 
recommended by an interagency committee composed of representatives of the 
principal Federal users of financial statistics and were given the highest priority 
of the data needs of those persons. The improvements were also strongly sup 
ported by an interagency committee convened to discuss ways and means of 
improving Federal statistical series on savings. In more specific terms, these 
improvements would provide the Council of Economie Advisers and the Depart 
nent of Commerce with prompter, more accurate and more complete information 
on corporate profits for their evaluation of current economic conditions, they 
would provide prompter, more accurate and more complete corporate profits and 
tax data for the quarterly estimates of national income and product, they would 
provide prompter, more accurate and more complete data sooner on the working 
capital and general financial position of United States corporations for use by the 
Federal Reserve Board and the Department of Commerce in their analyses of 
money flows in our economy and the general financial condition of United States 
‘orporations, and they would provide better data sooner for the Treasury Depart 
ment and the Bureau of the Budget in estimating current corporate tax liability 
and future tax receipts from corporations. Directly and indirectly these im 
provements in the financial reports program would provide nongovernmental 
users sounder data for making their analyses and policy decisions 
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The Bureau’s special concern about this item derives from its responsibiliti 
under the Federal Reports Act of 1942 and the Budget and Accounting Act 
1950, for coordinating and improving Federal statistical activities. 
out that responsibility, the 
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Office of Statistical Standards organized a Subeo) 5 
mittee on Financial Statistics as part of its larger Committee on Economie Stat 
tics and in consultation with that subcommittee developed and placed into effex 
in 1947 a single program for collecting corporate industrial financial statisties for Wew 
the several purposes of the Federal Government. The Federal Trade Con 
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mission and the Securities and Exchange Commission were designated 


as the 
collecting agencies 


under this program, the Securities and Exchange Commissi 
to collect data from corporations registered with that agenev (largely firms li 
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exchanges) and the Federal Trade Commission to collect Hon. 

data from a sample of all other corporations Ch 
Since 1947, data have been collected quarterly covering United States mar 

facturing corporations Data collections for the vear 1950 and the quarters DEA! 
1951 and 1952 covering United States wholesale and retail trade corporatio imports 
were financed by transfers of funds to FTC and SEC from the Office of Prix ‘ointly 
Stabilization, the Keonomie Stabilization Ageney and the Board of Gover Comm 
of the Federal Reserve Svstem but were discontinued when the defense stabiliza In p 
tion activities were curtailed and financial support from those agnecies was 1 manuf: 
longer available The types of data collected under the program are the data reports 
contained in summary balance sheet and profit and loss statements, and inelud finanel 
sales, costs, Federal income taxes, profits, assets, liabilities, stockholders’ equity corpor 
working capital, and operating and liquidity ratios. The published report int 
contain estimates by type of industry and by asset size groups and reflect th: statist 


operating results of these corporations during and their financial condition at the 


close of a given quarter The published reports are released from 90 to 120 
days following the close of the quarter covered by the report. 
TI item of $146,200 in the 1955 budget of the 
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report 
for 3 improvements in the financial reports program: (1) Expansion of the progra: tion, ¢ 
to include a sample of wholesale and retail trade corporations and mining corpora hardly 
tior 2) the making of preliminary estimates within 45 to 60 days following the the CG 
close of t quarter for certain important financial items contained in the publishe We tr 
report, and (3) drawing and instituting a new sample of corporations for t] over 


program to improve the accuracy of the estimates and to make it possible tha 
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the Federal Trade Commission budget, some part of that amount would 
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outside the Federal Government their cost is justified solely on the basis of thei: ings 
value to Federal user The cost of the improvements which would be made the | 
possible by the $146,200 item is also justified solely on the basis of their value to corp 
Federal users whit 
The expansion of the coverage of the program to include wholesale and retail! mitt 
trade corporations and mining corporations would provide reliable estimates for Con 
sectors of our economy which in 1952 accounted for one-fifth of the total of all T 
corporate profits, one-third of the total of all corporate receipts, and one-tenth of to i 
the total of corporate net assets At present there is no staisfactory basis for the van 
quarterly estimates of profits of other financial statistics in these sectors. The qua 
proposed inprovement in the financial reports program would provide a satis I 
factory basis for those estimates. While a complete financial report containing Cor 
estimates for all the items collected under the program is needed as soon as the ace 
report can be published, preliminary estimates covering a limited number of the fou 
items collected are needed by the principal Federal users of the report well before of 1 
the complete report can reasonably be made available The cost of speeding up pro 
the pul ation of the complete repert so that it would be available by the time | 
the user agencies need the estimates for the limited number of items would far der 
exceed that of making preliminary estimates for the fewer items Drawing and the 
instituting a new sample of smaller corporations for the program will improve the pre 
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uracy of the estimates by bringing the sample up to date 
iditional benefit of relieving some of the smaller manufacturing corpora 
m the requirement that they file reports 
Sincerely yours, 
DonALD R. BELCHER, 
Assistant Dy 


We would also like to include the following statement from the Chairmar 
neil of Economic Advisers 


Tut CHAIRMAN OF THE CouNCcIL orf Economic Apvi 
lp 
Kpwarp F. Howrey, 
Chairman, Federal Trade Commiss mm, 


Washington, D. C 


Dear Mr. Howrey: I am writing in response to your inquiry concert 
vortance that the Council attaches to the quarterly finanvial report 
tly by the Federal Trade Commission and the Securities and | 
nmission 
In providing quarterly figures on balance sheet and income 
inufacturing corporations in various industries and of variou 
vorts program has been filling a significant need in the 
ancial statistics The program is the source of the be 
rporate profits and on the asset and debt position of bus 
ories, sal ete., also contri t bstantially 
tical work of other agencies of the Federal Government 
» Council of Economic Advisers is pleased to learn of your 


‘ial data on trade and mining corporations, and to speed 


wnufacturing corporations We hope that you may find it pos 


vorting even further than you have planned The more current 
the more helpful it can be in the formulation of economic polici 
irdly tell you that in carrying out its responsibilities under the Employ 
e Council must place very high priority on prompt report f 
We trust that vour efforts in this direction, as well as in 
erage, Will prov iccessful 


Sincerel\ \ 


LEVERETT SALTONSTALL, 
senate Approp 1alions Subco 


ylon, D. 


The fiscal year 1955 budget request 

Commission contains an item of $146,290 to finance improve 
financial reports program. This program is conducted joi 
Cfrade Commission and the Securities and Exchange Commissio1 

The program currently provides statistics on the financial con 

igs of United States manufacturing corporations, statistics W 

the basis for an important part of the estimates of national income 
corporate tax liabilities, and other current measures of economic litions 
vhich are essential to an analysis of those conditions ‘he congressio | com 
mittees using these reports with which I am familiar include the Joint ‘onomice 
Committee and the Finance Committee. 

The funds requested would permit expanding the coverage of » program 
to include wholesale and retail trade and mining corporations, and making ad- 
vance estimates of certain of the more important items contained in the published 

iarterly report 

In its report on the January 1954 Economie Report of the President, the Joint 
Committee on the Economie Report emphasized the need for “adequate and 
accurate economic data upon which public and private policymaking may be 
founded with the maximum confidence.” I am not qualified to state the cost 
of the improved program of the Federal Trade Commission, but if permitted to 
proceed it would fill an important statistical gap 

In its recent action on the independent offices appropriation bill, the House 
denied the funds to improve this program. I hope that your subcommittee and 
the full Appropriations Committee will recommend that these funds for the im- 
proved Federal Trade Commission’s statistical program requested by President 
Kisenhower be restored. 

Sincerely vours, 
tALPH E. FLANDERS. 
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Senator SALTONSTALL. Have you anything further to add, Mr 
Howrey? 


REDUCTION IN TRAVEL 





Mr. Howrey. There is one thing that is mentioned in our letter 


There was a reduction of approximately $8,000 in travel. We think 


it was done, at least half of it, by error, but it is explained in ow 


letter and I think it is a little too complicated to take up your valuab). 
time with now. 


Senator SALTONSTALL. You mean on the restriction on travel? 

Mr. GLENDENING. Actual money reduction. 

Mr. Akerman. As to the actual money allocation, Mr. Chairman 
we asked for $148,500 and $8,500 was refused, but at the same tim: 
the House knocked out $146,200 for financial reporting, of which 
$3,000 was for travel in there, so by knocking out the $146,200 and 
the $8,500 they deducted $3,000 twice. That is what it boils down to 

Senator SALTONSTALL. So that you have a travel allowance de- 
ducted twice? 

Mr. Howrey. Yes, sir; I think by mistake. 

Senator SALTONSTALL. Is there anything else? 

Mr. Howrey. I think not. We feel that to do a j 


job we need 
what the House gave us and a little bit more. We would appreciate 


it very much if you could give it the consideration we think it deserves 
Thank you very much. 

Senator SALTONSTALL. Thank you, gentlemen. 

At this point in the record I will insert a letter from Mr. Donald R 
Belcher, Assistant Director, Bureau of the Budget, which was received 
subsequent to the hearing. 

(The letter referred to follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BupGeEt, 


Washington 25, D. C., April 15, 1954 
Hon. LEvEeRETT SALTONSTALL, 


Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, 
United States Senate, Washington 25, D. C. 


My Dear Mr, Cuartrman: This is in reply to your request, made at the appro 
priation hearing of the Federal Trade Commission on April 12 and conveyed t: 
me by Chairman Howrey of the Federal Trade Commission, for a statement from 
the Bureau of the Budget of the reasons for the Bureau’s support of an item of 
$146,200 for the financial reports program in the FTC budget for 1955. 

The Bureau supported the inclusion of this item in the President’s budget 
because it would bring substantial gains in the completeness and promptness of 
the financial reports data. The improvements envisaged by the item were recom- 
mended by an interagency committee composed of representatives of the principal 
Federal users of financial statistics and were given the highest priority of the 
data needs of those persons. The improvements were also strongly supported 
by an interagency committee convened to discuss ways and means of improving 
Federal statistical series on savings. In more specific terms, these improvements 
would provide the Council of Economic Advisers and the Department of Com- 
merce with prompter, more accurate and more complete information on corporate 
profits for their evaluation of current economic conditions, they would provide 
prompter, more accurate and more complete corporate profits and tax data for 
the quarterly estimates of national income and product, they would provide 
prompter, more accurate and more complete data sooner on the working capital 
and general financial position of United States corporations for use by the Federal 
Reserve Board and the Department of Commerce in their analyses of money 
flows in our economy and the general financial conditicn of United States corpora- 
tions, and they would provide better data sooner for the Treasury Department 
and the Bureau of the Budget in estimating current corporate tax liability and 
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for 


corporate profits, one-third of the total of all corporate receipts, and one-tenth of 


e total of corporate net assets. 


At present there is no satisfactory basis for the 


quarterly estimates of profits of other financial statistics in these sectors. The 
proposed improvement in the financial reports program would provide a satisfac- 


tory basis for those estimates. 


While a complete financial report containing esti- 


mates for all the items collected under the program is needed as soon as the report 
can be published, preliminary estimates covering a limited number of the items 
collected are needed by the principal Federal users of the report well before the 


complete report can reasonably be made available. 


The cost « 


f speeding up the 


publication of the complete report so that it would be available by the time the 


user agencies need the estimates for the limited number of items would far exceed 
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that of making preliminary estimates for the fewer items. Drawing and instit 
ing a new sample of smaller corporations for the program will lmnprove 
curacy of the 


the 
tional ben 


imates by bringing the sample up to date. It will have the ad 
eft of relieving some of the smaller manufacturing corporations fy 
the requirement that they file reports 


Sincerely yours, 


DonaLp R. BELCHER, 
Assistant Directo 


Senator SALTONSTALL. The committee will recess until Monda 
morning at 10 o’clock 


(Thereupon, the committee recessed at 4:30 p. m., Monday, Api 
12, 1954, to reconvene at 10 a. m., Wednesday, April 14, 1954.) 
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WEDNESDAY, APRIL 14, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C 

The subcommittee met at 10 a. m., pursuant to recess, in room F-39, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommittee) 
presiding. 

Present: Senators Saltonstall, Thye, Dworshak, Ellender, and 
Robertson. 


NATIONAL SECURITY COUNCIL 


STATEMENTS OF ROBERT CUTLER, SPECIAL ASSISTANT TO THE 
PRESIDENT FOR NATIONAL SECURITY AFFAIRS; JAMES S. 
LAY, JR., EXECUTIVE SECRETARY; AND EDWARD R. SAUNDERS, 
BUDGET OFFICER 


PREPARED STATEMENT 


Senator SALTONSTALL. The committee will come to order. 

General Cutler, you have a prepared statement which we will put 
into the record at this point. 

(The statement referred to follows:) 


STATEMENT BY Rorert CurTierR, SPECIAL ASSISTANT TO THE PRESIDENT FOR 
NATIONAL SECURITY AFFAIRS 


1. As indicated in the letter of the Executive Secretary of the National Security 
Council, dated April 7, 1954, we appear before your committee to request the 
restoration of the $15,000 reduction made by the House of Representatives in the 
appropriation request of the National Security Council for fiscal year 1955. 

2. At the outset, I should like to make clear certain aspects of the National 
Security Council, and its current operations, in support of the appropriation re 
quested by the Council for fiscal year 1955 ($215,000). The amount so requested 

$5,000 less than the appropriation made to the Council for the current fiscal 
vear 1954 ($220,000). The Council has requested this lesser amount, because it 
believes that it will be able to conduct its operations in fiseal year 1954 for $215,000, 
saving the Government $5,000 of appropriated but unexpended funds, and that 
its workload in fiscal year 1955 will be the same as its workload in the current fiscal 
year 1954. 

3. The amount appropriated for fiscal year 1954 ($220,000) and the amount 
requested to be appropriated for fiscal year 1955 ($215,000) are greater than the 
amount appropriated in the last year of the prior administration (fiscal year 1953, 
$155,000), for reasons which I will explain. 

1. First, I would like to point out that the National Security Council is a 
statutory body. It was established by the National Security Act of 1947, which 
provided for its purposes, functions, and membership. Thus, the Council differs 
from the Cabinet, with which it is sometimes compared, in that it was created by 
congressional act. 

5. In the second place, the Congress limited the functioning of the Council to 
issues affecting the national security. The preamble to the National Security 
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Act sets forth the congressional intent ‘to provide for the establishment 


integrated policies and procedures for the departments, agencies, and funct 
of the Government relating to the national security.’”’ In the words of 
statute, the Council is “to advise the President with respect te the integratio 
domestic, foreign, and military policies relating to the national security so a 
enable the military services and the other departments and agencies of 
Government to cooperate more effectively in matters involving the nat 


“+ ’ 
SCCUrILY 


The Council is also to perform “such other functions as the President 
direct, for the purpose of more effectively coordinating the policies aad funct 
of the departn ents and agencies of the 


Government relating to the nati 
security,’’ and “‘to assess 


and appraise the objectives, commitments, and 1 
of the United States in relation to our actual and potential military power 
the interest of national security.”’ 


The circumstances existing at the time the National Security Act was | 
discussed and deve oped ilhiminate this statutory language The United Sta 
} 


ad emerged as one of the triumphant victors in World War II But in 
aftermath of demobilization, many governmental procedures and arrangem( 
which had been set up to make possible that victory, in the 


most terrible 
ever fought, were being scrapped as millions of 


servicemen and servicewon 


were being returned to civilian life In the rush to be done with the war, it 

not at first understood that our Nation had emerged as the leader in a new 

with new and greater responsibilities, a new age in which space had ceased t¢ 
a barrier and atomic power was a fact While the burdens of formulating 
tional security policy were actually increasing, it became more and more appar 
t} } 


hich had been set up hurriedly to deal w 
similar problems in wartime were clearly inadequate, In the postwar era 
continuing total danger, it was no longer safe for our co intry to pursue fore 
o each other or to the total requirem: 
for our national security. Accordingly, in 1947 the Congress recognized tha 

times in whicl 
the 


at the makeshill arrangements w 


military, and domestic policies unrelated t 


we were to live required some new governmental mechanism t¢ 
President in integrating and coordinating policies that would involve 
rity of the Nation. The National Security Council was the mechansim w! 
the Congress created for this purpose 

6. Thirdly, it should be noted that the Congress did not create a superbody a 
clothe it with powers of command. To the contrary 


of the President and Commander in Chief ir 


, the constitutional finctio 
n the field of domestic, foreign, a 


military policies concerning the nator al security were not changed, What w 
added was a mechanism to assist the Executive in resolving his decisions of poli 
You will observe that the Council is advisory only It makes recommendat ij 
to the President, but it is the President who decides. He may, and from tii 
time dor modif¥ or reject the advice of the Council. The policy on a gi 
issue, when settled, is the policy of the President, not of the Council | 


Congress foresaw the wisdom of a statute making this significant distinction. T 


Council is, and always should be, just what its name implies—a counselor, 
adviser, a recommender, but not a commander or decisionmaker. 

7. Fourthly, the Council—as it operates today 
their positions in Government are the natural officials in the executive branch 
whom the President would turn for advice on national security 


from the Vice President, whose constant attendance assures the continuity of t 


Executive, the statutory membership includes the Secretary of State, the Secretar) 
Director of the Foreign Operations Administration, and the Direc 


of Defense, the 
tor of the Office of Defense Mobilization 
contribute in the ir 
lems. To them, in recognition of the essential part 
economy plays in the survival of our free world, the President 


President and the Council on military and intelligence matters (that is 


Chairman of the Joint Chiefs of Staff and the Director of Central Intelligence 


In addition to this rounded group of 10, there are invited to the Council table, 
whenever | or more has valuable knowledge or experience to offer in respect to a 
particular agenda item, the heads of other executive departments and agencies. 
frequent additional participants in Council deliberations are the 
Chairman of the Atomic Energy Commission, the Attorney General, the Federal 
Civil Defense Administrator, the Secretary of Commerce, the Secretaries of the 
Army, the Navy, and the Air Force; and the Chiefs of Staff of the services. It 


Thus, most 








is composed of persons who b 


matters. Apart 


Kach of these offices has a vital part to 
ntegration of the multisided aspects of national security prob 
a strong United States 
has added the 
Secretary of the Treasury and the Director of the Bureau of the Budget. To all 
Council meetings, in an advisory capacity, come the statutory advisers of the 


the 
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ild obviously be to these responsible Government heads, or to some of them, 
ie President would in any event turn for advice and recommendations 
Council provides a convenient and regular mechanism through which the 
ef Executive may obtain their collective advice 
Fundamentally, therefore, the Council is a vehicle for the President to use in 
ordance with its suitability to his plan of conducting his great office 
8. Lastly, an explanation should be given as to how the Council goes about the 
ulation of its recommendations. In practical operation, the initial concepts 
nolicy recommendations are developed by the agencies best qualified by ki 
and experience to do this wor! These are the same agencies whicl 
ged with the responsibility for executing the policies if they 
roved by the President. Such a procedure assures that all sid 
ng the formative process 
The Planning Board of the Council is responsible for devel 
ers upon which the Council will deliberate. Through this Board 


pass before reaching the Council table The Planning Boar 


rf 


hiv qualified representatives of the departments and 
attend the Council meetings hes el ns, ol 
he Special Assistants for National Security Affairs 1 
Meeting 3 times a week, often meeting 4 to 5 times on 
neil’s Planning Board is the threshing machine through whi 
s before refinement into final form. Here is no ivory tower; | 
uff capable perhaps, if it wished, of slanting its views into Council 
Planning Board process, all the f 
Chiefs, Central Intelligence, and the other agencie 


} 


wlled and made available It would be difficult 


f 


resources of State Defense 


at the 
to concelve a n 

» and searching procedure for ferreting out all that is known and 
ar in the integration of all interests involved. 

It should be added that views are not suppressed or watered dow1 


fficult. process to arrive at the best solution To the contrary, 


not be honestly resolved, then the conflict is clearly stated 
and is submitted to the Council for resolution bef } 
9. President Eisenhower attaches great importance t 
incil. He finds it a useful mechanism to assist him in 
iplex decisions which he is constantly called upon to make in the fic ld of 
urity 
When he first took office, he felt ths the Council’s func 
re effective through certain measures which he approved 
rease in the Council’s permanent staff, which is char 
inistrative duties for the Council: (6 more thoroug! 
roblems, including the fiscal implications of all poli 
from time to time of civilian consultants—dqualified ‘ ! lrawn from 
ffering spheres of life, differing geographical areas, and differing pur t 
1t charged with daily governmental respo! sibiliti 
Council on particular issues within their competence d) more frequ 
earching meetings to deal with a world situation which is cor 
The carrying out of these new measures is reflected 
orkload which the Council has carried under the preset 
avv burden is reflected in the following statistics 


Thus, it will be seen that the Council in its 6% years of existence has held 193 
neetings and taken 1,095 actions. During the 144 years (19 percent of the Coun- 
cil’s existence) of the present administration, 66 of these 193 meetings (34 percent) 
have been held and 399 of these 1,095 actions (86 percent) have been taken. 

10. It is obvious that the Council operation which I have just described calls 
for more meetings, more work, more analysis, more printing, more clerical help, 
more use of outside consultants, more of everything that goes into so vital and 
sensitive a task. Yet, although the Council is doing thrice the work and holding 
three times the meetings compared with the last year of the prior administration, 
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its appropriation request for fiscal year 1955 is only about one-third more than ijt 


1954, ho 
t iccal og O52 : 
spent in fiscal vear 1953. 


ae us, ' inated fo 
11. If the Council is to carry on in fiscal year 1955, in conformity with the ' The N 


President’s demands upon it, in conformity with its acknowledged usefulness to at the m 
him, in recognition of the pressing burden of decision which it can assist him to advising 
carry, then it needs the full appropriation requested for fiscal vear 1955 ($215,000 military 
rather than the reduced amount passed by the House ($200,000). With a lesse; services 
amount than it asked, the Council will be able to do only a lesser work and wil! effective 
not be able to bring to the President all the informed assistance that he should ployed 


have in the formulation of national security policies in these critical times. demonst 


Conet 

COMMUNICATION ever, it 

the effe 

Senator SALTONSTALL. You also have given a letter to the Chair j agency 

° -1e , ° , ° nvolvet 
which you request $15,000 to be restored to the bill. We will put 


: steps si 
that letter in the record, also. [he res 


(The letter referred to follows:) slightly 
tion O 
obligat! 
Counci 
Fave 
and wi 


EXECUTIVE OFFICE OF THE PRESIDENT, 
NATIONAL SECURITY COUNCIL, 
Washington, April 7, 195 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in Charge of Independent Offices 
Appropriation Bill, 1955, United States Senate, Washington, D. C 
Dear Mr. Savronstauu: Your letter of March 29, 1954, stating that a 
changes in the independent offices appropriation bill as reported by the Hous 
Committee on Appropriations should be promptly transmitted to the clerk = 
the subcommittee, Mr. Earl W. Cooper, has been received. $15,01 
On page 4 of H. R. 8588, line 11, it is noted that the total appropriation recon Mr 
mended by the House for the National Security Council is $200,000, which is 


$15,000 less than the Council requested for fiscal year 1955, and $20,000 less tha 


Sen 


took 
the amount appropriated for the Council in fiscal year 1954 ope 

This reduction of $15,000 below the fiscal year 1954 estimated obligations wi whicl 
require an equivalent reduction in the services now rendered to the President b scribe 
the National Security Council, pursuant to the National Security Act of 1947, a comr 
amended, in developing the integrated policies required for the security of tl I wo 
United States during these critical times. 

In order for the Council to continue its present level of activities, it is necessary woul 
to request, as a minimum budgetary requirement, a restoration of $15,000 matt 
which would place the total amount to be appropriated for fiscal vear 1955 at oo 
$215,000. A breakdown of this minimum requirement is as follows: ( zs 
and ¢ 
natio 


nal services: 
rmanent positions 28 on duty 
Te mporary employment . ” 
Regular pay in excess of 52-week base 
Payment above basic rates . , 
. ue 
Total, personal services 201, 900 with 
02 Travel ne ; ead : ; . , 000 cet 
O4 Communication services - ae : , 000 (Res 
06 Printing and reproduction _ - ‘ : as ‘ , 000 \ 
07 Other contractual services ; : , 900 Ww 
O8 Supplies and materials : ‘ ” , 100 more 


09 Equipment. - . ’ oe eee , 000 som 


and 
Total . : : 3 ona, GoD 


The above schedule represents the minimum required to permit the continued 
employment of 28 personnel now on duty with the Council and to provide funds 
needed to maintain their present level of activity. A reduction below this amount 
would necessitate a reduction in personnel or administrative services or both. 

A total of $157,117 has been obligated as of March 28, 1954, which, when 
reduced to an average monthly basis, amounts to approximately $17,500 per 
month. Based on this monthly average of $17,500, the Council as of June 30, 
1954, will have obligated a total of $209,600 which is $9,600 over the amount of 
the proposed appropriation of $200,000. Total obligations during fiscal year 
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54, however, are expected actually to approximate $215,000 in view of antic- 
nated fourth-quarter obligations. 
The National Security Council has, as a matter of firm policy, kept its staff 
the minimum necessary to enable it to perform its vital statutory function of 
ivising the President with respect to the integration of domestic, foreign, and 
tary policies relating to the national security so as to enable the military 
services and other departments and agencies of the Government to cooperate more 
effectively in matters involving the national security. Personnel has been em- 
ved and expenditures made only as the nature and magnitude of the work 


onstrated the need. 

Coneurrently with this policy of efficient and economical administration, how- 
ver, it should be noted that President Eisenhower attaches great importance to 

effective functioning of the National Security Council. He considers it an 
eney of major assistance to the Chief Executive in solving the great issues 
olved in our national security The President has, therefore, taken many 
ps since assuming office to strengthen the Council and its staff organization. 
[he result has been an increased rate of activity which, in turn, has required 
ghtly inereased personnel and expenditures. As previously indieated, the reduc- 

of $15,000 in fiscal year 1955 appropriations below the currently estimated 

ligations for fiscal year 1954 would require an equivalent reduction in the 
ouncil’s services to the President which he values so highly 

Favorable consideration of the restoration of $15,000 is respectfully requested 

d will be greatly appreciated. 

Sincerely, 


James S. Lay, Jr., 
Erecutive Secretary. 

Senator SALTONSTALL. Will you state very informally why that 
$15,000 is necessary? 

Mr. Curter. Mr. Chairman, that which is written out for you I 
took pains with because of the interest the President takes in the 
operations of the Council. The statement sets forth certain reasons 
which I will not go into here because they are already stated—de- 
scribes the operations of the Council, and in that way, therefore, 
comments on the need for this full amount that we ask for of $215,000 
| would like to turn to paragraph 9 of the statement. If I may, I 
would like to read that paragraph. That is the heart of the whole 
matter. [Reading:] 

President Eisenhower attaches great importance to the National 
Council. He finds it is a useful mechanism to assist him in reaching tl 
ind complex decisions which he is constantly called upon to make in the fi 
national security. 

STATUTORY BODY 


You understand the Council is a statutory body. It deals only 
with national security issues. It is advisory only to the President. 
It does not decide things, but recommends to the President 
Reading:] 

When he first took office, he felt that the Council’s functioning could be made 
nore effeetive through certain measures which he approved early in 1953: (a 
ome increase in the Council’s permanent staff, which is charged with analytical 
ind administrative duties for the Council. 

We have a total of 28 on the Council’s staff, including stenographers, 
couriers, typists, and people of that sort. [Continues reading:| 

b) More thorough and detailed analysis of problems, including the fiscal 
mplications of all policy recommendations 


We now attach to each paper that is presented to the Council at 
the same time a financial appendix which indicates the order of 
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magnitude in dollars involved in carrying out the policy. [Continues Mr. | 
reading :| year, al 


r 

(c) The use from time to time of civilian consultants—qualified leaders dra\ every 
from differing spheres of life, differing geographical areas, and differing pursuits here in 
and not charged with daily governmental responsibilities—-to study and advis: Sena 
the Council on particular issues within their competence. was the 
During the last year we employed groups of these consultants in this ag 
three instances. [Continues reading:] for the 
(d’ More frequent and searching meetings to deal with a world situation which is that 

is constantly changing. The carrying out of these new measures is reflected Mr. 
the greatly increased work load which the Council has carried under the present at 10 


administration, the su 


This heavy burden is reflected in the statistics which follow in the the pa 
statement. recom] 
MEETINGS OF COUNCIL meetin 
Coune 
lhere you see, during the 6% years of the Council’s existence yea When 
by vear, the number of Council meetings that have been held and the The 
number of actions which have been taken at those Council meetings make 
In the last year of the prior administration you see there were 17 disap} 
Council meetings and 98 actions taken. In the first year of this He at 
administration there were 51 Council meetings and 305 actions taken finds 
In the first quarter of this vear, 15 Council meetings and 94 actions resolv 
taken. So in this administration we have had 66 of the 193 Council 
meetings since the beginning and we have taken 399 of the 1,095 
actions taken since the beginning of the Council. [Continues reading:| 
: : ; . ; : : : ; Se 
It is obvious that the Council operation which I have just described calls for - 
more meetings, more work, more analysis, more printing, more clerical help, more them 
use of outside consultants, more of everything that goes into so vital and sensitiv: the p 
a task Yet, although the Council is doing thrice the work and holding three conce 
times the meetings compared with the last year of the prior administration, its force: 
appropriation request for fiscal year 1955 is only about one-third more than it Se 
spent in fiscal year 1953. assist 
BUDGET REQUEST Mi 
the | 
Actually, Mr. Chairman, we are asking $5,000 less than was appro forels 
priated for us in fiscal vear 1954. The last year of the Truman mene 
administration, fiscal year 1953, there was an appropriation of recel 
$155,000. [Continues reading:] from 
“Tf the Council is to carry on in fiscal vear 1955 in conformity with the Presi- purp 
dent’s demands upon it, in conformity with its acknowledged usefulness to him, de 
in recognition of the pressing burden of decision which it can assist him to carry, had 
then it needs the full appropriation requested for fiscal year 1955 rather than the ing t 
reduced amount passed by the House. With a lesser amount than it asked, the } aa 
Council will be able to do onlv a lesser work and will not be able to bring to the rad 
President all the informed assistance he should have in the formulation of national polic 
security policies in these critical times.” Cou 
I may say, Mr. Chairman, I am a Yankee, and I believe in saving 
money. We try to administer as prudently as possible. We orig- 
inally started off with two automobiles. We do not have any now 
We felt we could save them. We try to save wherever we can. 


REGULARITY OF MEBTINGS 
Senator SaLrons?TaLy. The National Security Council now meets 


with the President and the members of the Cabinet quite regularly, 
does it not? 
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Mr. Curter. As this tabulation shows, we had 51 meetings last 
vear, and we have had 15 meetings this year. By and large, we meet 
every Thursday. The regular membership of the Council is detailed 
here in the seventh paragraph. 

Senator SALTONSTALL. What the Chair was trying to bring out 
was the fact the. the present administration rightly or wrongly makes 
this agency, the National Security Council, a real functioning agency 
for the plans and advisory agent on planning for national security, 
is that not right? 

Mr. Curter. That is right. We meet every Thursday regularly 
at 10 o’clock. The meeting usually lasts about 3 hours. Through 
the subsidiaries like the Planning Board, of which I am Chairman, 
the papers containing the recomme ndations for policy, the integrated 
recommendations of policy, are worked up, presented at the Council 
meetings, and are there discussed. The President has attended all 
Council meetings except 3 that have been held, 3 out of the 66. 
When he was absent, the Vice President presided. 

These Council meetings discuss and thrash out these papers and 
make their recommendations to the President. Then he approves or 
disapproves or sends the papers back for further study in the Council 
He attaches great importance to the National Security Council and 
finds it is a mechanism which is useful and convenient to him in 
resolving his decisions. 


NATURE OF DECISIONS 


Senator SALTONSTALL. The decisions concern, without going into 
them—because this is an open hearing and it would not be within 
the province of this committee to ask—but it involves the decisions 
concerning the use of American forces in NATO or the use of American 
forces in Korea or the problems of how the United States should 
assist in Indochina and problems of that character? 

Mr. Cur.ter. That is correct. Under the statute which created 
the National Security Council, its function is to assist in integrating 
foreign and domestic and military policies so that when the recom- 
mendations for policymaking are presented to the President, he will 
receive an integrated recommendation and not the recommendations 
from the separate departments and agencies. That is the whole 
purpose of it. 

Senator SALToNnsTALL. Assume, for instance, the Secretary of State 
had a suggested policy—just to make it current at the time—concern- 
ing the very difficult situation in Indochina; the Secretary of Defense 
had a suggested policy with relation to Indochina; and those two 
policies did not quite agree. Where would the National Security 
Council come in on a problem of that kind? 


COUNCIL PROCEDURE 


Mr. Curter. On the very aspect of Indochina, the agencies that 
are most interested in this aspect of our policymaking, which would 
be State and Defense and FOA, the Treasury and the Bureau of the 
Budget, would through their represents atives on the Planning Board, 
which is the body direc tly below the Council! described in this report, 
of which I am Chairman, present their views at the meetings of the 
Planning Board. 
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We meet 3 times a week. The meetings run from 3 to 5 hours 
‘ach. At those meetings all of these views and questions are thrashed 
“al and brought into resolution, if they can be resolved. Otherwise 
the split is reported up to the Council to be resolved at the Council 
level before the President. In the work which the Planning Board 
does and the agencies which are re presented on the Planning Board, the 
integration of those conflicting views is brought about, so that all sid 
are represented when the views are presented to the President. 
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Senator SALTONSTALL, Getting down to dollars and cents, you 
carried over from 1953 actually $13,163. That was added to you 
$215,000 estimated during 1954. You estimate the carryover into 
1955 as $29,662, which will give vou, if you have $215,000 new money, 
$244, 661, or about $16,000 more than you had last yea Do you 
need that ad litional $16,000 if you did not spend all of your appro- 
priation this vear? 

Mr. Saunpers. I believe you are speaking from the expenditure 
statement in the budget. That carryover from 1953 will cover 
expenditures to be made in 1954 of 1953 obligations. Therefore, it 
does not have any effect on the $215,000 which we are asking fo: 
obligation in 1955. 

Senator SALTONSTAL. You mean you will have. obligated that 
money in 1954? 

Mr. Saunpers. In 1953. The carryover there is to pay obligations 
committed in 1953. 

Senator SALTONSTALL. The carryover in 1955 

Mr. Saunpers. Is to pay for obligations committed in 1954. 

Senator SALTONSTALL. You will have only as new money $215,000? 

Mr. Saunprers. That is right, for obligation purposes. 

Senator SALTONSTALL. What would you do with this extra $15,000? 
Will that just go into the general pot, or will it employ two people? 


























PERSONAL SERVICES 






Mr. Curier. It is not an extra $15,000. We have reached now 
what I consider the top level of necessary employment in the Council. 
That is, a total of 28 people. We have 11 secretary-clerks and a 
courier. We have 6 administrative people, and we have 11 other 
people—Mr. Lay, the Executive Secretary, and his deputy, and nine 
others who have particular functions and who assist in the analysis, 
preparation of papers, and in all kinds of ways doing administrative 
work. 

We are trying to have enough money to carry forward the number 
of people we have and the consultants that the President may wish 


to employ during the forthcoming year. We are not contemplating 
any more people. 















Senator SALTONSTALL. In other words, you are not increasing your 
staff? 

Mr. Curter. No, sir. 

Senator SALTONSTALL. You are spending all your money this year, 
$215,000, and you expect to spend it again next year? 
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Mr. Curter. That is right. We asked for $220,000 for 1954 and 
that amount was appropriated but we think we are going to be able 
to turn back $5,000 this year. If we can do that this year, we feel 
next fiscal year we will be able to do it with $215,000. If we do not 
have the $215,000, it means the President will be denied the use of 
some consultants or some members of our team will have to be let go, 
It is not an increase; it is the same amount we are spending this year, 





COUNCIL 





OF 





IMPORTANCE 


Senator SaLronstTaLL. This administration, for better or for worse, 
employing the National Security Council on a planning level, a 
policymaking level for advisory purposes to a far greater degree than 

d the previous administration. There is no criticism. 

Mr. Curter. No. None was intended by putting this tabulation 
n. As 1 see the Council, it is a mechanism which the Congress, by 
the National Security Act of 1947, provided to the President to help 

m in the integration and formulation of security policies for the 
Nation. One President may see fit to use it one way; another President 
may see fit to use it another way. It is his tool, his weapon. 

President Eisenhower has seen fit to use it a great deal. He has 
the meetings every week. The meetings are long. They last, 
currently, 2 to 3 hours. We have had some meetings that have 
asted all day. It is his desire to use it this way because he finds 
t is a convenient mechanism. If we are going to operate it the way 
he wants us to operate it and in conformity with the recommenda- 
tions which he approved in 1953 for some small increase in its staff 
and for the use of civilian consultants, for more and thorough detailed 
inalysis of problems in these financial appendices we prepare, we 
have to have enough people to do that work. 

Senator SALTONSTALL. This is part of the theory of the Unification 
Let of 1947? , 

Mr. Curter. Yes, sir. 


Senator SALTONSTALL. Senator Ellender? 








SCOPE OF WORK 








Senator ELLenper. I would like to ask what is the scope of the 
vork? Does it deal solely with the military armed services? 

Mr. Currier. No, sir. In paragraph 5 of my little statement, | 
quoted the statutory language 

Senator ELLENDER. You said that the Council is being used today 
in a different way than with the previous administration. That 
is what prompted the question. If that is true, in what respect does 
t differ? 

Mr. Curier. It is being used more because we meet more frequently 
and we deal with more questions, but the questions are not different 
in scope. For instance, the specific programs, to list the type of pro- 
grams we deal with, are questions affecting foreign relations, military 
programs, defense mobilization programs, foreign military and eco- 
nomic assistance, atomic energy, civil defense, stockpiling, foreign 
information, foreign intelligence, internal security, foreign trade, the 
petroleum policy—almost every aspect of our national life that touches 
strongly on the national security. 


15746—_54——-13 
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It is true that we have more meetings than were held under thy 
prior administration. That may be because one President prefer 
to meet with his principal advisers and have this type of discussio. 
Another President might prefer to do it in a different way. It is sim- 
ply whether it suits a President or not. The act, fortunately, 
broad enough so that the President may use the Council as he wishes 


DUPLICATION 


Senator ELLENpDER. To what extent is there duplication of 
work that you do by others, who advise the President on subject 
probably similar to those you touch upon? Take his Economic 
Adviser, Mr. Burns. To what extent do you cooperate with Mr. Burns 
on the economic situation? 

Mr. Curter. We have a coordination with Dr. Burns. His offi 
is directly next to ours in the Old State Building. I do not think 
there is any overlapping in the great area of questions confrontin: 
us. ‘The Cabinet deals with nonsecurity problems and they are vei 
complex. They are the questions of Agriculture; most of the ques- 
tions of Commerce; most of the questions of the Post Office; Civil 
Service; Health, Education, and Welfare; and so on. 

Our issues, as I said, are related to policies affecting national 
security issues. ‘The Council of Economic Advisers touches on what 
we do, and Dr. Burns comes sometimes to our Council meetings as a 
participant to help us when we are discussing issues which have an 
economic background. 

I would not say there was really any overlapping, either, between 
the Council of Economic Advisers and ourselves or the Cabinet and 
the Council. The members of the Council are all people who attend 
the Cabinet meetings. They are pulled out for this particular 
purpose in accordance with the National Security Act. 


STUDIES OF DEBT STRUCTURE 


Senator EL.Lenper. To what extent do you mix studies of ou 
present debt structure and its possible effect upon our security in th 
future? In other words, it has been contended by many if we should 
continue along the line that we are now proceeding in piling debt o1 
top of debt, that in the course of a few years it may affect our way 
of life. 

Mr. Curzer. [| will answer that this way: The President has aske 
the Secretary of the Treasury, who is not a statutory member of th: 
Council, and the Director of the Budget to sit regularly at all th 
Council meetings. They are always in attendance; and on the 
Planning Board, which is the body directly below the Council of 
which | am Chairman, that prepares the papers that come before th: 
Council, I have representatives of the Treasury and the Bureau ot! 
the Budget. 

Senator ELLENDER. So you do advise the President on the effect 
that this continuous enlargement of our debt would have on our futur: 
or national security? 

Mr. Curter. Yes. I do not want to speak in detail about it in a 
public meeting, and I do not think you are asking for detail, but in 
our overall review of national policy we had a large part of it devoted 
to the very type of question that you are speaking of. 
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Senator ELLenpER. How many more or less people do you now have 
than the previous administration on this Council? 

Mr. Curuer. If you look at paragraph 7 of my statement 

Senator E.LtenpER. Mr. Chairmaa, | am sorry I have to ask these 
questions. The Chair will indicate that Senator Maybank, the senior 
member of the Democratic side, is at the Banking Committee in con- 
nection with the Housing Agency and wishes to apologize, generally, 
for not being present at this time. 

Mr. Curter. May I read this? 

Senator ELLENDER. If you will tell me the number of people you 
have. How much more or less money do you ask in the budget? 

Mr. Curter. | thought you were talking about the number of 
people who sat on the Council. 

Senator ELLENDER. Your budget. 


TOTAL EMPLOYE#S 

Mr. Curuer. In the prior administration there were around 23, 
Now we have the full amount which was contemplated of 28. ‘Those 
additions were made in accordance with the recommendations which 
the President approved last March. 

Senator ELLENDER. What does that mean in money? How much 
more money are you asking for than in the last fiscal year? 

Mr. Currier. The 1953 appropriation was $155,000. 

Senator ELLENDER. What was last year’s? 

Mr. Curter. The appropriation was $220,000. This year we are 
asking for $215,000. 

Senator SALTONSTALL. Senator Thye? 


KOREAN PROBLEMS 


Senator Tuy. Yes, Mr. Chairman. I would like to ask of General 
Cutler, just what studies have you made in Korea relative to the 
problems there and what recommendations have you made to the 
President? 

Mr. Currier. Senator, I do not think I could speak of that in a 
public meeting. 

Senator Tuyr. Have you concerned yourself about that? 

Mr. Cur.er. I can answer generally. 

Senator Tuyr. Have you concerned yourself about the rehabilita 
tion and the reconstruction of some of the devastated economy of 
Korea? 

Mr. Curier. I can answer that with a strongly affirmative “Yes.” 
We devoted a great deal of time last summer on that. 

Senator Tuyr. You have men over there now making a study of the 
situation, or do you take and make your conclusions from the facts 
that are submitted to you by agencies such as military agencies and 
others that may be in Korea? I was just trying to ascertain what does 
your personnel do in the work and in the gathering of information 
relative to your decisions. ‘That is primarily the reason for the 
question. 

Mr. Curzter. The Council is a policy-formulating body. It is not 
an operating body in any sense. The Council makes recommenda- 
tions on security policies. 
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Senator Tuyr. Then how do you proceed to get the information on 
which you make your decision? I am trying to justify the personnel 
in the organization here. 

Mr. Cur.ier. I tried in this statement which I didn’t bother to read 
to do that. I showed in paragraph 8 how the Council operated through 
its Planning Board and through the agencies and departments which 
are represented on it. 

Let me illustrate it by taking an idea for a security policy. Let us 
say the rehabilitation for Korea, for example. If this were to be 
made the study of a policy, the staff of the Council would ask the 
agencies that were most interested in this area to develop their ideas 
into a study. We would ask Defense, obviously, the Foreign Opera 
tions Administration, State. We would want the Treasury to be in 
on this and the Bureau of the Budget, CLA, so that we would have the 
latest intelligence reports from the area. 

Then when those staff studies were prepared and in this particular 
event one of the agencies sent a man out there, a qualified man who 
made a basic study and came back, so we had the benefit of this study 
in our deliberations when the Planning Board was trying to integrate 
its ideas for presentation to the Council. Then after the Planning 
Board has spent 1, 2, 3, 4 meetings, as many as necessary, in discus- 
sions and revisions of the recommendations which it is to offer to the 
Council to present to the President, they will be circulated to the 
departments and agencies which are represented on the Council o1 
which would be invited in addition to attend the Council on a par 
ticular subject perhaps 7 days in advance of the Council meeting so 
they will have an opportunity to study what these recommendations 
are, to go over them with the chiefs of the agencies and departments 

Therefore, when the Council meeting is held, the Council members 
who attend have had an opportunity to study and to know what is in 
these papers and to speak with a full mind in the deliberations at the 
Council table at which the President presides and in which he partici- 
pates 

The staff of the Council is limited to 28 people. If you are going to 
operate 305 actions, which is about 6 actions a week by the Council, 
you need some people on your staff to assist you in formulating the 
papers, in seeing that the revisions are correct, in checking to the basic 
sources of information that are quoted, in helping to operate the 
Planning Board meetings, 3 a week, which take 10 or 11 hours a week. 


EVALUATION OF FUNCTIONS 


Senator Ture. I noted that table, but what I am trying to get is 
some information as to what was considered, what recommendations 
came forth; and if recommendations were made, how many of those 
recommendations were put into effect. I am trying to evaluate the 
importance of this appropriation and expenditure with what the 
Government’s functions are. 

| realize Korea may be classified, and likewise, Indochina, but surely 
foreign trade would not be classified. What has the Council done, 
because you made mention of foreign trade this morning, or concerned 
itself with in the field of foreign trade? What can you take credit for 
as having been actually accomplished as an advisory council? 
Because that is one problem that we are faced with. I would like 
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dation on to know whether you have made some definite recommendations, 
personnel] and have they been carried out? 
Mr. Curier. Senator, all of the things that the Council deals with 
‘Tr to read are classified because the Council 
| through Senator Tuyr. You mean foreign trade is classified? 
its which Mr. Curter. The recommendations which the Council makes to 
the President are necessarily classified recommendations. We are 
Let us not an independent body We are an agency which makes recom- 
re to by mendations to the President. He dee ides. It is his decision that 
ask t] makes the thing a policy, not the recommendation of the Council. 
eir ideas The Council is merely a mechanism which helps him. 
1 Opera As far as the foreign-trade policy of the administration goes, this 
be in has been discussed at many Council meetings. Recommendations 
have th have been proposed to the President. Policies have been adopted. 
Within the last few months we have had an extensive debate in the 
irticula Council on new recommendations to the President for policy in 
1an who connection with foreign trade, 
is study 
itegrate FOREIGN TRADE 
‘lannin 
discus Senator Tuyr. Do you have some hopes as to being able to improve 
r to the the foreign-trade situation? Can we take some encouragement from 
to the some recommendation you have made to the President that may be 
uncil o a good, sound recommendation? Can we take any encouragement 
} a pa from some of your work and some of your recommendations in that 
‘ting so field of activity ? 
dations Mr. Cutrier. Mr. Thye, of course I am a special assistant to the 
tments President who deals for him in the operation of the National Security 
ember Council. If I make a statement, 1 must be making a statement as a 
at is in special assistant to the President because that is what I am down 
at th here to do. If you ask me: Do I think the National Security Counc , 
partici has made good policy recommendations to the President, helpful t 
him, recommendations which if carried out by the agencies of the 
oing to Government whose duty it is to carry them out would be good, | 
ouncil would say “Yes,” or | would go back to Boston. 
ing the Senator Turn. We are asked to make an increased appropriation 
e basic I am trying to find out about this agency, something that would 
ite the justify the increase in these appropriations. 1 am doing it with an 
L week absolute sincere feeling of anxiety to find out whether you have 


explored the question of foreign trade and whether you have been 
able to make some specific recommendations on that, because I am 
concerned about the fact that we in some categories of activities are 


get Is shrinking or have shrunken. I am trying to get some comfort out of 
lations the idea that if we recommend the appropriation and Congress makes 
those the funds available, we will be able to regain some of our so-called lost 
ite the foreign trade. ‘That is the purpose of the question. 
ut the Mr. Currier. I can answer it only in this way, sir, and I want to 
answer as fairly as I can because that is what I am here for. The 
surely amount of money which we have asked for is less than what was 
done, appropriated to us last year. It is more than what was appropriated 
‘erned in the last year of the prior administration because the President, 
lit for the present President, wishes to use and emphasize the use of the 
uncil? : Council more. 


d like 
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The reason he wishes to use it more and emphasize its use is, as | 
understand from him, that he finds it a useful mechanism to assist 
him in forming his policy decisions. We work as hard as we can in 
recommending integrated policies to the President. One of them 
which we must have dealt with 5 or 6 times during the last year deals 
with the aspect of foreign trade. That is one of the many items that 
the Council has considered and passed on its views to the President 

We are perhaps more of a mechanical body than the person you 
are supposed to have here because we are servants of the President, 
We try to operate this mechanism the way he wants it operated so it 
will contribute most to relieving him if his terrible burdens he operates 
under. I suppose that he thinks we are doing well because he has 
asked us to continue to do it as we did the last year, and to do that we 
have to have $5,000 less than was appropriated this year. 

Senator Tuyz. Thank you. 

Senator SALTONSTALL. Senator Dworshak? 

Senator DworsHak. No questions. 

Senator Savronstauu. General Cutler, boiled right down, this 
administration, this President, for better or for worse, has his hat a 
lot more fully on the National Security Council than the previous 
President. Is that not about the story? 

Mr. Curter. That is true, sir, because he finds it apparently a 
more useful instrument than Mr. Truman did. Every President 
should use it the way he finds it most convenient. I know from the 
way | feel after 15 months here that he finds it a very convenient 
mechanism to use. 

Senator SaLronstaLL. Thank you, sir. 

The next item is “General Accounting Office,” from which Mr. 
Weitzel is here. 


GENERAL ACCOUNTING OFFICE 


STATEMENTS OF FRANK H. WEITZEL, ASSISTANT COMPTROLLER 
GENERAL OF THE UNITED STATES; ROBERT F. KELLER, 
ASSISTANT TO THE COMPTROLLER GENERAL; JOHN F. FEENEY, 
ADMINISTRATIVE OFFICER; E. L. FISHER, GENERAL COUNSEL; 
ROBERT L. LONG, DIRECTOR OF AUDITS; WILLIAM L, ELLIS, 
CHIEF OF INVESTIGATIONS; ROBERT F. BRANDT, PLANNING 
OFFICER; AND HERSCHEL J. SIMMONS, CHIEF, BUDGET AND 
FINANCE BRANCH 


PREPARED STATEMENT 


Senator SALTONSTALL. Your agency does not ask for any new funds. 
You have a prepared statement which we will put into the record at 
this point, and also, Mr. Warren’s letter. 

(The statement referred to follows:) 


STATEMENT OF FRANK H. Werrzer, ActiInG ComprrRoLLER GENERAL OF THE 
UNITED STATES 


Mr. Chairman and members of the committee, I appreciate the opportunity 
to appear before you to discuss the work of the General Accounting Office and our 
budget estimates for the fiscal year 1955. I regret that Mr. Lindsay C. Warren, 
the Comptroller General is not able to be present this morning. 
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ORGANIZATIONAL CHANGES 


Vr. Warren has always insisted that we keep alert to opportunities to bring 
it greater effectiveness in the internal operations of the Office. Constant 
rveys have been made of our work. New procedures have been adopted to 
plifv and modernize operations. He recently completed a reorganization of 
entire Office, which was commenced a few vears ago. There is not an operat- 
y division that has not been changed in many respects, and for the better 
Since Mr. Warren appeared before you last vear he has abolished the offices 
kxeeutive Officer and Chief Clerk and in their places established an Office of 
\dministrative Services. This new organization has the responsibility for internal 
hudget and finance, records management, and the furnishing of administrative 
ices He has also abolished the Office of Administrative Planning. In its 
lace there has been set up in the immediate office of the Comptroller General a 
nall planning staff, seven in number including clerical help, who are responsible 
r the continuous review of the internal operations of the Office. These two 
anges Will result in an annual saving of $60,000. 
In September of last year the Claims Division was reorganized, placing it on 
a funetional basis. Procedures have been revised to simplify the handling of 
aims, and certain types of cases, formerly sent to the Claims Division for settle 
ment are now being handled by the agencies in which they arise As a result of 
he actions taken, it has been possible to make a reduction of 130 emplovees in the 
Claims Division and to effect a downward adjustment of grades of approximately 


5 others. 


BUDGET ESTIMATES 


lor 1955 the General Accounting Office in the budget estimates requested an 
appropriation of $32,200,000. This amount was a decrease of $81,000 under the 
amount available to us for 1954. Our estimates are based on an average number 
of 6,088 employees. Frankly, that number of employees is not sufficient to enable 

e Office to adequately perform its duties. For the past several years we have 

it been able to recruit a sufficient number of qualified personnel for our audit 
work, even though we have combed the private accounting houses and the 

leges and universities. We could use several hundred additional topflight 
auditors today. 

As reported by the House Committee on Appropriations, and approved by the 
House of Representatives on March 31, 1954, the estimates of the General 
Accounting Office were reduced in the amount of $219,000 The effect of this 
reduction is to make available to the Office the same amount as was appropriated 
for 1954, exclusive of $300,000 of the unobligated balance of our 1953 appropriation 
which had been transferred to our appropriation for 1954 for security investiga 
tions under the President’s Executive Order No. 10450. The House committee 
report on the bill states that it is the opinion of the committee that through the 

organization of the Office, just recently completed, operating costs could be 
reduced and the reduction of $219,000 could be made without affecting the 
efficiency and value of the Office. 

The estimates for the fiscal vear 1955 contained, under the strict instructions 
of the Comptroller General, only what was believed to be absolutely necessary to 
carry out the work of the Office, and therefore, we cannot agree with the reasons 

ated by the House committee for reducing the funds requested However the 
Comptroller General has given very careful consideration to the letter of the 

hairman of this subcommittee, dated March 29, 1954, calling attention to the 
continuing disposition of the Congress to hold appropriations to a minimum. In 
view of the feeling of yvour subcommittee as expressed in that letter, and the 
action taken by the House, it has been decided that although the reduction in 
funds made by the House may mean we cannot carry out our operations to the 
full extent planned, we will accept the reduction and make every effort to absorb 
it somewhere in our operations 

ACCOUNTING 


[ am glad to report that the jcint accounting program which was initiated in 
1947 and has been a cooperative effort of the General Accounting Office, the 
Treasury Department, and the Bureau of the Budget, is now running in high gear. 
[ think one of the most heartening results of the program is that it has created in 
practically every department and ageney of the Government a real desire for better 
financial management through the medium of improved budgeting, accounting, 
auditing, and financial reporting. 
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i the fifth annual progress report under the | 
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for public debt operations. While this work is not complete, important proc 
dural changes have already been adopted with respect to the handling of retired 
United States savings bonds and the destruction of unfit United States currenc v, 


$1.7 million. 


the Treasury, Budget, or the General Accounti 


Office. To the contrary, the report includes many improvements which ar 


initiative and which have been accomplish« 


ogram. 


UDITING 





» be a herculean task. We could never hire th 
personnel, nor would Congress give us the funds to hire them, to do a detail 
audit of every financial transaction. Yet, we cannot satisfy ourselves or tl 
Congress with a hit-and-miss centralized voucher audit. It was for this reasor 
that the ‘“‘comprehensive audit program” was adopted a few years ago. The con 
prehensive audit is performed at the site of operations and is based on the premis¢ 
that the better the quality of the agency’s accounts and internal controls, an 
its enforcement of governing statutes, the less detailed auditing of individu 
transactions is necessary. The program has enabled us to do a much better job 


7 comprehensive audit assignments and 15 sit 
17 audits covering 64 Government corpora 
tions and agencies were made under the Government Corporation Control Act 


bmitted to the Congress or its committees. 


rmal audit reports. In addition, a great man 


\ joint working group, composed of represenatives from the Fiscal Servic 


I do not want to give the impression that all matters covered in the progress 


without assistance from the three staff agencies. But I have no hesitaney it 
saying the desire to improve is in no small measure the result of the atmospher 





l¢ 
I 


j 
a 


] 
ai 


Major accomplishments from audit activities are obtained as a result of con- 


\ 


accomplishments arise from our day-to-day audit activities, and contact with top 


es. Some of the most significant audit results, 


from a monetary standpoint, are those which improve operating efficiency an 
reduce expenditures, rather than those which result in the recovery of expendi- 


the compensation and pension program of the 
to the parents of deceased veterans of Worl 


gested a curren‘ determination of dependency 


d 


served that most of the dependency compensa- 


d 


War II without proof of dependency having been obtained since the compensation 


ent of the cases with the result that compensa- 


in about 6 percent (1,300 cases) of the case 


sults in an estimated annual saving of $725,006 


extension of this review are estimated at $7.7 


reviewed. The review is being extended to all other awards of compensation to 
parents of deceased World W ar II veterans. 


The discontinuance of compensa- 
tion payments in the 1,300 cases re 


). 
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er the In our audit report of the Federal Housing Administration, we recommended 
© in ne that FHA be required to repav the Government’s investment in all insurance 
the Ar nds as soon as practicable. By Public Law 5 of the 88d Congress, FHA was 
have | lirected to repay $8.3 million out of the title I insurance fund by June 30, 1954, 
ring 19 und by Public Law 94, FHA was directed to pay to the Secretary of the Treasur 
Strial f ounts aggregating approximately $57 million as soon as funds are available 
remer ir that purpose Through October 1953 FHA repaid over $32 million plus $20 
res i lon in interest, as recommended in our audit report 
esult In connection with our comprehensive audit survey of the procurement prac- 
of the Army Ordnance ‘orps and the Air Force, significant results have been 
the Ust ache ved, but much remains to be done I believe our work, so far, has resulted 
will n a general strengthening of procurement practices and has produced an appre¢ 
ible amount of direct saving 
r contra In one contract we found that spare-part units received from a subcontractor 
on dep containers suitalle for export were being removed from the containers for 
S, SA@\ reprocessing and the containers destroyed After being reprocessed, the parts 
were then repacked in new containers As a result of our findings orders were 
al Sery issued to eliminate the duplicate export packaging and an estimated saving of 
been ¢ $250,000 will result to the Government 
ccounti A review of negotiation of another contract showed the contractor had included 
int pro in the price an excessive amount for State income tax The error resulted in an 
of retirs excess cost of $234,000 After we brought the matter to the attention of procure- 
curren< ment officials the contract was reduced by that amount. 

In another case involving a price redetermination, the contractor had made an 
> prog offer in June 1952 to refund $22,419,000 in anticipation of a reduced contract 
ccounti price to be negotiated later, but at the time of our examination no action had 
vhich ar heen taken to accept the offer We called this matter to the attention of the 
mM ptishe sroper officials in Deeember 1952 and a refund of $20 million was collected later 
itancy that month. 
mosphe INVESTIGATIONS 

Our Office of Investigations has done an outstanding job The investigation 

work goes beyond and supplements the audit It is geared to detect fraud and 
irregularities and to determine the use of public funds and property During 
‘hire t 1953 the investigations staff issued a total of i,341 reports of investigations, 
a deta nspections, and surveys I think you will agree that this is a noteworthy record, 
Ss or t considering we have only about 200 investigators 
Is rea A few illustrations of our work in this field 
“he cor An investigation of an Air Force year-end procurement of chain-link fencing 
} prem revealed a $1.5 million purchase of 748,000 feet (142 miles) of 9-foot chain-link 
rols, ar fencing, together with fence posts and barbed wire for topping, which was sub 
dividua equently shipped to 27 Air Force installations. The investigation showed that 
tter J 18 months later 71 percent of this fence was unused It is clear that a majority 
* f the fencing purchased was not needed Also, a particularly important point 
1 15 sit was the fact that the fencing was purchased at the end of the fiscal year under 
corpora emergency procedures and with funds which might otherwise have lapsed to the 
rol Ac general funa of the Treasury 
ces In another field, an inspection of an Army quartermaster depot disclosed an 
of cor estimated $13 million worth of property in open storage which was deteriorating 
it ma at the rate of $500,000 per month due to inadequate storage facilities. Much of 
vith t the property was new or in new condition when stored. This matter was recently 
result reported te the Secretary of the Army. 
icy and An investigation of several suppliers of Navy wiping cloths disclosed a con 
xpend spiracy to defraud the United States through deceiving the Navy inspectors by 


switching bales after inspection, resulting in the Government paying contract 


\ of the prices for several million dollars worth of material, some of it as much as 98- 
npensa percent defective. This case was the subject of a hearing before a House com- 
World mittee. Our report was used by the United States attorney as a basis for securing 
nsati indictments of 5 officials of 1 of the companies 
ndencs While I am on the subject of investigations, there is a matter I would like to 
npensa take up at this time. As you know, position grades in the General Accounting 
€ Case Office above grade 15 were specifically authorized by this committee in the appro- 
tion to priation acts for 1952 and 1953. The committee has been more than fair in 
ipensa granting our requests. This year Mr. Warren is requesting one change to correct 
25,000 an inequity which now exists. He would like to have authorization for 1 addi- 
at $7.7 tional grade 18 and 1 less grade 16. This grade change will be for Mr. W. L. 


Ellis, Chief of Investigations. I am sure you are all familiar with the outstanding 
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job he has done and the value of the many reports he has made to the Congres; 
The language which will accomplish this request is in the bill as passed by th 


House. 


TRANSPORTATION AUDIT 


The audit of payments made by the Government for transportation is progress- 
ing satisfactorily. The current audit is being performed within 18 months after 
date of payment. The reaudit of World War II payments is expected to by 
completed in 1956. During 1953 payments for over 10 million bills of ladiy 
and 8 million transportation requests were examined. Our transportation claims 
backlog has been reduced from 215,000 4 years ago to about 38,000 at the present 
time. Collections from carriers during fiscal year 1953 totaled $37.5 million. 


CLAIMS 


During the 1953 fiscal year a total of 485,886 claims were disposed of by thi 
Claims Division. I mentioned a little earlier that we have reorganized and 
streamlined our claims work. The 1955 estimate for the Claims Division has 
been reduced $361,000 under the amount allotted for 1954 and $853,000 under 
the amount allotted for 1953. 


EUROPEAN OFFICE 


The European Office of the General Accounting Office was established in July 
1952 with headquarters at Paris, France. At present 38 employees are stationed 
at Paris and in suboffices located in London, Frankfurt, and Rome. 

The staff of the European Branch has been built up on a gradual basis due to 
the degree of selectivity which must be observed as to qualifications and security 
Notwithstanding the small staff available, I think significant progress has been 
made. 

Based on surveys of operations in Europe, the attention of the former Director 
of Mutual Security, and the United States special representative in Europe, was 
directed to deficiencies in certain areas of operation, including end-use inspection 
of commodity aid, review of utilization and control of counterpart funds, and 
certain duplication of functions. At present the European Branch is engaged in 
the examination of offshore procurement, foreign legal agreements, the 
Chateauroux Air Depot, and country missions in the United Kingdom, Italy, 
Germany, and France. 

Situations regarding accumulation of critical material and surplus and excess 
yroperty were the subjects of investigation. Assignments have included State 
upechoout housing, certain contract publications, military construction, POW 
funds handled by HICOG, construction of apartments and other facilities at 
Weisbaden, and construction at Kaiserslautern. 


ASSISTANCE TO CONGRESS 


Mr. Warren has always felt stongly that under our three-branch system of 
Government it is essential for the Congress and its committees to have independent 
facility for obtaining impartial appraisal and analysis of the many financial and 
administrative problems involved in proposed legislation. Since Mr. Warren has 
held the office of Comptroller General he has continuously sought to fulfill this 
need by maintaining a close liaison with the Congress and by so gearing the opera- 
tions of the General Accounting Office that we can be of real assistance. 

Our biggest year in this respect was 1953. We submitted 875 reports to the 
Congress and its committees covering practically every field of government. We 
continually furnished employees or otherwise assisted congressional committees 
on specific projects. Probably one of our most important tasks was the assignment 
at the request of the House Appropriations Committee of approximately 40 
members of our staff to assist the committee, along with representatives of 
industry, in evaluating the 1954 budget. We think a great deal of good was 
accomplished. Again this year we are assisting the committee in the same manner. 

At the request of the Appropriations Committee we made an examination of the 
validity of obligations reported by the Defense Department as of June 30, 1952, 
and the financial policies and practices relating to the obligation of funds under 
the mutual-security program which required the services of 20 people for a period 
of several months. A report made in April 1953 indicated that the obligations 
reported to the Congress were incorrect to such an extent that the figures could 
not be relied upon. The need was revealed for immediate improvement in financial 
accounting procedure. Some progress is now being made in this field. 
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GENERAL ACCOUNTING OFFICE TODAY 


As a result of constant awareness of the need to meet the demands for improved 
service, at the lowest pousible cost to the taxpayers, we believe that today you 
will find the General Accounting Office an eTicient, hard-hitting agency of which 
the Congress, the President, and the Amerivan people can be justly proud. 

We have found it possible to reduce our personnel from a peak of 14,904 in 
April 1946 to less than 6,000 at the present time. Through our work we have 
recovered and put back into the Treasury over $900 million since 1941, most of 
which would never have been recovered except for the work of the Office. 

It has been a source of great satisfaction to us that Congress, particularly in 
the last 8 years, has strongly supported the Office. Our reports showing illegal 
expenditures and wasteful practices have always been upheld. We have never 
pulled a punch regardless of who might be affected. 

Mr. Warren asked me to emphasize to vou that it is important for Congress to 
remember that the General Accounting Office is your agency. To be worth its 
salt it must continue always to be independent, nonpartisan, and nonpolitical. 
To be effective, it must always have your wholehearted support and your vigilant 
safeguarding of its functions and powers. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 7, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in charge of Independent Offices 
Appropriations Bill, 1955, Committee on Appropriations, 
United States Senate. 


My Dear Mr. CuHarirMAN: There has been received your letter of March 29, 
1954, in which you request that any changes desired by the General Accounting 
Office in the independent offices appropriation bill as reported to the House 
be transmitted to the clerk of the subcommittee in writing by April 8, 1954. 

As reported to the House by the Committee on Appropriations and approved 
by the House on March 31, 1954, the estimates of the General Accounting Office 
were reduced in the amount of $219,000. The effect of this reduction was to make 
available to the Office the same amount as was contained in the Independent 
Offices Appropriation Act for 1954; however, the action of the House did not 
take into consideration the sum of $300,000 of the unobligated balance of our 
1953 appropriation which had been transferred to our appropriation for 1954 for 
security investigations under the President’s Executive Order No. 10,450 Had 
this order been issued prior to the preparation of our estimates for the fiscal year 
1954, this item would have been included therein. 

The report on the bill states that it is the opinion of the committee that through 
the reorganization of the Office which I have just completed operating costs could 
be reduced and that the reduction of $219,000 could be made without affecting the 
efficiency and value of the Office. My convictions as to the need for economy in 
Government are well known to you and to the Congress generally. That they 
have been given practical application in the General Accounting Office is evidenced 
by the reduction, since 1946, of approximately 60 percent in the number of our 
personnel 

The estimates for the fiscal year 1955 contained, under my strict instructions, 
only what was believed to be absolutely essential to perform the work of the Office 
They provided for increases in three items, as follows 


Travel $190, 000 
Penalty mail 25, 000 
Taxes (increase of social security tax from 1% to 2 percent 30, 000 


The latter two items were necessitated by acts of Congress 

In appearing before the Independent Offices Subcommittee of the House on 
January 13, 1954. I stated frankly that the average number of employees asked 
for was not sufficient to enable the General Accounting Office to adequately 
perform its duties, and that we could use several hundred additional top-flight 
auditors immediately. However, as we have experienced difficulty for the past 
several years in recruiting a sufficient number of qualified personnel for our audit 
work, even though we have combed private accounting houses and the colleges 
and universities, our estimates did not provide for any such additional personnel 

The increase requested for travel was for the Division of Audits and the 
European Branch. The audit program for the fiscal year 1955 calls for an expan- 
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sion in the number of surveys and site audits to be made of various Federa] 
activities throughout the country, and since most of these will be conducted 
points where there are no General Accounting Office regional offices, funds were 
requested to cover the per diem and transportation costs of the employees who 
will be required to carry out this enlarged program 

I have given very careful consideration to the last paragraph of vour letter, 
calling attention to the continuing disposition of the Congress to hold appropria- 
tions to a minimum Needless to say, I am in complete accord with this feeling 
on the part of the Congress As an agent of the Congress, it is my duty to support 
and foster this objective. Accordingly, although the reduction in funds made by 
the House may mean that we cannot carry out our operations to the full extent 


planned, I have decided that we should accept the reduction and make every 
effort to absorb it somewhere in our operations. 
Sincerely yours, 


Linpsay C. WARREN, 
Comptroller General of the United States 


RETIREMENT OF MR. WARREN 


Senator Savronsrauu. The Chair thinks he speaks for all the 
committee in stating that we are sorry to see Mr. Warren go, but 
we understand his feelings in going. 

There are no changes requested, so we will thank you. Good by. 

Mr. Werrze.. Could I say just a word? 

Senator SALTONSTALL. That may start a turmoil. 

Mr. Werrze.. It will take only 30 seconds. 

| have appeared before your committee many times during the 
years and | have appreciated the many courtesies that have been 
shown to me. ‘This is the first time I have been in charge of the 
presentation. I have especially appreciated the consideration shown 
by the Senate in connection with my nomination by the President 
as Assistant Comptroller General. We feel we are losing a great 
public servant with Mr. Warren’s retirement. He is in the hospital 
now for a final checkup. He sent each of you a farewell letter, and 
I have here with me a part of the team that is going to carry on 
as your agency for checking Federal financial transactions. That 
is all I have to say unless there are some questions, which I would 
be glad to answer. 

Senator SALTONSTALL. We thank you, and we are confident that 
you are a responsible representative. We are sorry not to have Mr. 
Warren here. Thank you. 

The next group is the General Services Administration, 
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: GENERAL SERVICES ADMINISTRATION 

‘ai STATEMENTS OF EDMUND F. MANSURE, ADMINISTRATOR, AC- 
COMPANIED BY MAX MEDLEY, COMPTROLLER; MAXWELL H. 

“ ELLIOTT, GENERAL COUNSEL; W. P. TURPIN, ASSISTANT TO 


eling THE COMPTROLLER; D. E. A CAMERON, DIRECTOR, BUDGET 

be DIVISION ; W. E. REYNOLDS, COMMISSIONER OF PUBLIC BUILD- 

‘tent INGS; R. 0. JENNINGS, ADMINISTRATIVE OFFICER; W. A. 

at SCHMIDT, DEPUTY DIRECTOR, BUILDINGS MANAGEMENT; 
J. E. STRAWSER, BUDGET REPRESENTATIVE; CLIFTON E. MACK, 
COMMISSIONER OF FEDERAL SUPPLY; R. T. DALY, ASSISTANT 
DIRECTOR, PURCHASE AND STORES; J. B. HANSON, CHIEF, 
MOTOR EQUIPMENT AND SHOPS; P. C. JUMONVILLE, BUDGET 

the REPRESENTATIVE; A. J. WALSH, COMMISSIONER OF EMERGENCY 

a PROCUREMENT; AND H. V. LLEWELLYN, BUDGET REPRESENTA- 
TIVE 


by PREPARED STATEMENT 


Senator SALTONSTALL. Mr. Mansure, you have a prepared state- 
ment that you would like to place in the record? 


a. (The statement referred to follows: ) 
een ESTIMATES OF APPROPRIATIONS, 1955 
the , . 
wn ADMINISTRATOR'S STATEMENT 
ent Mr. Chairman, and members of the committee, I appreciate this opportunity 
‘eat to meet with vou to discuss the work of General Services Administration and th. 
ital financing needed for 1955 ; ‘ 
As previously stated, GSA’s purpose Is to provide an economical and efficient 
and system for the management of property and records We are a service and ar 
on administrative agency. Much has been accomplished. Much remains to br 
hat done. 
uld Since becoming Administrator of General Services, I have been examining 
objectives, organization, methods, and staff used to carry them out. The objec 
tives are desirable and attainable. 
hat We have a fundamentally sound operation. The organization, which is based 
Vir. on centralized policy and control with decentralized operations is effective and 
consistent with modern business practices. The staff is loyal to objectives and 


enthusiastic in performance. 
Methods of operation are substantially sound. Where appraisal has disclosed 


operations less effective than similar commercial practices, steps have been, or will 
be, taken to improve them. We have not relied solely on personal gimme! 
and experience. Advice and counsel of recognized authorities in special field 


have been obtained. 
Our problems are not difficult, it is only that they were made complicated, no 


we are simplifying them. Actually, what we are doing is delegating authori 
placing responsibility, and making use of some outstanding ability which I find 
in GSA, 

Our immediate goal is to use the most modern management methods in carrying 
out our work within current budgetary limitations. Later, we will tackk 


longer range goal—to obtain less restrictive financing which will achieve the full 
economies desired by the Congress. 

We are ap} caling to the committee to restore some of the changes made by the 
House. Careful consideration was given to each item before deciding: to a {| eal 
It is believed that each item is in the interest of good Government operations and 
consistent with the objective of economy. 

We urge your approval of the proposed amendments and believe we will provide 
vou facts which will support defense of them before the Senate and in conferences 
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with the House. Members of our staff are available to answer any questions you 
may have 

Frankly, there may be questions I will not be able to answer, but this does not 
mean that I am avoiding them. It is impossible for any one person to cover all 
phases of operations as extensive as ours. If I did, I would be lost in details and 
have no time for planning and policymaking. If that were the case, I would be a 
poor Administrator. 

One thing is certain—we will be completely honest and not mislead you. This 
is more important than trying to make a good impression. _ If there is any informa- 
tion we do not have, we will obtain it and make it available quickly. This applies 
not only today but throughout the year as well. 

Before discussing amendments, a few remarks on GSA estimates should be 
helpful. 

The 1955 estimates provide for holding the line at, or below, the 1954 level of 
service. They require frugal and intellicent control of expenditures. In some 
cases this means that certain potential Governmentwide economies will acain 
have to be deferred. Customer agencies will have to get along with less services 
than they feel they need. 

Net budget expenditures by GSA for 1955 will be $751,540,480 as compared 
to $936,186,085 for 1954—a reduction of $184,645,605 (p. 225 of the budget for 
1955). By comparison, the bill, as passed the House, plus the amounts being 
appealed, total $156,063,300. Thus, the reduction of the net budget expenditure 
of over $184 million exceeds the total amount we are seeking for 1955. We believe 
this is a substantial effort toward balancing the budget. 

The budget for 1955 includes 9 items of appropriation (1 separated into 2 
items by the House) and 2 items involving change in appropriation language. 
These are: 

1. “Operating expenses, Public Buildings Service” finances the basic regular 
operations for real property management. Approximately 95 percent of the 
appropriation applies to the operation of buildings. In the budget, this item 
covered both regular and emergency operations. The House made a separate 
item for emergency operations. We are not appealing this separation. 

The amount for regular operations in the 1955 budget totaled $98,060,000. 
This is $766,070 below the appropriation for 1954—despite the addition of 
$4,966,674 for space operations previously financed by reimbursement from other 
agencies. (Notrs.—This addition of almost $5 million to GSA’s budget does not 
increase Government expenditures since equal amounts have been reduced in 
budgets of other agencies.) 

During House hearings a further reduction of $1.6 million was offered by GSA 
to give effect to request by Department of Defense that 13 plants be transferred 
from the national industrial reserve, in GSA custody, to the Department of 
Defense on or before June 30, 1954. 

The House made a further net reduction of $2 million. The House report 
prescribed a cut of $5 million in overhead costs, but suggested that $3 million of 
the cut be used for additional repairs and improvements to Government-owned 
buildings in the District of Columbia. 

Our proposed amendments include an appeal to restore the net reduction of 
$2 million and to relieve GSA from the exacting provisions of the House renort 

2. “Emerrency operating expenses” finances buildings manacement operations 
and supporting services for s»ace to accommodate expansion due to the defense 
procram of the Department of Defense and defense related agencies. As previ- 
ously indicated, this item was consolidated with “Operating expenses, PBS,’’ in 
the bud«et, but the House ke t it a se>arate item. 

The budget included $17,647,000 for emercency operations, a reduction of 
$2,553,000 below appropriations for 1954. The House made a further cut of 
$2 million. This will require additional s»ace reductions. 

The Denartment of Defense is the largest customer for this space. GSA and 
Defense have reexamined the possibilitv of additional snace reduction in 1955. 
It appears that this can be accomplished—due to Defense’s efforts to move activi- 
ties from leased facilities to military installations. 

Accordinely, we are not appealing the House action. 

3. “Buildings manacement fund” was established January 1, 1953, under 
authority of the act of July 12, 1952 (66 Stat. 594), as a revolving fund for 
initially financing all buildings manacement and related operations performed by 
GSA, subject to advances and reimbursement from appropriated funds of GSA 
and other agencies. 

The budget vrovided for increasing the anpropriated canital of this fund from 
$3 million to $6 million. The House deleted the item from the bill. 
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ns ye Inadequate capitalization of a business-type enterprise limits our ability to 


operate properly. Operating capital of $6 million is needed. Restoration of the 
reduction is proposed. 

1. ‘Repair, improvement, and equipment”’ for buildings outside the District 
of Columbia was included in the budget at $12 million—$2 million below the 1954 
appropriation. The House approved the budget estimate. 

Presumably the House action recognized that $12 million is the total available 
for some 5,400 buildings—which originally cost approximately $1 billion and con- 
tain nearly 104 million square feet of space. The $12 million proposed for this 
purpose will mean continued deferral of much needed repair work and increasing 
backlogs for future consideration. 

5. “Hospital facilities in the District of Columbia.”’ The budget for 1955 in- 
cludes $4,500,000 to liquidate this amount of contract authorization for the con- 
struction of a hospital center in the District of Columbia, estimated to cost 
some $21,700,000. Appropriations of $2,200,000 and contract authority of $19,500,000 
len have been authorized previously for this project. 

rhe main contract is scheduled for award in October 1954. It is estimated that 
progress payments through June 30, 1955 will require $4,500,000, in addition to 
unexpended balance of prior appropriations. 

The House made no change on this item. 

6. “Operating expenses, Federal supply service” finances basic operations for 
the Government’s personal property management such as supply schedule con- 
tracting, traffic management, utilization and disposal, specifications and stand- 
an 2 ardization. hots tk ren oe 
a The budget for 1955 included $2,600,000 for activities in this field, which is 
uage. $5,000 less than the appropriation for 1954. Even with greater efficiency and 
gular improved methods of operation in this work, certain potential governmentwide 
P the economies will have to be still deferred. - 

7 No change was made by the House on this item. 

tem 7. “Expenses, general supply fund” finances GSA’s nationwide distribution 
arate of common-use supplies and equipment to Government agencies through 12 
stores depots and by direct delivery from suppliers to consuming points. 

The budget estimate of $13,100,000 for 1955 is $824,500 less than the 1954 

appropriation. 
The House reduced this item $2,033,200 on the prediction that the sales volume 
3 not of $142,500,000—on which the budget estimate was based—would not be attained 
d in in 1955. This assumption was predicated on the sales for 1954 which, projected 
on the first 6 months’ operation, will total $105 million. 

It is unrealistic to estimate 1955 sales on 1954 experience. The reduced sales 
volume for 1954 is the direct result of an economy arrangement with the Depart- 
ment of Defense. This provides for Defense to consume their excess stocks on 
specific items before requisitioning them through GSA facilities. Transportation 
and handling expenses are saved under this arrangement. 

Progressive depletion of excess stocks will result in increased business to GSA. 
This is reflected in the estimated sales for 1955. 

Accordingly, restoration of $2 million is requested. 

&. “Operating expenses, National Archives and Records Service” finances the 
basic operations for the management of the Government’s archives and records, 

The budget estimate of $5 million is $625,000 less than the 1954 appropriation. 
Most of the reduction covers nonrecurring expense in 1954. Operations for 1955 
will continue at the 1954 level due to increased efficiency and improved methods. 

The House made no change on this item. 

9. “Administrative operations” finances the direction of all programs of GSA 
and supporting administrative operations for activities under the three operating 
expense appropriations. 

Except for administrative work to support emergency operating expense 
activities previously mentioned, the 1955 budget provided $3,793,000—$407,000 
less than the 1954 appropriation 

The House made a reduction of $3,500 for printing for which no appeal is made. 

10. ‘Refunds under Renegotiation Act’’ for 1955 will be financed from unex- 
pended balances of prior appropriations. 

The budget provided for extending the availability of these balances until 
June 30, 1956, in recognition of the unpredictable timing of payments. 

The House approved the extension of availability. 

11. “Strategic and critical materials’ finances the acquisition and custody of 
raw materials going into the national stockpile. 
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The 1955 budget contemplated that the unobligated balance of prior appropria 
tions, plus rotation receipts, would be sufficient to finance the 1955 purchasi 
program of materials, construction of certain storage facilities, and expenses for 
receipt and custody of materials. 

The delivery of materials during 1955 under contracts executed under prior 
contract authority are estimated at $27,600,000. The budget provided for ar 
appropriation of this amount solely for liquidating contract authorization. 

The House deleted the $27,600,000 for liquidating contract authorizations and 
directed that liquidation be accomplished by using funds previously appropriated 
This has the effect of reducing the amount available for new purchases. 

However, the House also prohibited the use of any funds for the construction 
of storage facilities for which the budget included a total of $28 million in fiscal] 
years 1954 and 1955. Thus, this amount will be used for liquidating prior 
contract authorization without impairing the 1955 purchase program as con 
templated in the budget. Every effort will be made to utilize suitable warehouse 
space as it becomes available. 

\s a result of a recent announcement by the President, the Office of Defense 
Mobilization is currently reexamining several phases of the stockpile program 
which may require supplemental financing for 1955, 

In view of this, no appeal is made from the House action. 

12. The budget included as a general provision for GSA a small measure of 
flexibility between five appropriation items. Under the proposal, none of the 
items could be either increased or decreased by more than 5 percent. The House 
omitted this provision from the bill. It is essential to effective management and 
app al is made to restore it. 


Senator SALTONSTALL. You have certain changes that you are 
requesting of this committee over what the House did. Perhaps the 
best way to proceed would be to take up each of those changes and 
then if members of the committee have some general questions, 
perhaps they will come out with them. 

We will place in the record at this point Mr. Mansure’s letter to 
the chairman and the table showing House action and the restoration 


requests. 
(The material referred to follows:) 


GENERAL SERVICH ADMINISTRATION, 
Washington 25, D. C., April 8 1954 
. 8583 
ALL, 
eC ive charg of 
lppropriatior Rill, 195 , 
; Senate Washington 25, D.C 
ATOR SALTONSTALL: Transmitted for consideration by the committee 
lependent Offices Appropriation Act 
t. 8583) as reported by the House Committee on Appropriations 
L054 


proposed amendments to the In 


nly for those items which in my judgment are essential and 


Government from the standpoint of efficient and economical 

made on those items where there is a reasonable chance 

to carry ou e § on of the House and continue to conduct essential operations. 
We shall appreciate the opportunity to appear before your committee in support 
of the item appealed and to answer any question that the committee may 
have on our operation 
Cordially vours 


EpMUND F, Mansure, Administrator 
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Hlouse Appropriations Committee and floor action and equest lo Senate lpprop a 


tions Committee for restoration in 1955 budget 


$08. O60. OOF : 160, 000 $3. 600, O00 $? O00. 000 
cy operating I 17, 647, OO } 0 2, OOO, Of 
nprovel I 


rally owned bt 


District of Columbia . r 12. 000, OO1 


spital factlitic n the 


O00, OOM 
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O00, OOO 
600, OOF 


187, 300, 000 


ferred amounts i 


operath expen 


are Imendment 
the ne ; P 


and 


ons. PROPOSED AMI DMI 


On page 20, line 13, strike out $94,460,000” and insert in lieu thereof ‘$96,460 
r to Q00’ 1955 House hearings, pp. 1322-1386 


Lion 


55 budget estimate (excl r el ati SOR. O60. OOO 
954 appropriation exclu v ! atio QS S26. O70 


Change 1954 to 1955 766. O70 


955 bill as p 1 by House ) 160, OOO 
Proposed amendment O06. 460. 000 


Increase in ind oposed amendment 2. OOO. OOO 


ATIVI 
Rept 
Operating ea S d hurl 
e amount S04,460,000 for thi ter a ‘ tio f 83,600,000 
timate and a transter of $17,340,000 to 
In previous vears the appropriation 
set forth as a separate appropriat 
inguage for this item 
The committee has reduced the 
vhich are excessive It is suggested ‘ 3 million t amount 
additional repairs and improvements ernment buildin 
District of Columbia During the hearing ie General ic Ad 
tated that its budget could be redueed by $1.600.000 because 
Industrial Reserve installations now in the custody of the General Service 


etre 


mill 
13 N 


Vations 


Administration would be transferred to the custody of the Department of Defer 
prior to June 30, and the Department of Defense has stated that most of thi 
maintenance cost will be al sorbed in its overall budget 

Congressional Record: No debate 


45746—54——-14 
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JUSTIFICATION 


Appeal to the Senate is made covering three points: 

(1) restore $2 million of the $3,600,000 reduction in the appropriatio: 
The remaining $1,600,000 is a voluntary reduction offered by GSA durin 
the House hearings—the result of a request by the Department of Defense 
that 13 plants now in the National Industrial Reserve under GSA custody 
be transferred to Defense not later than June 30, 1954. 

(2) relieve GSA from a specific amount set forth in the House Report by 
which ‘‘overhead”’ is to be reduced 

(3) relieve GSA from a specific amount suggested in the House report t: 
be used for additional repairs and improvements to Government-owned 
buildings in the District of Columbia 

The reduction of $5 million in ‘‘overhead’’ costs is understood to apply to th« 
Buildings Management activity which comprises 95 percent of the budget estimate 
for this appropriation 

The estimate for the total ‘Buildings management” activity— covering space 
under this appropriation and the appropriation “Emergency operating expenses”’ 
includes $5,786,000 as salaries for direct supervision and $1,646,000 as salaries for 
administrative supervision. The total of $7,432,000 covers all full-time adminis- 
trative and supervisory personnel from the Director of the Division down through 
the lowest grade individual supervisor, including necessary clerical personnel 

The reduction made by the House would necessitate a cut of 67 percent of 
this supervisory force, most of which are foremen who directly supervise laborers, 
mechanics, and other building personnel. Such a cut would make it impossible 
for GSA to achieve the economies necessary to conduct this program within 
current budgetary limitations. The essentiality of adequate direct supervision 
to insure efficient performance is well known. 

The cut of $5 million would require a further reduction in building services 
provided for other agencies—services which for the past few years have beer 
inadequate and have brought about dirty buildings, curtailed elevator service, 
extensive backlogs of repairs, and other unsatisfactory conditions. 

The House committee objective to reduce “overhead” and operating costs 
wherever possible is GSA’s objective. In addition, it is GSA’s responsibility. 
We will reduce these costs when and wherever they are found to be excessive 

We are searching all possible ways and means to reduce operating costs. We 
have obtained advice of outstanding managers of commercial buildings based on 
a detailed examination of our operations. We are analyzing potential economies 
in performing cleaning operations by contract. We are examining operations and 
supervisory effectiveness to find and eliminate excessive expense. 

Some reductions in ‘‘overhead”’ costs should be possible but not to the extent 
set forth in the House report. We concur in the suggestion by the House that 
savings made in operations should be used for additional repairs and improvements 
to buildings in the District of Columbia. However, a saving of $5 million out of 
a total of $7.4 million is not feasible, nor can a feasible amount be estimated at 
this time. 

We urge that $2 million of the reduction be restored to the appropriation. As 
savings in operating costs are effected, they will then be used for additional 
repairs and improvements to buildings in the District of Columbia. Pr 


OPERATING EXPENSES, PUBLIC BUILDINGS SERVICE 


Senator SavTonsTaLL. You ask for an increase in “Operating 
expenses, Public Buildings Service’ of $2 million. You had 
$98,826,070 in 1954. The budget estimates for $115,400,000. The 
House allowance was $94,460,000, which was a reduction of $4,300,000 
from the 1954 appropriation and $20 million under the estimates of 
1955. You are requesting back only 2 million of your estimates. 
That would be about half of the difference between this appropriation 
in the House and what you had last year. 

Why do you need that $2 million? 

Mr. Mansure. Mr. Chairman, tbe reason for that is that the 
former hearings took the general phase of “overhead’’ and they made 
a cut of $5 million. That would be 67 percent, approximately, of 
our total indirect costs in the operation of this division of our agency. 
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We feel that the “Operating expenses, Public Buildings Service”’ is 
of[{such importance because buildings management services are not 
up to what they should be at present. We feel that any further 
reduction in this appropriation is going to make services all over the 
United States just that much less. 


CONDITION OF FEDERAL BUILDINGS 


rt t Senator Tuyr. Mr. Chairman, I must go to another committee, 
oe and I had agreed that I would take that committee along about 
o tl 11 o’clock. For that reason, Mr. Chairman, may I be permitted to 
mate interrupt at this point—I was in several of the buildings where the 
General Services Administration had the custodial responsibility this 
a past year. I was somewhat concerned that we were not keeping the 
a buildings in condition in which your Federal Government should 
ini keep its property, because it is the property of the Federal Government. 
oug! When the public comes in contact with it and those buildings show 
. of a lack of janitorial efficiency or the lack of proper maintenance, it casts 
es a reflection upon the Government. I tried to make some inquiry, 
sible and I thought I got this information that there was a shortage of 
ithir help and a shortage of the necessary funds for the proper maintenance. 
— Are you overcoming that problem? Can you see that you are 
a going to surmont that problem and come up with maintenance and 
beer janitorial services that are going to keep the Federal buildings in a 
vice position that we do not have to apologize for them? 
Mr. Mansure. You are absolutely correct in your statement. 


“OSTS 


lity The answer is ‘‘No’”’; we are not going to, because we do not have 


sive sufficient funds. 


a DOWNGRADING 


mic 


Senator Toye. May I bring this one thought up? I did learn a 
few of the senior employees had been laid off and then reemployed 
at a lower salary than the salary they had. That type of a practice 
is not a good practice. Is any of that going on now? It was going 
on 2 years ago because I found 2 or 3 individuals. 

Mr. Mansure. I do not know of any case, but if you know of any 
case of that happening, that is certainly not our policy. 

Senator Tuyr. You would not in any sense treat the custodial help 
in any such manner? 

Mr. Mansure. No. Not a reduction in classification. That is 
not the policy. 

Senator Tuye. If a man is getting up within 2 or 3 years of retire- 
ment, he will almost accept anything rather than be cut off. 

Mr. Mansure. We do not feel we should take advantage of a situa- 
tion of that kind. 


‘ ] 
anda 


IMPORTANCE OF SUFFICIENT FUNDS 


Senator Tuyr. That is why I wanted to ask these questions because, 
Mr. Chairman, there must be sufficient funds to do the necessary 
repairs and necessary maintenance to make and permit the continu- 
ance of these Federal properties presentable to the public. 

Secondly, a custodial staff that will keep the property in condition 
is an absolute necessity. While I regret I must leave, we should make 
absolutely certain that you have the funds that will permit the keep- 
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ing of the buildings in proper condition. That is my concern. If 
there isn’t enough in the House figures, then we must take a good look 
at it from the Senate side. 

Mr. Mansure. You are absolutely right, and I assure you there 
will be no waste in our operation sinineatiom We do not have 
sufficient money. 

Senator Tuy. You feel the House figure is too conservative by 
$4 million? 

Mr. Mansure. Two million dollars. 


EFFECT OF HOUSE REDUCTION 


Senator Tuyr. If you are compelled to curtail by that amount, 
how many people will you have to lay off? 

Mr. Mansur. Approximately 500. 

Senator Taye. You will have to lay off 500? 

Mr. Mansure. Yes; but not only that, there will be a further reduc- 
tion in the gene ral maintenance because it is not only the laying off of 
the people. The margin is so light—I mean the difference between 
possibly cleaning office space or windows or something every third day 
or every third month, like a window, or eve ry fourth month is such a 
great difference. It is much more than the small amount involved. 
In other words, the margin tips the scales far more than the actual 
dollars do. 

POSSIBLE ECONOMIES 


Senator THyr. Have you found in the course of the past year some 
administrative changes that brought about an economy? 

Mr. Mansure. Yes. We found a great number of those which we 
put into effect 

Senator Tuye. Could you touch on them within the next minute or 
two? 

I still want to apologize to the chairman that I am interrupting in 
this manner. 

CLEANING CONTRACTORS 


Mr. Mansure. I just want to say one thing. There has been a 
great deal of feeling among some of the Members of Congress that we 
should consider outside contractors in our cleaning operations. We 
put out bids last fall and the people who bid on them felt they were 
probably not equitable. So we took their suggestions and readvertised 
for bids. We have now put out 2 test buildings in Pittsburgh, 2 in 
Philadelphia, and 2 in New York. 

Senator Tuyr. What do you find? 

Mr. Mansure. We find in most cases they are higher than our costs 
We do not want to form a conclusion on it yet because we want to 
give them every possible advantage to show if they can do it cheaper 
than the Government can do it. 


LOCAL PAY SCALES 


There is one problem which we are confronted with in various 
parts of the country over which we have no control, and that is the 
basis of civil service pay is the same in all cities in the United States. 
In cities like Chicago and New York our rates are low. In cities 
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possibly like Minneapolis or St. Paul, or in Dallas and Atlanta, 
cities of that type, our rates are high. Therefore, local cleaners 
should be able to do the operation cheaper than the Government 
can do it. We do not know that vet, but we are going to explore 
that entire field 

Senator Tuy. Thank you 

Senator SaLtronstTaLL. Mr. Mansure, Senator Thye has covered 
vour first point fairly thoroughly, but it would be interesting to the 
committee if you have anything to add to that in connection with 
the operating expenses, 

Mr. Mansure. Not unless Commissioner Reynolds would like 
to say something. 

UPKEEP OF BUILDINGS 


Senator SALTONSTALL. It is a question of the upkeep of the build- 
ings? 

Mr. Mansure. That is correct 

Could I explain it this way: It is the same old theory of fixing the 
leak in the roof or letting it go until you have to fix the whole roof. 
That is what we are doing now. I regret to make that statement, 
but that is the condition. We are letting our maintenance go to 
the point where it becomes a major repair rather than a minor repair. 


BUILDING MAINTENANCI]I 


Senator SALTONSTALL. Under “Operating expenses, Public Build 
ings Service,” vou include the maintenance of your buildings. 

Mr. Mansure. No, only in the District of Columbia; not outside. 

Senator SaLronstaL.. Take the Labor Department building. If 
an elevator gets out of order, does it come within this account? 

Mr. Mansure. That is correct. Any maintenance within § the 
District other than the buildings of Congress, including the Federal 
courts, come into this 

Senator SALTONSTALL. Last vear you had considerably less money 
than you had the vear before; did you not? 

Mr. Mansure. That is correct. 

Senator SALTONSTALL. What was your actual appropriation for 
1953? 


TOTAL EMPLOYMENT 


Mr. Mansure. While we were getting those figures for you, just to 
give you an indication of Senator Thye’s former question, our total 
personnel at the end of June last year was approximately 29,000. 
One month ago it was down to 27,213. In June 1951 it was 30,370. 
So that gives a general indication of the downward trend of employ- 
ment in GSA, 

The appropriation for this item for 1953 was $101,046,030. 

Senator SALTONSTALL. Is this appropriation, even with $2 million 
restored, $5 million less than it was in 1953? 

Mr. Mansure. Yes, that is correct 


SPACE ADDED IN 1955 


Mr. Mepvey. In addition to that, Mr. Chairman, we are taking 
over in 1955 almost $5 million of space over 1954 which this year is 
reimbursable to us from other agencies. We also took over in 1954 
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some $3,400,000 previously reimbursable from other agencies. That 
is under the authority given GSA under Reorganization Plan 18 of 
1950. When you use those comparative figures, you have to add to 
that $5 million which was reimbursable in 1954 and $3,400,000 which 
was reimbursable in 1953, but next year are all included in our appro- 
priation. 

Senator SavTronstTaLu. Then that would mean if you put this $2 
million back, it would be a reduction of over $13 million rather thar 
$5 million, is that correct, for the same maintenance? 

Mr. Mepuey. That is correct; 1955 against 1953. 


REDUCTION FOR OVERHEAD IN HOUSE REPORT 


Senator SaAtTonstauLu. I am referring to page 13 of the Hous 
independent offices appropriation report. The second paragraph, the 
first two sentences, reads: 

The committee bas reduced the estimate by $5 million for overhead costs 
which are excessive. It is suggested that $3 million of this amount be used for 
additional repairs and improvements to Government-owned buildings in the 
District of Columbia. 

What does the House mean by that? Could you interpret that? 

Mr. Mansure. I would like Mr. Medley to explain that. That is 


also on page 3 of my statement. 
OVERHEAD EXPENSES 


Mr. Mep.iey. That speaks to the overhead question to which 
Mr. Mansure referred. Under this appropriation we have a total 
of approximately $7,400,000 for all forms of overhead, both admin- 
istrative and supervisory. The House reasoned that we could reduce 
that by 67 percent. We feel that is not attainable. While we will 
do everything we can to effect savings wherever we can, we do not 
see how we can reduce our overhead expenses by that amount. So 
what we are proposing in our appeal, is to make savings wherever 
and whenever we can. Then as the savings are made, we would use 
those savings for additional repairs and improvements to buildings 
in the District of Columbia. 


UPKEEP OF DISTRICT OF COLUMBIA BUILDINGS 


Senator SaALvTonsTaALL. So if we put this money back, you would 
hope to be able to use it for better upkeep and renewal of repairs of 
buildings in the District of Columbia? 

Mr. Mepuey. As we can effect savings; ves, sir. 

Senator Savronstauy. If the amount is not put back, then you 
stated to Senator Thye that it would take off about 500 employees? 

Mr. Mansure. Approximately 500. That is correct. 

Senator SaALronsTaLL. That would mean that you take it out of 
your personnel in straight maintenance because a certain amount of 
your repairs would have to be done? 

Mr. Mansure. Thatisright. It would come out of all the building 
operations because that is where these funds are used. 

I would like Mr. Reynolds to speak on that. 


Mr. Reynoups. Mr. Chairman, to break it down a little bit 
morTre-— 
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Senator SALTONSTALL. How many times have you appeared before 
this committee? 

Mr. Reynoups. For 20 years now. This is probably my last 
appearance because I am leaving the Government the Ist of July. 

Senator Sauronstatu. I just wondered if you confined it to 20 
years. 

Mr. Reynoups. It is longer than that. 

Senator SALTONSTALL. Why not be accurate? 


TOTAL APPROPRIATION 


Mr. Reynoups. I have been coming here since 1933 although my 
Government service started in the Hoover Administration. It has 
always been a pleasure to appear before this committee and you, 
Mr. Chairman, have always been particularly gracious to me. What 
I was going to say is this: The total amount of money we 
have for all types of supervision, including labor foremen is $7, 432,000. 
Of that, only $1,646,000 is what we would call basic overhead. The 
rest of it is line foremen and people of that sort. To take $5 million 
out makes it almost impossible to work. 

We had last fall a report made to us by the Building Owners and 
Managers Association, an association which represents the major 
buildings in the United States. They say that in 42 buildings they 
studied, our management costs are $1 million less than that if they 
were operating them. 

They also peemerer that our annual operating appropriations be 
increased by 12.37 percent, and that probably $10 million a year for 
a period of years should be prov ided for rehabilitation of our buildings. 
They also find that our costs are 77 percent of that of private enter- 
prise. So we are definitely on the economical side, I think, of opera- 
tion. A cut of $2 million is quite crippling when we get to that 
reduced level of operation. 

Senator SaLronsTaLL. What you are saying is that this firm said 
that your overhead is less and that your maintenance is less? 

Mr. Reyno.tps. That is right. 

Senator SALToNsTaLL. And what the House would like to have you 
do would be to take out of the money that they give you and put $3 
million more into maintenance repairs of buildings here which you 
say would cut your cleaning facilities and your personnel down to 
a level at which you could not operate; is that correct? 


SUPERVISION 


Mr. Reynoups. That is right; we could not operate reasonably. 
The report referred to was prepared by building owners and managers. 
It is not a consulting firm. They went into the very question of super- 
vision which the House refers to in its report that we should reduce. 
This is what they say on it: 


BMA appraisers unanimously praised the ability and cooperation of PBS 
management and supervisory people with whom they came in contact. The fact 
that the PBS organization has so far been able to keep the Government office 
buildings functioning in spite of the budget squeeze to which they have been sub- 
jected, is adequate proof of their energy, ability, and loyalty and of the overall 
efficiency of their organizational setup. At least $1 million of the $2,283,754 
savings in general expense—administrative—is due to a well-integrated expert 
national management organization. 
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I think that is a rather complete answer to the general question. 

Senator SALTONSTALL. Senator Ellender, have you any questions 
on this phase? 

Senator ExLenper. No, sir. I want to question in respect to 
warehousing 

Senator SALTONSTALL. The Chair has several general questions 
Perhaps each member can take those up when we get through the 
specific request 


rEMPORARY BUILDINGS IN THE DISTRICT OF COLUMBIA 


Senator DworsHak. Mr. Reynolds, are you supervising the tearing 
down of some of the temporary buildings in the ( Capital? 

Mr. Reyno.ps. There is one building i in the shadow of the White 
House. That is the only one. 

Senator DworsHak. I thought it foreshadowed an _ extensive 


program of that kind, but you plan to take down just one building 
9 
now * 


Mr. Reynoups. That is right. 

Senator Dworsnak. Are you going to have to provide additional 
office space elsewhere for the people who are vac: iting this building? 

Mr. Reynouips. We have been having a gradual reduction which 
has now stopped. We think we can accommodate these people with- 
out additional space. We have been giving up commercial space in 
Washington 

Senator Dworsnak. Are you planning to raze any other buildings 
soon, temporaries? 


Mr. Reynouips. No. We have no program for doing so. 


REDUCTION OF RENT 


Mr. Mansure. Could I correct the statement there which is 
probably bothering you, Senators? Some of the press have gone off 
in a wave of enthusiasm about a great building program that GSA 
has. I would like to clear it up once and for all. There is no such 
program of that kind. We are confronted with a shortage of space 
because we have an objective of trying to reduce our rent payments 
between $17 and $18 million during 1954 and 1955. That means we 
are moving Government oce upancy out of rented space into Govern- 
ment-owned space. We feel just as strongly on these temporary 
buildings as anybody in Washington. We don’t want them, but there 
is a practical situation. We have no place to put the people who are 
in these temporary buildings. 

Senator Dworsnak. I am very happy to hear you say that because 
I presume you read the papers in Washington as I do, and while they 
preach one day and editorialize about the world outlook and the 
serious conditions confronting us, next day they editoralize about the 
need of building marble buildings throughout the city. 

I want to make the National Capital as attractive as possible, but 
it seems to me that people like yourselves, and I am greatly encouraged 
by your remarks, should be aware of the fact that we are trying to 
balance the budget and to economize, to build up national prepared- 
ness. If the people of the National Capital are so much concerned 
about beautifying the city, they might do it through their own 
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resources and their own initiative instead of harassing agencies like 
yours constantly to do something of that kind. 

’ Probably in more normal peacetime circumstances something of 
that kind may be justifiable, but I am happy to know you are not 
initiating a widespread campaign now to raze all of these toapen ary 
buildings. I heard that tune ever since I have been in the Capital. 
Maybe we ought to take down those buildings, but they have served a 
great purpose. At the present time with the rather uncertain outlook 
we face, I can see no reason for pressuring your agency or the Congress 
to do that at this time. 

SPACE UTILIZATION 


Mr. Mansure. That is right. As a service agency our great 
concern is to find ways and means in which we can reduce, which we 
are, the costs of operating the Government. The only way that can 
be done is by the proper utilization of space, by moving out of leased 
space into Government-owned space, control of records and control 
of purchasing. That is our overall objective. 

Of course, we cannot control statements in the press, and we are 
not going to argue with the press because that is not our job. 

Senator DworsHak. I would not want you to. I simply want the 
assurance you are realistic and that while you would like to comply, 
and Congress probably would, with their insistent demands for beauti- 
fying the Federal buildings throughout the city, we have to keep our 
feet on the ground and do the things that should be done first. 

Mr. Mansurg. In GSA we do not feel any saving is too small. If 
it is a saving, it is a saving regardless of how muc hit is. 


RELEASING SPACE 


Senator Dworsuak. Instead of leasing new facilities and quarters 
for Federal agencies, then, you are constantly trying to give up build- 
ings which have been utilized by the Federal Government. 

Mr. Mansure. We have an objective of trying to make a saving 
of between 17 and 18 million dollars in rental payments during 1954 
and 1955. 

Senator DworsHak. I meant particularly in the Capital. 

Mr. Mansvure. In the Capital as well. 

Senator DworsHak. Releasing space constantly? 

Mr. Mansure. We are doing that all the time. 

Mr. Reynoups. The amount of rented space in the District of 
Columbia alone has come down from a peak of between 7 and 8 
million dollars during the war to a figure that existed before the war 
and is still dropping. 

Senator SALTONSTALL. The amount of available rental space out- 
side of Government-owned buildings? 

Mr. Mansure. That is correct. 


COST OF RAZING TEMPORARY BUILDINGS 


Senator SaALTronsTALL. The Chair would respectfully say-—and he 
says it with just a bit of a smile—that a year ago he wrote Mr. Rey- 
nolds with relation to the temporary buildings that are spoiling the 
Lincoln Reflecting Pool from the Lincoln Memorial to the Washington 
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Monument. The Chair believes that vou replied it would cost 
$376,000 to tear down those buildings and that you would have to 
find additional space, which would cost the Government anothe: 
substantial thousands of dollars. For that reason, the Chair dropped 
the thought. While | do not want to get into the general subject at 
the present time, | would like to see that Lincoln Reflecting Pool 
get its full benefit 

Mr. Reynoups. I agree with you on that. T have always felt that 
those buildings that are on the very axis of the reflecting pool, where 
they now block the view if you are standing on the Lincoln Memorial 
looking to the Washington Monument, should be removed. There is 
no question about that. 

Senator SALTONSTALL. How much would it cost? 

Mr. Reynoups. I do not have those figures before me. 

Senator SALTONSTALL. You told me $376,000 to tear the building 
down plus finding space in the amount of $700,000. Are those figures 
not a big exaggerated? 

Mr. Reynoups. It would depend upon the portion we tore down 
We could limit it to a width of 100 feet and do it for less. 

Senator Savronsrauu. The Chair is violating his own statements 


OFFICE SPACE RENTAL 


Senator E.tenper. Mr. Reynolds, you said that the rental of office 
space from private enterprise is decreasing, and I presume that the 
number of Government-owned buildings are increasing. To what 
extent has that increase and/or decrease taken place over the last 
2 or 3 years? 

Mr. Reynouips. There has been very little increase in Government- 
owned space since 1952. Leased space has decreased rather ma- 
terially in our regular program. 

Senator E.uenper. I am talking about the overall picture. 

Mr. Reynoups. I am talking to the question of overall. In 1953 
leased space in the regular program was 21,826,000 square feet. In 
1954 it is 20,053,000 square feet. For 1955 our estimate is 16,265,000. 

Senator ELLENpER. To what do you attribute that? Fewer people? 

Mr. Reynoups. Less people and better utilization. There has been 
a reduction in the emergency program, also. It drops from 1953 when 
it was 9,670,000 square feet to 8,157,000 in 1954 and 7,242,000 in the 
1955 budget. 

Senator SALTONSTALL. Are you through, Senator? 

Senator ELLENDER. Yes. 

Senator SALTONSTALL. The next amendment is $2 million for “Ex- 
penses, general supply fund’’ and a language change with relation to 
that. Mr. Mansure, could you explain briefly what those are? 


BUILDINGS MANAGEMENT FUND 


Mr. Mansure. Mr. Chairman, you skipped the buildings manage- 
ment fund. Did you want to skip that? 

Senator SALToNsTALL. That is at the bottom here. That was the 
fourth one to take up. We will be glad to take that up now. 
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GSA amendment No. 2 
sUILDINGS MANAGEMENT FUND 


PROPOSED AMENDMENT 


On page 22 after line 4, insert “Buiidings management fund: For additional 


orking capital for the ‘Bui'dings management fund’, authorized by the Act cpproved 
luly 12, 1952 (66 Stat. 594), 838,000,000, to remain available without fiscal year 
milation”’ 1955 Ilouse hearings, pp. 1386 to 1391 


RUDGETARY DATA 
1955 budeet estimate $3, 000, 000 
954 appropriation 3, 000, 000 


Change 1954-1955 0 


1955 bill as passed by House 0 
Proposed amendment 3, 000, 000 


Increase in House bill under proposed amendment 3, 000, 000 


LEGISLATIVE HISTORY 
(H Rept No 1428, p. 15) 


‘Buildings management fund.--The committee has denied additional working 
capital for this fund There is $38 million available now and the budget proposes 
to increase this amount to $6 million. The committee is of the opinion that ihe 
additional working capital is not required and that the General Services Adminis- 
tration can operate satisfactorily through additional advance billings and more 
vigorous collection efforts.”’ 

JUSTIFICATION 


The buildings management fund was authorized by act of July 12, 1952, with 
authorized appropriated capital of $10 million. 

In 1954 Congress appropriated $3 million stating tinat it was to initiate the 
program. A minimum of $6 million appropriated capital is required even if 
maximum quarterly advances and prompt collections are made, 

lor 1955 estimated business of the buildings management fund is $145 million 
Regular and emergency appropriations of GSA for buildings operations will 
finance $110 million. ‘There is no problem in financing this portion of the business 
by advances, 

‘The problem is adequate capital to finance the remaining business totaling $35 
million in services to practically all Federal agencies involving numerous appro 
priations and funds. These services inelude (1) security guarding, rent and 
buildings operations totaling $16 million; (2) telephone and rapid written com 
munications totaling $12 million; and (3) job orders totaling $7 million. 

Item (1) tor $16 million can be billed in advance but a minimum of 45 days 
will elapse before collection is made. Item (2) for $12 million is not practical 
to bill until performance is completed and requires a minimum of 60 days there- 
after to cost, bill and collect. Item (3) for $7 million requires minimum of 60 
days to cost, bill and collect, plus average of 45 days from date of order to com- 
pletion ot job—a total of 105 days. Hach type of business and minimum required 
capital follows: 


| Annual busi Minimum 
| ness capital 


(1) Security guarding, rent, and operations: 45-day lag equals “a of 

$16,000,000 $16, 000, 000 $2, 000, 000 
(2) Telephone and rapid written communications: 60-day lag equals % of 

$12,000,000 12, 000, 000 2, 000, 000 
(3) Job orders: 105-day lag equals 74¢ of $7,000,000 7, 000, 000 2, 000, 000 


Total +5, 000, 000 6, 000, 000 
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Taking full advantage of advance billing opportunities and anticipati: 
maximum success from collection efforts, a minimum of $6 million capital is 
essential. 

Senator SALTONSTALL. The House cut the item out altogethe: 
You want to put that $3 million and language to sustain it, is that 
correct? 

Mr. Mansure. That is correct. 

Senator SALTONSTALL. That is a revolving fund? 

Mr. Mansure. That is correct. 

Senator SALTONSTALL, It is a revolving fund of supplies? 

Mr. Mansure. No, sir. It is a revolving fund for initial financing 
of all buildings management and related operations performed by 
GSA. It is the whole kit and caboodle, you might say. 

Senator SAvTonstTaLy. That does not include cleaning and mainte- 
nance, does it? 

Mr. Mansure. Yes, sir. 


Senator SaLvronstaLL. Then how would that be a revolving fund? 
REIMBURSEMENTS 


Mr. Merpuey. Mr. Chairman, the fund receives reimbursements 
from GSA appropriations as well as reimbursements from other 
agencies. It was created by the Congress in recognition of the fact 
that we have a business-type enterprise here in the « operation of these 
buildings. By putting the operations all together in one account, it 
simplifies and facilitates our cost-accounting operations on the various 
buildings throughout the country, thus enabling us to do more work 
in respect to setting up cost stand: ids for different types of operations. 


CAPITALIZATION 


Initially the fund was capitalized with an appropriation of $3 million 
last year as against an authorized capital of $10 million ine luded in the 
legislation. We have operated the fund some 15 months and we find 
that the capital is inadequate, particularly at the end of the year. At 
the close of the fiscal year, we have certain work in process and 
outstanding receivables on telephone communications and job orders, 
for which it is not practicable to render advance billings or to get 
advances from other agencies. 

To operate the fund properly, we do need a minimum of $6 million 
capital to finance operations particularly in the months of June and 
July. The rest of the time during the year we can operate with the 
advances, 

Senator SALTONSTALL. What you are saying, then, is that you need 
$6 million instead of $3 million to use as a turnover fund to pay your 
bills promptly and to carry on your business? 

Mr. Mepuey. That is correct. We will do about $145 million 
worth of business through this fund in 1955. Of that, $110 million 

can be handled by advances from GSA appropriations. 

The problem is financing the remaining $35 million worth of 
business, and the problem is acute right at the end of the fiscal yeat 
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BORROWING OF FUNDS 


We presently have $3 million capital. After very careful study, 
we believe $6 million is the minimum amount needed. If we do not 
vet it, then our only recourse is to do what we have been doing; 
that is, to borrow funds from other appropriations. 

Speaking frankly, when the GAO audits our operations and finds 
that we have done that, I do not think they will exactly approve. 
Since we have been fortunate enough to be commended by the Comp- 
troller General in each of his five annual reports on the joint ac- 
counting improvement program, we naturally do not wish to solicit 
criticism 

Senator SALTONSTALL. Is this a fair question? You get down 
to the end of Mav and the first of June and you haven't got any 
more advances from the various divisions. They have run out. 
You have gol bills to pay, and you have got to pay bills that take 
more than $3 million. 

Mr. Mepuey. That is correct. 

Senator SALTONSTALL., You can get by on $6 million.? 

Mr. Mepuny. That is correct. 

Senator SALTONSTALL. If you set up this buildings management 
fund and operate it for 10 months of the year, you have got to operate 
it for 12 months; otherwise, it is no good? 

Mr. Meptey. That is absolutely correct 

Senator SALTONSTALL. So to operate it for those 2 months, you 
have got to either borrow from other agencies to pay back after the 
Ist of July , or else you have got to give up operating the fund for 12 
months? 

Mr. Mepury. That is correct. Actually, it is borrowing from other 
GSA appropriations rather than the other agencies. But you have 
summed it up very well, sir. 

Senator SALTONSTALL. That $35 million includes $16 million for 


security guarding and rent buildings operations. Those are all cash 
items that come in once a month? 


LAG IN REIMBURSEMENTS 


Mr. Mepuey. There is a 45-day lag there on reimbursement from 
the time bills are submitted until we actually receive payment from 
the agency involved. We just ran a test in region 3, which is our 
Washington region. As of March 31, there is an actual 47-day lag 
on that type of transaction. 

Senator SALTONSTALL. And a 60-day lag on telephones? 

Mr. Mepuey. That is correct. And that again is an ambition 
rather than a reality. Currently our lag is 71 days. 

Senator SALTONSTALL. And a 105-day lag in job orders? 

Mr. Mepuey. That again is an optimum situation because cur- 
rently our lag is 131 days. So doing what the House committee 
suggested—that is, making maximum use of advance billing and 
getting the best collection results possible—we still would have the 
situation as vou have described it. 

Senator SaLronsTaLL. What would happen if you did not pay 
your bills?) Why could you not cover this situation by not paying 
your bills? 
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Mr. Mep.ey. We are trying very hard to improve our bill-paying 
record with creditors. One of the things which Mr. Mansure has 
brought to our agency is a plan for standardizing discount terms from 
suppliers. To do that you have to have a substantiated record of 
paying your bills, all of your bills, within 20 days. If you did as you 
suggest, then it would impair our ability to make that program 
succeed. 

Mr. Mansure. Furthermore, it makes people desire to do business 
with the Government if they know they are going to be paid without 
waiting. It is the general feeling among industry and commercial 
houses if we can get business from somebody else beside the Govern- 
ment, let’s get it. 

Senator SALTONSTALL. In other words, the Government in certain 
ways is not considered a good customer? 

Mr. Mansure. That is right. 

Senator SALTONSTALL. Because it takes a long time and fights over 
the payments of its bills. Its amounts are large and sometimes it 
means it destroys all working capital. 

Mr. Mansure. That is right. We are trying to make it desirable 
on the part of industry to do business with the Government. 

Senator SALTONSTALL. Senator Ellender, have you any questions 
on that item? 

Senator ELLENDER. No, sir. 


GSA Amendment No. 8 
EXxpENSES, GENERAL SuppLy Funp 
PROPOSED AMENDMENT 


On page 22, line 16, strike out $11,066,800” and insert in lieu thereof 
**$13,066,800” (1955 House hearings: pp. 1559 to 1587). 


LEGISLATIVE HISTORY 
(House Report No. 1428, pp. 13-14) 


“The General Services Administration justifications state that it expects to do 
approximately $142,500,000 in sales in 1955. However, based on the first 6 
months of fiseal year 1954 the sales for the year will only be approximately $105 
million. Unless the General Services Administration and the Department of 
Defense enter into an agreement whereby General Services Administration pro- 
cures many more of the common use items used by such Department, it appears 
that business will not exceed the 1954 level. This is a field in which the two 
agencies can very well cooperate and steps should be taken to reach an under- 
standing as this condition has existed for several years. The reduction of $2 
million is based on an estimate that it costs approximately $500,000 to do 
$7 million in sales. Since it appears that sales will be approximately $35 million 
less than estimated, it is believed that the expenses to be incurred will be approxi- 
mately $2 million less than the amount requested.” 


JUSTIFICATION 


The basic program for 1955 as quoted from page 232 of the President’s budget 
on page 1562 of the House hearings is summed up in the following words: ‘‘The 
modest increase (in sales) programed in 1955 over 1954 reflects the net effect of 
partial implementation of the Administration’s program for greater use of these 
(GSA) supply facilities by the Department of Defense less general reductions in 
civilian agency supply support due (1) to reduced program levels and (2) the 
Administration’s directive requiring maximum utilization of agencies’ inventories.” 

The House hearings reveal no testimony concerning the volume of business 
that is mentioned in the House report. The main point of the report appears to 
be that the volume of business handled during the first 6 months of 1954 reflects 
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oe 


a rate ineonsistent with the program proposed for 1955. This should not be 
construed as reflecting lack of progress in implementing the military program 
It reflects a determination in the interest of economy to permit the military to 
retain and consume their excess stocks. As these stocks become depleted, 
yperating requirements are requisitioned from GSA. From a practical stand- 
point, the $2 million cut tends to penalize the executive branch for effecting econo- 
mies in transportation and handling costs under this arrangement 
Notwithstanding this stock consumption arrangement, sales to the military 
have been progressively increasing, as follows 


1953 $27, 
12 


961, OOO 


1954 (full year at first 6 months’ rate , 975, 73 


sriefly, continuing progress in arranging for an orderly assumption of military 
supply support by GSA follows 

1. Departmentwide purchase assignment for office furniture made to GSA 
effective February 1, 1954. Similar assignments for office machines and office 
supplies are expected to be made effective July 1, 1954 

2. During the last few days GSA received a series of requisitions totaling $5,200 
000 for household and quarters furniture and office furniture. These requisitions 
alone are equal to 24.2 percent of the business done during the first 6 months of 
fiscal year 1954 for all military departments 

3. Navy: 192 items of office supplies transferred by February 1, 1954. Take 
over schedules are being established for additional 258 items in this class 

} Air Force After screening 67,645 supply items to determine best method of 
supply, it has been determined to transfer 15,393 items to GSA as current stocks 
are depleted. 

5. Army: Arrangements made to sereen all Army items, but plan to defer 
actual takeover until Navy and Air Foree transfers are substantially consun 
mated. 

The foregoing demonstrates that the sales program ineluded in the 1955 budget 
is realistic. It is urged that the $2 million reduction be restored. Otherwise there 
could be a lack of supply support for a large number of items already eliminat« 
from military supply systems. 


GENERAL SUPPLY FUND 


Senator SALTONSTALL. The next item, Mr. Mansure, as the Chair 
reads it here, is $2 million wanted back in the “Expenses, general 
supply fund.”” What is that, please? 

Mr. Mansure. I would like Commissioner Mack of the Federal 
Supply Service to speak on that. 

Mr. Mack. The general supply fund is used for the purchase of 
common-use supplies which are distributed to Federal agencie 
through our stores, depots; also, for the purchase of items which are 
shipped directly from suppliers to requisitioning agencies. 

The House Appropriations Committee reduced the amount of our 
request for expenses of operating the fund by $2 million. The Hous« 
report expressed the view that the reduced amount would be adequate 
for these operations because in their opinion our volume of business 
would not exceed $105 million for next year. ‘This amount represents 
the going rate, based on the first 6 months of this year. ‘The matter 
of sales volume was not discussed at the House hearing. 


EXPLANATION OF INCREASED VOLUME OF SALES, 1955 
The facts are that there will be an additional volume of business 


during the next year as a result of definite arrangements which we 
have consummated this year. 
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SCREENING OF AIR FORCE SUPPLY ITEMS 


[ would like to briefly discuss some specific actions that will increase 
next year’s volume: First of all, for some time we have been engaged 
in screening common-use supply items used by the Air Force. Screen- 
ing has been completed on some 67,645 items. It has been determined 
that 15,393 items which are of a type stored at our supply centers o1 
which can be furnished through our GSA term contracts. 

That means that the Air Force will no longer procure and carry 


those items in their depot stocks. They are decentralizing to the 
local installations for local purchase or requisitioning from us to the 
extent we carry those items or will order against our term contracts, 
as the case may be. 


On the basis of a check of their stock-record cards. the volume of 


Air Force items which have been transferred to us and which they 
will get from our stores during 1955 is $14,100,000. 


NAVY SCREENING PROGRAM 


The Navy has also been reviewing common use items and deleting 
from their stores the kinds of things which can be procured from us 
the same sort of a job that the Air Force has been doing. We have 
their first list, which includes 192 items of office supplies. Moreover, 
screenings of othe r items are how being made. The volume of those 
items in 1955 will be about $2,500,000. 


PURCHASE OF OFFICE FURNITURE 


A purchase assignment for office furniture was just approved the 
other day by the Director, Bureau of the Budget and the Secretary 
of Defense. ‘This means that in the future all office furniture require- 
ments of the military of the types thathave been listed will be pro- 
cured through GSA. ‘The volume in 1955 is estimated at $2 million. 
Other projects include household and quarters furniture, $7 million; 
office supplies, other than those of the Navy, $3 million; and definite 
quantity purchases of office machines, which is another program 
we are working on with the Deparment of Defense, about $6 million. 
There are also some additional programs for civilian agencies. 

In summary, those are specific items representing additional 
volume we will have in the fiscal year 1955. 


NEED FOR ADDITIONAL CAPITAL 


Senator SALTONSTALL. What you say is that there will be approx- 
imately $35 million more business put on you in the year 1955 than 
you had in 1954. Therefore, you need more capital with which to 
supply that business; is that right? 

Mr. Mack. Not more capital, sir—more funds for operating ex- 
penses. 

Senator SALTONSTALL. Am I correct in using the figure ‘35’? 

Mr. Mack. Yes, sir. 

Senator SALTONSTALL. How much of that is already in effect? 

Mr. Mack. All but $9 million for office supplies and machines 
which become effective July 1, 1954. 
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Senator SALTONSTALL. Then you have $25 million, approximately, 
of that $35 million already signed up? 

Mr. Mack. As of now, ves, sir. However the full $35 million 
workload will be with us by the start of 1955. Then there are certain 
civilian programs which will run about 7 or 8 million dollars on which 
current screening is still going on. We have not included that in the 
$35 million. 

Senator SALTONSTALL. So you could definitely say you are under 
agreement with the Armed Forces to take over $35 million more of 
their business? 

Mr. Mack. We think it will be a little more than that. 


COST OF OPERATING THE PROGRAM 


Senator SALTONSTALL. Is the House correct in saying it costs about 
$500,000 to do $7 million worth of sales? 

Mr. Mack. That is a very general statement. 

Mr. Jumonvituie. That statement was correct on the basis of the 
usual division between (1) the store business and (2) the direct delivery 
business. The items which are purchased from our stores we buy, 
receive, stock, and issue. The other type of business, the direct 
delivery business, we make contracts for and the goods are delivered 
directly to the ordering agencies, which is a less costly operation. 

On the basis of the program which the House reviewed, the relativity 
between these two types of businesses there presented did arrive at 
an average of $500,000 to do $7 million worth of business. Obviously, 
if we do more of the direct delivery business, which is relatively 
cheaper to handle since we have no stocking and handling cost, the 
cost would diminish. So when we speak in costs in the overall as the 
House did, we have to consider the division of business between direct 
delivery and stores. 

Senator SALTONSTALL. What do you think is the fair overall figure 
if $500,000 is not? Six, seven, or what? 

Mr. Ju MONVILLE. No, $500,000 was correct on the basis of the 
distribution between stores and direct delivery as we had it in the 
budget. The point I am trying to make is that it is not a fixed cost. 
It varies, depending on which type of business predominates. 

Senator SALToNsTALL. If this $35 million worth of new business is 
present and you say you have $25 million worth already under agree- 
ment, then there should be approximately $2 million more put back? 
That is the basis on which you work? 

Mr. Jumonvitue. That is correct. 


EFFECT IF RESTORATION IS DENIED 


Senator SaLToNsTALL. Assuming we do not put that back, what is 
going to happen? Do you have to turn these agreements back 
the Army, Navy, and Air Force to operate? Can you borrow funds 
from them in advance like you do under this other building-manage- 
ment fund? 

Mr. Mansure. I would like Mr. Medley to answer that. 

Mr. Mepuey. Mr. Chairman, in our opinion that would be a 
serious matter. Our prime objective, which is in the interest of 
economy, is to eliminate items from the supply system in the Departe 
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ment of Defense which duplicate items we have in our supply system 
By doing this, we have only one agency handling all of the Govern 
ment’s business on a particular common-use item. Thus the objectiv: 
of studies of the Hoover Commission and of the legislation creating 
GSA, to extend the program of centralized purchasing and distribution. 
would be pushed backward rather than going forward. 

If this cut prevails, it would mean that we would have to terminate 
about 500 people in our regional supply depots who are presently) 
engaged in the supply operation which Mr. Mansure and Mr. Mack 
have described. ‘To sum it up, we would be taking a step backward 
rather than forward. 


Senator SALTONSTALL. This is a step recommended by the Hoove: 
Commission? 


Mr. Mep.ey. Yes, sir. 










ADVANTAGES 





OF CENTRALIZED 





PURCHASING 


Senator SaLtonstTaLL. The economy involved is that you have | 
purchasing agent for the whole business and when you have an office 
desk to buy, you buy 1,000 instead of having 10 agencies buy 100 each? 

Mr. Mepuey. That is right. 

Mr. Mansure. Could I bring out one thing which is of vital 
importance and which many people have failed to realize? A Govern- 
ment agency or department will say, ‘Well, we are a big enough buyer 
to do this buying ourselves.”” There may be no argument about it, 
but there are many departments of Government that are small pur- 
chasers. Therefore, they would have to pay a higher price for what 
they use. 

The idea of this centralization of buying—and that does not mean 
concentration, but under one control—is that every department of 
Government should be able to buy something at the same price 
whether they are a small buyer or a big buyer. We are only talking 
about common-use items, not defense items; but the moment you 
allow common-use items to be broken up in the form of purchasing, 
you not only penalize the small department of Government—and it. ‘is 
the same public funds that are being used—but you have departments 
competing with each other in the purchasing of these items and the 
placing of orders in peak production periods of the manufacturer 
rather than giving them a level of production and letting them pro- 
duce for Government during their slack season. Thereby, we get a 
lower price by spotting our purchases throughout the year rather 
than during a peak period of production. 

Senator SaLronstaLL. Take a desk, for instance. How many 
desks did you buy last year? Do you have any figures on that? 

Mr. Mack. We would probably have to furnish that. 

Senator SALTonsTaLL. I wanted to take one item to try to show a 
saving. 

Mr. Mansure. We were buying 54 different types of steel desks a 
year ago. We are now buying only 10. That is what centralized 
buying will do. 

Senator Satronstaty. How much money has that saved the 
Government? 

Mr. Mansvure. We can give that. I want to give you accurate 
figures. We can supply all of those figures for you. 
Senator Sarronsraui. Can you give the overall saving? 
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FILE CABINETS 


Mr. Mack. Let me give you an illustration. On office furniture 
items, according to the volume we now have, | think a month’s pur 
chase would run about $300,000. With the military it would increase, 
of course. 

Senator SALTONSTALL. How much would that save you? 

Mr. Mack. We think on office furniture items generally, there 
should be a saving of about 35 percent. 

Mr. Day. I think that is a fair figure. 

Senator SALTONSTALL. So you figure by putting this centralized 
purchasing into effect, spreading it over the year and then putting 
the stuff in your warehouses, you save approximately 35 percent? 

Mr. Mack. As a matter of fact much of the furniture its shipped 
directly from suppliers to requisitioning agencies. On stores items, 
our savings should run just about 50 percent 


STORE DEPOTS 


Senator SALTONSTALL. | do not want to steal a question from 
Senator Ellender, but | might bring up the question of warehousing 
because that comes directly in connection with the buving, with the 
seasonal buying. I know Senator Ellender was very much interested 
in that last year. 

What is your warehouse situation? How much of this seasonal 
buying makes you use warehouses? 

Mr. Mansure. Could | make an inquiry? We have two different 
warehouse programs. One is the stockpile program which | think is 
the one that the Senator has reference to, and which we can take up 
ina minute. The other is what we call our stores depots. Is that 
what vou had reference to? 

Senator ELLeNpER. | had both in mind, but principally the ware- 
houses that vou have been building. 

Mr. Mansure. We will talk on that in just a moment. Mean- 
while we will reply to your questions on the common-use item store 
depots. 

Senator SaLtronstaLn. Take the common-use items. 

Mr. Mack. We have stores depots located at each of our 10 regional 
headquarters and at 2 district locations. We buy common-use items 
for stores distribution on which economies accrue from volume 
purchasing or on which transportation savings or administrative sav- 
ings are realized. Agencies can requisition many items by merely 
placing a single requisition with us instead of making a number of 
individual purchases. 

Senator ELLENDER. Do you bring those supplies directly from the 
manufacturer? 

Mr. Mack. Yes, sir; as a general rule. We buy according to the 
level that the commodity and the total requirements call for. For 
example, automotive vehicles are bought from the manufacturer. If 
there is a small emergency requirement, as there may be, we buy 
from the distributor. 

Senator ELLenpgrR. Such as what? Do you not buy desks directly 
from the manufacturer? 

Mr. Mack. Yes, sir. 
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PURCHASES FROM DEALERS 


Senator ELLENDER. What would you buy from a dealer? 

Mr. Mack. Items such as a certain type of fastener that the Coast 
and Geodetic Survey uses and we carry in stock. The quantity used 
is not large enough for us to go to a manufacturer. Maybe $200 or 
$300 would be a year’s supply. But on any volume purchase our basic 
rule is to go to the manufacturer 

Senator ELLENDER. You say you buy them from within the are: 
where they are needed in order to save fre ight charges? 

Mr. Mack. To the maximum extent. However, as you know, 
there are certain commodities you have to get where they are pro- 
duced, like batteries. 


LOCAL PURCHASES 


Mr. Mansure. Insofar as possible we try to assist the local in- 
dustry because at the same time it saves us handling and transporta- 
tion costs. 

Answering your question specifically, the great majority of the 
items we purchase we buy from the manufacturer, the original source 
of supply. 

Senator ELLenper. To what extent do you advertise for bids for 
desks and try to compare the bids submitted by interests in the 
home area in which they are to be stored or used, with bids offered by 
individuals or firms more distant? 

Mr. Mansvure. Each 1 of our 10 regions naturally has an interest 
in the local source of supply. When I was in Kansas City last sum- 
mer they were showing me they had a good source of supply for 
furniture locally. That was not in Kansas City alone but in their 
seven-State area. They showed a saving in freight rates. The 
important point is that we have each of our regions competing against 
each other to protect the local source of supply, and then they in 
turn clear through Washington. We give consideration to that. 

Senator ELLENDER. Does it ever occur that the local supplier's 
charge is much greater? 

Mr. Mansure. Yes. We buy from the lowest supplier then. We 
give the local supplier an opportunity, however. 

Mr. Mack. Whenever we issue an invitation for purchase in any 
of the regions, that invitation is distributed to all other regions so 
that everyone has an opportunity to bid on it. 


STOCKPILE WAREHOUSING AT NEW ORLEANS 


Senator ELueNpeER. Mr. Chairman, if I may be permitted to ask 
a few questions, | would like to make reference to the warehousing 
situation in New Orleans. 

Mr. Mansure. I would like Commissioner Walsh of EPS to come 
up here. I would like to give you one quick example of a saving 
which I just received this morning from our Denver region. The 
Air Force finance center was buying folders and pressboard, an office 
operation. ‘They were just about to place the order when they con- 
tacted our supply office. We checked the situation and found on 
this purchase which they were going to make we could buy the identical 
item and save them $28,000 a year on the purchase, That mutliplies 
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in all the regions around the United States. Twenty-eight thousand 
dollars is very small, but that adds up where you make such savings 
on the many common-use items used by the Government. 

Mr. Walsh is here now. 

Senator ELLenper. I wish to say, Mr. Chairman, that several 
vears ago we had quite a controversy before the Committee on 
\ericulture as to whether or not the Government should undertake 
the building of warehouses in areas where private enterprise is already 
a position to give proper and reasonable service. As I recall, the 
committee, as well as the Congress, took the position that the Gov- 
ernment should not go into the business of erecting these warehouses 
where it was possible for commercial warehousing interests to give 
the adequate service at a reasonable cost. 

[ undeistand that in recent months you have built in New Orleans, 
or completed there, one large warehouse. 

Mr. Wats. Yes, sir. 

Senator ELLENDER. You are now in the process of building an 
additional one? 

Mr. Wausn. That is correct. 

Senator ELLENDER. Under what authority did you build those? 

Mr. Watsu. In the 1952 Appropriation Act we requested authority 
for funds to construct warehouses and tank farms. 

Senator ELLENDER. To store strategic materials? 

Mr. Watsu. And critical materials; yes, sir. 

Senator E.tenper. Have you completed any warehouses in New 
Orleans? 

Mr. Wausu. They are not yet completed. 

Senator ELLeNpDER. What is the situation as to how far you have 
gone toward completion? 

Mr. Watsu. One is expected to be completed by June 15 of this 
year, the other by August 10 

Senator ELLENDER. How far advanced is the one that is going to 
be completed in August? 

Mr. Wausu. I really do not know at the moment, sir. 

Senator ELLENDER. Would there be any possibility of canceling out 
that contract without great loss to our Government? 

Mr. Watsu. We have made inquiry on that and do not yet have 
the answer. 

Senator ELLENDER. How soon do you expect the answer? 

Mr. Watsu. I think we will have it this week. 

Senator ELLENDER. Would you make it available for the record so 
it could be used in connection with your testimony? 

Mr. Wausu. Yes, sir; I shall. 

Senator SALTONSTALL. Without objection that will be done. 

(The material referred to appears on p. 729.) 


UTILIZATION OF COMMERCIAL WAREHOUSES 


Senator ELLENDER. As you know, Mr. Walsh, my office has been in 
contact with you and Mr. Salisbury in an effort to get the Government 
to utilize commercial warehouses in New Orleans to store the strategic 
material you have there. I understand you do have quite a bit of it 
stored with commercial warehouses in New Orleans at the moments 

Mr. Watsu. That is correct. 
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Senator Etupenper. Mr. Chairman, I would like to present at this 
time a statement given me by Mr. Jay Weil, Jr., president of the 
New Orleans Merchandise Warehousemen’s Association, Inc., on the 
subject of construction and operation by General Services Adminis- 
tration of 400,000 square feet of warehouse space at Harahan, La. 
I presume that many of the questions Mr. Weil raises could be answered 
and placed in the record. I do not want to take the committee’s time 
now to go into detail on them, since I understand that we are trying to 
complete this work quickly but I will submit questions and ask that 
they be answered and the answers be supplied for the complete 
record. This maiter is most important and I believe the committee 
should have the full picture before it. 

Senator SALTONSTALL. Without objection that will be done. 

Mr. Walsh, vou see that the answers to those specific questions are 
put following this letter so they will make sense. 

Mr. Wausn. Yes, sir. 


(The material referred to appears on pp. 729-734.) 
COST OF GOVERNMENT-BUILT WAREHOUSES 


Senator ELtLenper. One of the main reasons advanced by you for 
the building of these warehouses in New Orleans was that the Govern- 
ment could obtain a cheaper storage rate? 

Mr. Wausu. That is correct. 

Senator E.uenper. As I recall, the amount that you said the 
Government could do it for was $4.52. What did you have included 
in that sum? 

Mr. Wausn. We had all items of cost included in that except 
acquisition of land 

Senator ELLENDER. How about interest on the investment? 

Mr. Wausn. We computed that. 

Senator ELLenperR. On the building? 

Mr. Wausu. Yes, sir 

Senator ELLENDER. How about moving the material in and out of 
the warehouse? 

Mr. Wausr. That was not taken into consideration in the storage, 
nor did we take it into consideration in comparing the commercial 
storage. 

Senator ELLenpER. Suppose you were to add those items, what 
would your storage amount to? 

Mr. Wats. Using the same rate that a commercial warehouse 
would do for that purpose, it would add $2.50 to our rate of $4.50, 
and it would also add $2.50 to the commercial rate of $12.60. 

Senator E.Ltenper. How do you reach that result? 

Mr. Wausu. The commercial rate of $12.60 does not include mov- 
ing. 

Senator ELLENpDER. It includes the same services that the Govern- 
ment can perform for $4.50? 

Mr. Wats. Yes, sir. 

Senator E.tenper. Why should there be that large difference? 
Can you tell us? 

Mr. Wausx. We are having an audit made of that now to determine 
why there should be that difference. 
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this Senator ELuenper. Is the rate not suggested by these commercial 
f the warehouses on a month-to-month bas's and not on a long-term basis? 
n the Mr. Wausu. They have not given us a long-term basis. It is on 
niNnis- a month-to-month basis. 

» La, Senator ELLeNpDER. Did you ever try to obtain bids computed on 
vered a long-term basis from them? 

time Mr. WaLsH. Yes, sir 

ng to Senator ELLENDER. Wasn’t your answer that you could not do it? 


that Mr. Wausn. No, sir. We have been able to get a long-term rate 
plete n the New England area, which has reduced the price on a long-term 
ittee basis to $9.80 per vear. 
Senator ELLENDER. I understood from information gathered by our 
Appropriations Committee investigator here that one reason advanced 
why you did not contract for long periods was that you were unable 
to do it. 
TIME GUARANTY 


Mr. Wausu. I think they were asking for a guaranty as to time. 

Senator ELLENDER. That is what I am talking about. Why could 
you not do that? 

Mr. Watsa. I do not believe we can give a definite guaranty. 

Senator ELtenpeER. | thought you said you did it in New England. 

Mr. Wausu. Without a definite guaranty, sir. 

Senator ELLenpER. What did you do? Simply say, “I will give 


the you the right to store these goods for 5 years, but I may take them 
ided out next week?” 

Mr. Wausu. No, sir. We said, “Here is a program which to our 
cept way of reasoning would remain intact until the period of emergency. 


That may be 1 year, 2 years, or longer. We can give no assurance 
as to the time period here.’’ On that basis the New England ware- 
house gave a lower rate. 

Senator EL.Lenper. Did you make a similar offer to the New 
Orleans warehousemen? 

Mr. Watsu. Yes, sir. 

Senator ELLENDER. What was the response? 

Mr. Wa.su. We do not have their prices yet. 


WAREHOUSING ON COOPERATIVE BASIS 


Senator ELLENDER. Have you every considered operating these 
warehouses in the New Orleans area, the ones you are building, on a 
basis whereby management could be on a cooperative basis between 
you and the warehousemen in that locality? 

Mr. Watsn. We are trying to provide that opportunity in this area 

to see how it will work out. 

Senator ELLeENpDER. Have you made any specific suggestions along 

that line? 

Mr. Wausu. We discussed it with them. 

Senator ELLENDER. | wonder if you would be in a position, if not 
eo? today, but before this record is completed, to submit such a proposal 
to the warehousemen so we can have it and their answer in the record. 
It may be that in the meantime you may obtain from them an answer 
to your proposal. 


Mr. WatsuH. Yes, sir. 


ine 
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Senator ELLENDER. Have you considered whether or not manage- 
ment could be done as cheaply through a cooperative method as by 
the Government alone? 

Mr. Wausu. | should think so, sir. There is no reason in the world 
why it could not be, because once the warehouse is filled, you have no 
problem other than a watchman’s service. So there should not be 
any reason in the world why commercial interests could not do it as 
cheaply as the Government. 

Senator ELLENDER. You are giving that thought? 

Mr. Wausu. Yes, sit 

Senator ELLENDER. And you will give an opportunity to the ware- 
housemen not only in New Orleans but anywhere else in the country 
to operate and manage these Government-owned warehouses for the 
benefit of the Government? 

Mr. Wausu. That is correct. 


PREPARED STATEMENTS 


Senator ELLENpDER. Mr. Chairman, I had other matters here that 
I would like to discuss, but I was given to understand by Mr. Kamerick, 
who is the chief investigator for the Appropriations Committee, that 
a good deal of the material contained in his report is classified. Of 
course, | do not care to go into those matters at this time. If I may 
be permitted to suggest to Mr. Kamerick that he prepare such ques- 
tions as he may deem pertinent that do not entail classified material, 
that I be permitted to submit them for the record, and that the “y, In 
turn, be answered by the GSA. 

Senator SALTONSTALL. That will be done. 

(The material referred to appears on pp. 734-742.) 


CANCELLATION OF BUILDING CONTRACT 


Senator SatronsTaLut. The Chair will also state in connection 
with the public buildings that Mr. Kamerick will undoubtedly appear 
before this committee in person. 

Senator ELLENDER. You say that you are now considering the 
cancellation, if feasible, of the building of the second warehouse? 

Mr. Watsu. That is correct. 

Senator ELLenperR. I hope you will look further into that matter 
because I believe it will save quite a bit of money. I am informed 
there is ample warehousing space now in the vicinity where this is 
being built to take care of strategic materials. I presume that what 
prompted the Government to proceed 2 years ago in doing this was that 
the warehousing facilities at that time were pretty well filled and 
therefore it was necessary to undertake this new structure. 

Mr. Wausu. That is correct. 

Senator ELLenprER. If you would look into that, I would appreciate 
it. 


Mr. Mansure. Could I say this is a very important matter and it 
does not apply only to the New Orleans district. It applies all over 
the country. So we are taking that as an example, but we have the 
same problem in Chicago and in the New England States and in the 
West. We would be very pleased to go into this just as thoroughly 
as the committee would like because we want to control the ware- 
housing situation as well, 
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Senator SatronsTaLL. Thank you. The Chair will just say that 
is telling the Chair nothing. 
Have you any more questions? 
Senator ELLENDER. No, sir. I may have some later, but we can 
do that, probably, by mail and incorporate it into the record. 


















UTILIZATION OF EXCESS OFFICE EQUIPMENT 










Senator DworsHak. Commissioner Mack, to what extent are you 
utilizing surplus office equipment which you get when an agency like 
OPS terminates its operations? I presume you have a lot of equip- 
ment. Do you give that away to secondhand surplus dealers or do 
you try to utilize that elsewhere in the various agencies of the Federal 
Government? 

Mr. Mack. We circularize or make personal contacts with other 
agencies to achieve utilization and avoid new purchases. During 
1953 over $39 million of new purchases of personal property were thus 
avoided. Our basic authorities in this area were strengthened by 
section 1316 of the Supplemental Appropriation Act, 1954, which 
makes it mandatory that an agency needing furniture must use any 
furniture now owned by the Government which in the opinion of the 
Administrator of GSA would serve the purpose. We have been 
rigidly administering this directive. 

Senator DworsHak. Have you used up all those surpluses? Cer- 
tainly you must have a lot of desks and other equipment that has 
been relinquished by agencies which have terminated operations. 

Mr. Mack. We have not used it all up. 

Senator DworsHak. Where do you keep that? 

Mr. Mack. Some of the furniture that was taken over from OPS 
and the other war agencies here is stored at our warehouse in Fran- 
conia. This stock is being applied to fill requisitions from the agencies 
as they come through. 

Senator Dworsnak. I hear frequent reports about people buying 
used equipment in office-supply stores which was formerly used by 
the Federal Government. A lot of these desks and chairs look just 
as good as new and probably just as useful. Certainly you do try to 
have requests for equipment and furniture filled from such stock 
instead of furnishing new equipment whenever you can. 

Mr. Mack. Yes. As a matter of fact, we are doing more than 
this; we are also holding stocks in anticipation of future requirements 
of furniture to get maximum utilization of existing property and pro- 
mote economy. That is being watched very carefully. Our regula- 
tions and procedures are rigid on it. 

Mr. Mansure. Could I say a word on that? I think the furniture 
they have reference to is probably World War II furniture or State or 
local government furniture, because some advertisers are not too care- 
ful to specify the governmental source. To get furniture away from 
us today is like pulling hen’s teeth. In our Dallas region in a period 
of about 3 months we were able to compel the use of over $70,000 
worth of used furniture. Some of that had been refurbished or re- 
habilitated. Some had gone through the prisons shops where they 
do some very fine work, and much of this furniture you can hardly 
tell from new at the time we put it into use. There was am actual 
$70,000 saving in that one region. 
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Senator Dworsuak. I have a lot of confidence in your administra- 
tion, but I do know in past vears there has been a lot of waste and 
inefficiency in the handling of Federal surplus property of that kind 
Mr. Mansure. We are trying to watch and control that very care 


fully. 


Senator Dworsnak. Certainly when these agencies operate for a 
few years and then cease cperations, thit furniture is usable. You 
do not always have to furnish new equipment for every agency that 
begins operations. 





MOVING OF FURNITURE 

Mr. Mansvre. We are trying to prevent an agency from moving 
their furniture when they move, providing we can give them equally 
good furniture in the new quarters. 

Senator Dworsnak. I have confidence vou will do a good job. It is 
not the amount of money but the principle involved. Private busi- 
ness has to operate in that way to be economical and efficient, and 
there is no reason why the Federal Government cannot do it with the 
vastly changing agencies, some of them being set up and some of 
them closing down operations. Surely you have a real problem along 
that line. As long as you are coping with it, I am sure you are doing 
a good job 









Mr. Mansure. Even more so because we should be an example 
If we cannot, there is something wrong with us. 







GSA Ame ndme nt No. 4 














GENERAL PROVISIONS FoR GSA 





PROPOSED AMENDMENT 





Or page 26, after line 22, insert ‘‘ Not to ex: eed five per centum of any appropriation 


available only for the current fiscal year and made to the General Services Administra 
tion by this Act may be transferred to any other such appropriation, but no such 
appropriation shall be thereby increased more than five per centum” (1955 Hous 
hearings, p. 1307). 














BUDGETARY DATA 













(Does not apply to individual estimates.) 





LEGISLATIVE HISTORY 


House Report No. 1428: No mention. 


JUSTIFICATION 





The language of the proposed amendment was included verbatim in the budget 
for 1955 (p. 252). Although the subject was not discussed during the House 
hearings, the Administrator in his general statement said: 

“While the estimates in total are in keeping with the economy objectives of the 
administration and require frugal but intelligent expenditures, we are concerned 
because the application of anticipated savings and economies may not have been 
uniform and equitable between individual activities and appropriations. 

“In some cases, economies realized may be less than anticipated, in others, 
perhaps more. This could bring about unbalanced programs or financing which 
would adversely affect performance objectives. Our concern over this matter is 
shared by the Bureau of the Budget. 

“Consequently, a small measure of flexibility is proposed in the ‘General 
provisions of appropriation language. It would permit flexibility of not to 
exceed 5 percent between 5 appropriation items. Under it, none of the items 
could be either increased or decreased thereby over 5 percent. Similar provision 
has been included in the budget for 1955 for other departments and agencies. 
I earnestly request that we be granted this flexibility.” 






























Omiss 
explaine 

As the 
under t 
reductio 
pro ‘rau 

The ] 
includes 
and Ju 
additio! 


Sen: 
subjec 
in the 
not t 
such ¢ 
Did y 

Mr 
consi 
State 
have 
to Sp 
we ¢ 
tion 
flexil 

Se 
by } 
Gen 


me 
wou 
rest 
“Bu 
N 
exp 
Sav! 
$ 
boil 





nistra 
te and 
t kind 
Vv care 


for a 
Yo 


V that 


he of 
nlong 
loine 


nple 








INDEPENDENT OFFICES APPROPRIATIONS, 1955 233 





Omission from the House bill of the new provision for minor flexibility is not 
explained in either the House hearings or report. 

As the original purpose was to alleviate inequities and unbalanced performance 
under budget estimates for individual activities and appropriations, general 
reductions reflected in the House bill increase the possibility of unbalanced 
programs which adds emphasis to the need for such adjustments. 

The provision is not novel in appropriation acts. Similar authority has been 
included in the acts for Departments of Labor, Health, Education and Welfare, 
and Justice, and the budget for 1955 contained similar provisions for several 
additional departments. 


TRANSFER AUTHORITY 


Senator SAaLTonsTALL. If there are no more questions on that 
subject, you have two language changes. One language change is 
in the so-called 5-percent clause which would allow you to transfer 
not to exceed 5 percent from one appropriation to another, but no 
such appropriation should be thereby increased more than 5 percent. 
Did you have this in 1954? 

Mr. Mansure. No. I think that is very important. I have had 
considerable experience in operations of this kind in county and 
State government. The reason for this is very simple. When you 
have a surplus of funds in a certain division, there is always a tendency 
tospend it. We feel with this small leeway of the transfer of 5 percent 
we could do a better job for Government by more effective utiliza- 
tion of that money where it is needed. It is merely a means of 
flexibility. 

Senator SaLtronstTaLu. I think the provision is well understood 
by Members of the Senate. The Chair wanted to find out. The 
General Services Agency has been operating how many years now? 

Mr. Mansure. Since 1949, and we have not had it before. 

Senator SaLtronstauu. If this clause were put in and retained, 
would you be able to save any part of the $2 million you ask to be 
restored to ‘Expenses, general supply fund”’ or the $3 million in the 
“Building management fund’? 

Mr. Mansure. In our opinion now, no; but that is a question of 
experience during the working year. We do not see where those 
savings will be made now. 

Senator SaLronsTaLL. What you think is that you have got a 
boiled-down budget as low as you can make it now on all your items? 

Mr. Mansurr. When we originally made our estimates, we had 
presented a very excellent budget. We feel we can justify every one 
of these items. Coming back again, we are a service organization 
When these appropriations are cut, then our service is cut that 
amount to other agencies of Government. 

Senator SALTONSTALL. What the Chair was trying to get was 
Supposing we came into a difference of opinion with the House. If 
this clause were included, could we save some of your other restora 
tions? 

Mr. Mansure. In our opinion, no. I do not know whether that 
entered into the House’s thinking or not, but it should not have, 
because this is more of an operational phase rather than an overall 
appropriation consideration. 

Senator SALTONSTALL. What this whole agency amounts to is a 
service agency. If you run out of funds or cut down from funds, then 
that amount of service to other agencies is limited 
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Mr. Mansure. That is the only alternative. 
service. 
or not. 

Senator SavronsTaLu. You believe that you figured all these sery- 
ices just as accurately as you can to give the maximum service required 
of you by the law? 

Mr. Mansure. That is correct. In some places, we figured on 
services even below those we think are required. 

Senator SaLTonsTaL. If you figured wrong any place, you would 
like to have this little leeway? 

Mr. Mansure. That is correct. 

Senator SALTONSTALL. That is the whole story; it is a question of 
policy? 

Mr. Mansure. Yes. 

Senator SALTONSTALL. Have you any questions to add, Senator? 

Senator Dworsnak. No. 


We reduce that 
It is a question of whether that service should be rendered 
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2, line 18, strike out “‘twelve’’ and insert in lieu thereof ‘‘twenty-five”’ 
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BUDGETARY DATA 











(Does not apply directly to appropriated funds.) 
LEGISLATIVE HISTORY 


(H. Rept. No. 1428, p. 13 





“Of this reduction $18,200 is due to denial of funds for 13 automobiles * * *,” 


JUSTIFICATION 





Explanation of the requested authority to ‘purchase’? 25 automobiles was 
submitted to the committee on pages 157-158 of the justification of budget 
estimates for 1955, 

In summary: GSA will start 1955 with 102 passenger motor vehicles of which 
at least 40 are so old and worn that continued operation is wasteful and dangerous. 
It is planned for 1955 to dispose of 15 of these vehicles without replacement. It 
is also planned to replace the remaining 25 old vehicles, 15 by purchase of new 
vehicles and 10 from excess vehicles from other agencies or vehicles forfeited to 
the Government in connection with illegal practices (rum-running, narcotics, ete.). 
GSA is attaining maximum utilization of its own vehicles by establishing motor 
pools in each of 10 regions. This has facilitated reduction of the total number of 
vehicles, but requires greater use of cars remaining in pools. Unless the cars in 
the pools are in standard operating condition, economies inherent in good pool 
operation will be lost by costly repairs, excessive maintenance costs, and delays 
in service. 




















Lack of authority to replace wornout vehicles will necessitate continuation of 
use beyond the point of economical operation, a practice long ago discontinued 
by commercial fleet operators. We urge that purchase authority for 25 vehicles 
be restored. 


PURCHASE OF REPLACEMENT AUTOMOBILES 
Senator SavronsTaLu. There is one other language change which 
the Chair has left to the last because it raises several questions. You 


asked to purchase 25 automobiles as replacements of 40 that you 
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now have that are old, and 25 of the 40 you will get from other agencies 
turning them in. You want to buy 25, and the House allowed you 
to buy 12. You say you should have the whole 25 because it is waste- 
ful to operate these 13 you are asked to operate? 

Mr. Mansure. I would like Mr. Hanson to explain that to you 

Senator SALTONSTALL. They are requiring a quorum upstairs, so if 
you can explain this briefly, we will appreciate it. 

Mr. Hanson. In the last 3 years we have reduced our fleet from 
211 to 102 vehicles. That is a reduction of over 50 percent. During 
that period we asked for 95 replacements but were allowed only 14 
Most of our vehicles are over 6 years old and the maintenance cost 
is excessive. An inspection revealed it was uneconomical to continue 
to operate 40 of them. We believe we could dispose of 15 of these 40 
if we could get replacement for the remaining 25. So we asked for 
authority in 1955 to acquire 25 vehicles, 15 by purchase and 10 by 
transfer from other agencies at fair value. The House allowed only 
12. That means we must continue to operate 13 old vehicles even 
though maintenance costs are excessive. 


AUTOMOBILE MILEAGE 


Senator SALTONSTALL. You are using general terms. You have 
got 13 cars that you want to buy new. If you do not get that and 
you have to operate the old cars, how far have those cars been? 

Mr. Hanson. Around eighty to ninety thousand miles. 

Senator SALTONSTALL. What do you estimate is the turn in value 
for those cars? 

Mr. Hanson. Two hundred dollars. 

Senator SALTONSTALL. Apiece? 

Mr. Hanson. Yes, sir. Less than that; $150. 

Senator SALTONSTALL. What is the cost per mile? 


COST OF MAINTENANCE AND OPERATION 


Mr. Hanson. The cost per year for maintenance would be about 
$500. 

Senator SALTONSTALL. Outside of the cost of operation, which you 
operate at 6 cents—— 

Mr. Hanson. The cost of operation today is about $750 a year. 

Senator SALTONSTALL. That includes gasoline and everything? 

Mr. Hanson. Gasoline and depreciation. 

Senator SALTONSTALL. Can you put that into mileage? 

Mr. Hanson. Roughly, that is about 7 cents. 

Senator SALTONSTALL. So you would have 7 cents to operate, plus 
$500 maintenance? 

Mr. Hanson. Out of 7 cents, about 2 cents is charged to normal 
maintenance cost, so it would be 7 cents plus 3 cents for abnormal 
maintenance. 

Senator SaLronsTaLu. Ten cents to operate a car that you figure 
has a turn-in value of $200? 
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TRANSFER OF AUTOMOBILES FROM OTHER AGENCIES 


Mr. Hanson. Yes, sir. Understand, sir, the vehicles we are asking 
for are not all new vehicles. We are asking for authority to transfer 
10 of them from other agencies at a transfer cost of an average of 
five or six hundred dollars at the most. 

Senator SaLtronstaLy. Could you figure out a way of changing 
that language so it would read 25 vehicles from the Government 
without going into new automobiles? Do you know what I mean? 

Mr. Mansure. | am wondering whether thev would be available. 

Mr. Hanson. We cannot get that many. The law gives us no 
priority and our policy is to offer usable excess vehicles to other 
agencies that need them and have authority to acquire them—ther 
are few left over. Our past experience indicates this policy is sound 
in that it avoids new purchases even though agencies have purchase 
authority. If we can even get 10 usable vehicles out of available 
excesses or forfeitures in the course of 1 vear, we are mighty lucky. 
However, we assumed that risk when we asked for authority to buy 
15 and transfer 10 from excess 

SALTONSTALL. The Chair understands that, but supposing 
you put yourself up and give yourself a little priority on that. The 
Chair would be willing to wager that Agriculture or Interior would 
be tickled to death to buy a new vehicle. 

Mr. Hanson. That wv ould not be accomplishing the overall econ- 
omy, sir. We are trying to get the other agencies to use the excess 
vehicles wherever they can. 

Senator SALTONSTALL. Then that gives you 10 new ones. 

Mr. Hanson » have been given purchase authority for 14 new 


ones in 3 years, sir. We purchased 12 new vehicles and acquired 


the remaining 2 

Senator SauronstaLtL, The Chair understands the problem. It 
is a question of whether vou replace 25 new ears or 12. 

Mr. Mansure. You could probably make it 13 from other agenci 
and 12 new. You could change the language that way. 

Senator SALTONSTALL. If you could change that language so it 
vould be helpful for us, I know both the House and the Senate feel 
very strongly on this subject because of the situation. 

Mr. Mansure. We do, too. We can work out something for that. 
I agree with you. 

(The suggested amendment follows:) 


from excess 


ALTERNATE TO GSA AMENDMENT No. 4 


line 19. after the word “vehicles” insert ‘‘and for the acquisition 
icles from excesses reported by other agencies, or from forfeitures,”’ 
I ' ; ’ 


MOTOR VEHICLE POOL LEGISLATION 


Senator SALTONSTALL. You discussed one day with the Chair the 
question of an auto pool. Have you done anything more about that, 
or have you dropped that? 

Mr. Mansure. There is pending legislation, including a bill now 
before the House by Mr. Jonas of North Carolina and Senator Mundt’s 
bill now before the Senate. We feel very strongly on that legislation. 
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[here is a great deal of opposition to it. There will be very strong 
opposition on the part of Defense. We do not agree with them. 

Senator SALTONSTALL. Boiled right down, the House committee 

grees with the principle, but thinks that would be language on an 
ppropriation bill and that therefore it would be much wiser to put it 
into the Legislative Committee, is that correct? 

Mr. Euusrorr. Yes, sir; that is correct. That was the view of the 
louse committee. The House committee thought it was a very 
rable thing, but it ought to be done under authorizing legislation. 
Senator SALTONSTALL. Then we will not go into that 
Mr. Ex.iorr. Lt does bear immediately on this question of motor 
We think a substantial saving could be accomplished by this 
[t would contemplate not only the use 
fleet 


vehicles. 
slation because of pooling 
f Government cars but, where economical, the use of taxicabs 
yperators, and other commercial carriers 
Senator SALTONSTALL. It goes into the whole question of garaging, 
haulfeuring, et cetera? 


Mr. Exuiorr. Yes. 


Senator SALTONSTALL. Do you have any questions? 


QUESTIONS OD POCKPILILIN( PROGRAM 


nator DworsHak. -ust one or two on s kp ling 
data and information available on how much 


ihere 1s a c Ol 


i acl 
available currently for stockpiling of minerals and other 


money 


commodities? 
Mr. Mansure. If Mr. Weaver of ODM would come up, too, please. 
Mr. Wausu. The unobligated amount as of, beginning as of, April 1 
$407,732 
le to estimate how much we will 
th 3 vear? 
WaALs! nt plan is to have available 
terials only in 1 . $199,600,000 for the fiseal vear 1955. 
ct to spend about 


senatol! 


rema 
pure hase of 


Senacvor D we SHAK Which means, then, vou exp: 
$200 million in the remainder of this fiscal year? 
Mr. Wausau. The figure I gave you was overall mone 


e intend to spend between April | and June 30 of this year 


put the 


amount 

for material onlv is $132 million. 
! 

vou going to do with the rest of 


Senator DworsHak. What are 
You expect to have on 


that money? You say you had $407 million. 


June 30 about $200 million? 
Mr. Mepiey. May I explain that? 


For all purposes, we would 
have an estimated unobligated balance on June 30 of $253 million. 


Next year we estimate that our income from rotation receipts would be 
$60,594,900, making a total available of $313,594,900 for the obliga- 


tional program for 1955. 
Senator DworsHak. You are not asking for any new money? 


Mr. Mepuey. No, sir. 
RECEIPTS FROM TURNOVER 


Senator DworsHak. You referred to rotation and the expected 
revenue of about $60 million. 


Mr. Meptey. Yes, sir. 





238 INDEPENDENT OFFICES APPROPRIATIONS, 1955 

Senator Dworsnak. How do you derive that? 

Mr. Mepuey. That is through the sale of commodities which h 
to be rotated, Mr. Walsh can give you the details on that. 

Mr. Wausu. There are certain items which we must rotate due to 
deterioration—rubber, sisal, oils, and things of that nature. We sell 
those into the market and buy new material to replace it at the same 
time. 

Senator DworsHak. You sell to private purchasers? 

Mr. Watsu. Yes, sir. 

Senator Dworsnak. You do that at profit or loss? 

Mr. Watsu. It is usually at a slight loss because the materials sold 
are going into deterioration. Therefore, we sustain a small loss. 
The amount of money Mr. Medley is speaking of is the receipts from 
those sales. We will get about $60 million from those sales. 

Senator DworsHak. You are aware that the President announced 
very recently a stockpiling program of about 25 or 30 minerals. Do 
you have adequate funds with which to carry out that program? 

Mr. Watsu. We do not know what the program will be yet, sir: 
therefore, I could not sav how much money it would take to handle it 

Senator Dworsnaxk. You do believe that the $300 million that vou 
have available for purchasing these minerals and supplies next year is 
adequate? 

Mr. Wausu. Not knowing what the new program would be, | 
cannot say it would be adequate. There might be some money there 
to take care of some sort of a program. 

Senator Dworsnak. But 
funds? 

Mr. Watsu. Not as yet. 

Senator Dworsuak. You could do that in a supplemental budget 
request. 

Mr. Wats. Yes, sir. 

Senator Dworsnakx. How much will you have spent du 
fiscal year 1954 on this program? 


ave 


you are not asking for any additional 


ring the 


TOTAL EXPENDITURES 


Mr. Watsu. The total expenditures as of the end of March were 
$4,032,935.400. 


Senator DworsnaKk. That is the accumulated total? 

Mr. WatsH. Yes. 

Senator DworsHak, I mean, just the amount you will pay out 
during this fiscal year that you will add to the stockpile which you 
had available at the beginning of fiscal vear 1954. 

Mr, Watsu. Our objective is to reach $770 million in 1954. 

Mr. Mrepiey. That is the total disbursements. In the form of 
new obligations, irrespective of disbursements under the prior con- 
tracts the obligations for fiscal year 1954, we estimate at $202 677,747. 

Senator DworsHak. Does that take care of liquidating the obliga- 
tions which were incurred a year or two ago in these contracts which 


were placed to the Defense Procurement Agency for various kinds of 
minerals? 


Mr. Mepuey. No. sir. 


Senator Dworsnak. Is that carried under another program? 
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PROGRAM UNDER DEFENSE PRODUCTION ACT 


Mr. Meptey. That is carried under the borrowing authority 
account authorized by section 304 (b) of the Defense Production Act, 
as amended. 

Senator DworsHak. When you eliminate some of those, they go 
into the stockpile, do they not? 

Mr. Mepuey. If they are technically transferred to the stockpile, 
the stockpile buys the material at cost or market, whichever is less, 
and reimburses the borrowing authority account for it. 

Senator DworsHak. What would you do with the materials under 
those contracts if they were not placed in the stockpile? 

Mr. Mepuey. They would be held by the Government, but they 
would not be paid for out of this appropriation. 


STOCKPILE APPROPRIATION FUNDS 


Senator DworsHak. Then you have two separate stockpile appro- 
priation funds? 

Mr. Mepuey. Using the term generally, yes, sir. Of course, you 
realize, sir, that the materials that go into the stoe kpile created : 
Public Law 520, which we were previously discussing, cannot be re- 
moved except on order by the President. On the other hand, the 
materials acquired by the Government under the Defense Production 
Act are available for resale. 

Senator DworsHak. If you have two different stockpiling funds, 
are you not authorized to use the public law where you say you have 

$300 million available as well as for the other authorization? | 
just cannot clarify those two operations. Why do you, maintain 
two different accounts? 


LONG-TERM CONTRACTING 


Mr. Mepuiey. When the Defense Production Act was enacted and 
the borrowing authority fund made available to the President, the 
Bureau of the Budget decided that the borrowing authority account 
would be used for long- term contracting because most of the long-term 
contracts involved expansion, which was one of the primary purposes 
of the Defense Production Act, as you know. 

The stockpiling appropriation would be used only for deliveries 
which would occur within approximately the current fisc val year. 

Let us assume we had a situation where if we entered into a 5-year 
contract for 1 million pounds of a given commodity a year, with the 
stockpile ci 200,000 pounds a year, we would include funds 
each year in our stockpile appropriation for 200,000 pounds over the 
life of the contract. 

Under that example, the borrowing authority would be used to 
finance the entire contract and the probable ultimate net cost that 
accrued to the Government as a result of that contract. During 
production, some of it would flow cirectly to industry. Additional 
production might flow to the Government since many contracts have 
certain “put” provisions on percentage of production. If the Govern- 
ment acquired a total of 300,000 units in a given year, 200,000 would 
go into the stockpile, per se, and be paid for out of this appropriation. 


tui td od 16 
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The other 100,000 units would be held by the Government and paid 
for by the borrowing authority account. Those are the ground rules 
laid down by the Bureau of the Budget and the Office of Defense 
Mobilization 

Senator DworsnHak. The House report indicated you have about 
$900 million invested in that second authorization or revolving fund 

Mr. Mepiey. That is true. I would like to point out, sir, before 
speaking to that, that some of the materials acquired under the Di 
fense Production Act authcrity do not always meet stockpile specifi 
cations, that is, the specifications for the materials which do go into 
the stockpile proper. 


DEFENSE EXPANSION PROGRAM 


The borrowing authority authorized as of February 28 is $1,024 mil 
lion and includes $50 million as working capital. The balance 
$974,741,000-—is the probable ultimate net cost which we estimat 
it will cost the Government over the life of these programs. Tha 
amount finances a total gross program of $7,501,727,000. 

Senator Dworsnak. Is that the stockpiling or the defense produc 
tion expansion program? 

Mir. Mepuey. That is the Defense Production Act expansion pro- 
rrams, from which, as they come into being, some of the materials ar 

rchased by the stockpiling appropriation, 

Senator Dworsnak. Where you do not need additional stocks o! 


specific item in the stockpile, then vou ure authorized to dispose of 
! ; l 


that to private industry or other purchasers? 


Mir. Mepuxy. Subject, of course, to the decision of the President 
and the Office of Defense Mobilization 
Senator Dworsuak. The same officials and the same agency super 


vise both of the prog 


Vir. Mepui Yes. Mr. Walsh is the one supervising the progran 
in GSA, and Mr. Weaver is here from ODM as the responsible person 


for materi that agency 

Senator Dworsnak. Have vou any idea how many potential obli 
gations you have to liquidate in the future under your defense program? 

Mr. Mepiey. That is the figure which | just gave you, sir, $974, 
741,000. That is ovr current estimate as to the probable ultimate 
net cost to the Government. 

Senator DworsHak. You sav you have about $900 million of that 
already liquidated, or is that in addition to the $900 million? 

Mr. Mepiey. No; it includes that. The amount authorized, that 
which has been obligated, so to speak, as a result of executed con- 
tracts, is $762,286,000 as against a total gross contract execution of 
$6,539 million, approximately. 

Senator Dworsnak. Then when all of your commitments are liqui- 
dated, the Government will be obligated to pay out only about $700 
million? 

Mr. Mepury. No, sir; $974,741,000 

Senator Dworsnak. That will terminate all of the contractual 
obligations on that program? 

Mr. Mepuey. Yes, some of which, as you know, run until 1962. 

Senator Dworsnak. | know there are a lot of contracts outstand- 
ing. Phot is why lem asking these questions, to determine the extent 
of the commitments made by the Government. 
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Mr. Mupuvy. That is the story, sir. I might add that section 
04 (b) of the law further provides that the President shall furnish the 








Congress every 3 months a report which summarizes the basis that 
has been used in estimating the probable ultimate net cost to the 
Government. I believe the last report that has been submitted is 









; of December 31, 1953, and it sets it out commodity by commodity, 





ogram by program, just what programs are in existence and the 






is used for estimating the probable ultimate net cost on each 









ogTram. ' 
Senator Dwor HAK That does not refer to anv respect f your 








tockpiling program 
Mr. Mepury. No, sir 
Senator DworsnHak. It is entirely separate 


Mr. Mrepuey. Yes, su 























Senator DworsHnaKk. Can you tell us how much money 1 nvested 
n the stocl | iling program at the present time: 

Mr. Mepuey. The investment in the tockpile at December 3 
1953 prices Was $4 255,144,669 

Senator lbworsHak. That is a pretty extensive program 

Senator SALTONSTALL, What proportion of that $4 billion is for the 





total inventory you are working for? 
Mr. Mepuey. The value of the current stockpile objective is $6.8 


lion, using December 381. 1953 rice 






Senator SALTONSTALI It is about three-fourth 


Mr. Mepuey. Yes, sir 


Senator SALTONSTALL. Is it true that when the Government dis- 






poses of any surplus commodities which have been procured under the 


defense program stockpile that the disposal is made under the defense 






program and not from the stockpile? 
Mr. Mepury. That would be from the defense program 


Senator SALTONSTALL. Once you build up a stockpile of stra ie 






minerals and other commodities, it 1s assumed that you were 
that to have it available indefinitely for defense only 
Mr. Mrpnrery. That is correct 
Senator SALTONSTALL. Thank you. 
The Chair would like to ask you four general questions that may lead 


possibly to other questions. 















EDERAL REAL ESTATE 





INVENTORY OF I 









ry) 


How are you getting along on the inventory of re il estate of Gove 
ment property you are making? 

Mr. Mansuret. We have quite a bit of information on that | 
would like Mr. Medley to review the situation on the inventory 

Mr. Mepuey. Very quickly, Senator, we have performed our initial 
planning on that. Mr. Mansure has issued a regulation to all agencie 
which will require the submission of the inventory data as of December 
31, 1953, to GSA on or before September 1, 1954, which in turn we 
hope will enable us to furnish the committee a report by the begin: : 
of the next session. 

[ might say that in the course of that planning we consulted with 
the major landholding agencies prior to the issuance of the regulation 
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by Mr. Mansure. Frankly, none of the agencies are too enthusiastic 
about it. Some of their records are not in the best of shape. The 
regulation is GSA Circular No. 80, Supplement No. 1 dated March 
3, 1954, and is offered for the record at this point. We worked closely 
with GAO. They reviewed and informally approved the regulation 
prior to issuance. 


GENERAL SERVICES ADMINISTRATION CrrcULAR No, 80, SUPPLEMENT No. 1 


To: Heads of Federal Agencies, 
Subject: Inventory of Federal Real Property Holdings. 

1. Purpose.—General Services Administration Circular No. 80, issued on 
December 18, 1953, announced a project to establish an inventory of all rea 
property holdings of the Federal Government. In accordance with that circular, 
this supplement provides a form and detailed instructions for reporting Federal 
real property holdings by Federal agencies. 

2. Coverage.—This inventory will cover all land, buildings, and other structures 
and facilities, located within the continental limits of the United States, title to 
which is vested in the United States, or in wholly owned Government corporations. 

It will include public domain; lands reserved or dedicated for national parks 
and national forests; and federally owned buildings, miscellaneous structures and 
facilities located on land that is not owned by the United States. It will also 
include trust properties held by the Federal Government. 

It will exclude residential and farm properties acquired through foreclosure 
incident to a lending operation or other Federal-aid project. It will also exclude 
all machinery and processing equipment, not part of the realty. 

3. Reports to be submitted.—An initial report of its real property holdings, as of 
December 31, 1953, shall be prepared by each holding agency which controls the 
use of such property or which has reported it to General Services Administration 
as excess. ‘This inventory date has been changed from June 30, 1954 (as origi- 
nally announced in General Services Administration Circular No. 80), in order 
that work on the inventory can begin immediately. 

For purposes of this project, a holding agency is defined as one which has the 
authority to take possession of and assign and reassign such property or any 
portion thereof, regardless of the manner in which the property was acquired or 
what agency is now using the property. 

This report shall be prepared on GSA Form 1166: Report of Federal Real 
Property, exhibit 1, attached. Wherever possible, reported data shall be based 
on detailed real property records and related documents in the holding agency’s 
files. Where such records or documents are not available, estimated data (so 
identified) may be used. 

An original and two copies of the initial report, as of December 31, 1953, shall 
be submitted to the Office of the Comptroller, General Services Administration, 
Washington 25, D. C., on or before September 1, 1954. Those agencies which 
can submit reports sooner, are requested to do so in order to facilitate and expedite 
the preparation of the consolidated inventory report to the Congress. Detailed 
instructions for the preparation of this report are contained in exhibit 2, attached. 

In order to maintain this inventory on a current basis, all subsequent changes 
due to acquisition, transfer, or disposal of Federal real property, in whole or in 
part, will be reported periodically to the General Services Administration. 
Another supplement to Circular No. 80, prescribing the report form to be used 
for this purpose, with detailed instructions for its preparation, will be issued at 
a later date. 

4. Supply of forms.—Copies of GSA Form 1166 may be obtained from the 
Printing and Distribution Section, Administrative Facilities Division, Office of 
Management, General Services Administration, 7th and D Streets SW., Wash- 
ington 25, D. C., telephone: Republic 7-7500 (Government dial code 151), 
extension 3105 

5. Agency liaison.—If you have not done so, please notify the Office of the 
Comptroller, General Services Administration, of the official designated by you 
to serve as liaison between your agency and this Administration. 

6. Inquiries.—For additional information regarding this project or any ques- 
tions or problems pertaining thereto, agency representatives may communicate 
with the Office of the Comptroller, General Services Administration, Washington 
25, D. C.; telephone Executive 38-4900 (Government dial code 156), extension 4131. 

EpmuND F, Mansure, Administrator. 
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ExHtpit 2 


INSTRUCTIONS FGR THE PREPARATION OF REPORT oF FEDERAL REAL PROPER! 


GENERAL INSTRUCTIONS 


GSA I orm l L6¢ So Re port of Fed 
agencies, having control of the use of real property, to report their real propert 
ioldings as of December 31, 1953, to the General Services Administration 

\n installation, such as a national forest or park, military reservation, hydr 
electric project, etc., should be considered as an individual reporting entity an 
be the subject of a single report, except for those installations located in mor 
than one Stat [In such case, the porvion of an installation located in each Sta 


} 


hall be made the subject of a 


je separate report. Each report shall include all land 


buildings, and other structures and facilivies 
Where a building and the site thereof, 


uch as an office building, courthou 
post office, warehouse, ete 


are all that comprise an installation, the proper 
an individual reporting entity and be the subject of a sing 


report This same procedure shall be followed in the case of individual area 
unimproved land 


shall be considered as 


Buildings, structures, and other facilities in process of construction shall be r 


ported onlv if “available for service”? as of December 31, 1953. However, sit: 
acquired for such purposes, or for new projects, shall be reported, regardless « 
whether or not the buildings, structures or facilities are available for service. TT! 
usage classification of such sites shall be based on the 
tion in proce 


intended use of the constru 


For purpo if this report, the cost of buildings, structures and other faciliti 
all also include ( of fixtures and ecuipment as are normally requir 
he functi i the f ,¢. g., plumbing, heating and lighting fixture 
ms, as well as any items, such as safes, vaults, « 
re or are permanently affixed thereto 
equipment, as well as furniture and special-u 
realty, shall be excluded. 
‘h as gas, water, electric (power an 
: , serve one building onlv, which buildi: 
eparately, the ¢ such utility lines shall be included in the cos 
i Where these lines const ‘as em (including water treatmen 
posal plant, ete.) which serves several buildings and/or structures, thei: 
| be reported separately under “Other structures and facilities’? (block 23 
For the purpose of indicating the desired classification of items to be reported 
on this form, examples of certain classifications are listed herein. Such lists ar 
to be considered as representative, and not all-inclusive. They are not intended 
to preclide the classification of items which are not inelhided in such lists. 
Regulations governing the utilization and disposal of excess and surplus real 
property require that each executive agency having control of such property shal 
retain accountability therefor pending its transfer or sale. Accordingly, all exces 
and surplus real property carried on the books of the reporting agency as of D« 
cember 31, 1953 (regardless of whether the property is held by the reporting agency 
or on loan to another agency on a recoverable basis), shall be included and re 
Pp rted as a part of this inventory. 


The Federal Government owns a wide variety of real property. In additior 
to Federal office buildings, war-industrial plants, military reservations, national 
parks and forests, these holdings embrace such diverse types of facilities as hydro 
electric projects, transmission and distribution lines, harbor installations, river 
improvements, railroads, highways, ete. The letter tvpes of facilities shall bi 
reported under the heading of ‘‘Other structures and facilities’? and suitably 
described. 

SPECIFIC INSTRUCTIONS 


A. Agency and property ident fic ation 
Block 1 Each report covering an installation may consist of one or more sheets 


If more than one sheet is required, each sheet shall be numbered as indicated o1 
the form. 


Block 2. Hold na agency No. 


shall assign 


For the purpose of identification, each agency 
a number for each installation for which a separate report is submitted 


Where attachments are necessary, such attachments shall be identified by the 
same number. 
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Block 8.—-GSA control No.—Do not fill in. For use by General Services Ad- 
ministration only. 

slock 4.—Name of property—Fnter the name assigned to the installation or 
facility being reported, such as: United States Customs House, Randolph Field 
Fort Bragg, Yellowstone National Park, Brooklyn Navy Yard, Rock Island 
Arsenal, ete. 

Block 4 Holding agency.—Enter in this block the name of the holding agency 

Block 6.—Bureau or other major organization.—"nter ia this block the bureau 
or other comparable major organizational unit, within the holding agency 


itv ar B. Location : 


~ oF Block 7 —State Enter the State in which the real property is located. Where 


1 OLA 


an installation is located in more than one State, a separate report shall be sul 
mitted to cover the portion of the installation located in each State 

Block 8 —City.— Enter the name of the city, or town (where appropriate), i 
; which, or near which, the property is located. 
ve Block 9 Counly Enter the county, or counties, in which the reported prop 
ai5l ertv is located (Separate reports for each county are not required 
Block 10 Street address Enter the street address, where appropriate 


Land 

Block 11.—Usage.—There shall be entered in this block the present predominant 
ise of the land area or site being reported. A breakdown of miscellaneou 
econdary usages Is not required. Howeve r, if there are significant secondary 
isages, mention thereof should be made under “‘remarks,”’ block 26 In the case 
ot trust properties, so it dicate by adding the word ‘ trust”’ after the usage classifi 
cation. Insofar as practicable, the following usage classifications shall be used 
Agricultural, airfield, cemetery, grazing, industrial, flood control and navigatior 
forest, housing, harbor and port terminal, institutional, military (except airfield 
mineral, office building site, park, power development, reclamation, and storags 

If necessary, specify any usage other than those listed above 

Block 12. Hou acquired, Enter the method or methods of acquisition of the 
property being reported. The methods of acquisition to be entered in this block, 
are as follows: Public domain, purchase, and other 

Include under ‘‘purchase’’ any property acquired by condemnation procedures 
Include under ‘‘other’’ any property acquired through transfer, exchange, dona 
tion, devise, forfeiture, or judicial process, 

Block 138 Date(s) acquired Enter the year of the various acquisitions 
forth in block 12. If various portions were acquired at different times, indicate 
the dates, or range thereof, such as ‘‘1910—2L”’ 

Block 14 Area, urban Enter in acre to the nearest tenth of an acre) the 
area of urban land acquired by each method reported in block 12. For purposes 
of this report, land shall be classified as urban when located in an incorporated 
place of 2,500 or more, in a densely settled unincorporated place of 2,500 or more 
or in a densely settled urban fringe area around cities of 50,000 or more (Refer- 
ence: United States summary and maps in vol. I of the 1950 population census 
which lists urban places in each State 

Block 14 Area, rural.—Classify as rural all properties not classified as urban. 
Enter in this block the area in “acres’”’ (to the nearest tenth of an acre) for eacl 
type of acquisition reported in block 12 

Block 16.—Cost.— Enter the cost (in thousands of dollars) of the land for eac} 
entry in block 12, except for (a) trust properties, (b public domain, (c) lands 
reserved or withdrawn from public doman for national forests, national parks 
or other conservation purposes, and (d) land acquired for historical sites other 
than by purchase. Costs need not be reported for acquired Jands which ar 
intermingled with public domain lands and which constitute a relatively minor 
portion thereof 

The cost of sites of monuments, memorials, and statues shall be reported, except 
for those lands, for which cost need not be reported, as indicated in the preceding 
paragraph 

The following items should generally be included in the cost of the land 
Appraisal, clearing, cost of land, damage to property, of others, drainage, grading 
judgment costs, plats and surveys, removal and relocation of the property of 
others, and removal of structures or facilities purchased but not used 

If records for acquisition costs are not available, enter estimated costs a1 
indicate by a notation “EST.’’ Such estimates shall be based on costs at 
of acquisition and not eurrent costs 


il] lat 


‘| hou 





246 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


In the case of transfers, enter the cost, at date of acquisition, as carried by thi 
transferring agency. Estimate, if not known, the cost of property acquired throug) 
exchange, donation, devise, forfeiture, or judicial process. This estimated cost 
should represent the amount the Government would have had to pay for the land, 
if purchased, at the date of acquisition. 


D. Buildings 


Block 17.—Usaae For purposes of this report, the predominant use of a buildi: 
shall govern its classification. In the case of trust properties, so indicate b 
adding the word “‘trust”’ after the usage classification. Data called for in bloc} 
20, 21, and 22 shall not be reported for such trust properties. Buildings shall bx 
classified on the basis of the following categories: 

Block 17 (1 Office.—All buildings used primarily for office or other adminis 
trative purposes. If only a small segment of the total area of a building is uss 
for other then office purposes, no attempt should be made to segregate such spaci 

Block 17 (2 Institutional All buildings devoted to institutional uses, suc! 
as hospitals, prisons, libraries, schools, chapels, museums, and so forth. Do not 
include minor emergency or health rooms, chapels, libraries, and so forth, whic! 
constitute only a minor portion of a building used primarily for other purpose 
Specify the type of institutional building being reported 

Block 17 ; Housing All buildings used for dwelling purposes, such as 
apartment houses, single or row houses, barracks, and so forth. 

Block 17 (4 Storage.—All buildings used for storage purposes, such as ware- 
houses, grain elevators, ammunition storage, cover sheds, and so forth. Do not 
include such facilities as water reservoirs, oil storage tanks, and so forth. These 
are to be reported as ‘Other structures and facilities,’ block 23. 

Block 17 (46 Industrial.—All buildings specifically designed and used for 
production, manufacturing, or developmental purposes. Include in this category 
buildings used for the production or manufacture of ammunition, aircraft, ships, 
vehicles, electronic equipment, chemicals, aluminum, magnesium, rubber, and 
so forth, as well as power or fuel producing facilities, such as steam, gas, and 
petroleum refinery facilities. Also include in this category laboratories and 
testing facilities 

Block 17 (6 Service. All buildings used in connection with service activities 
such as, maintenance and repair shops, laundry and dry cleaning plants, post 
exchanges, stores, garages, airport hangars, and so forth. 

Block 17 (? All other.—All buildings which cannot be classified elsewhere. 
However, their usage shall be specified. 

Block 18.— Number of buildings.—Enter the number of buildings for each usage 
classification reported in block 17. 

Block 19.—Date(s) acquired——Enter the date the building was acquired or 
constructed. In eases where several buildings, of the same classification, were 
acquired or constructed at different dates and are being reported on a single 
form, indicate the time period of acquisition, such as “1930-42.” 

Block 20.—Floor area, total square feet—Enter the total gross floor area in 
square feet for each class of buildings reported, except for trust properties. 

Block 21.—Floor area, percent occupied.—Enter the estimated percent of occu- 
pancy or use for each class of building reported in block 17, except for trust 
properties 

Block 22.—Cost.—Enter in this block the total cost (in thousands of dollars 
for each class of building reported, except for trust properties. Costs shall also 
include the cost of any capital improvements (additions or betterments) incurred 
subsequent to date of construction or acquisition. 

In the absence of any recorded data as to such costs, they shall be estimated 
and so noted by “ . Such estimates shall be based on costs at date of con- 
struction or acquisition and not current costs. In the ease of transfers, enter 
the cost and date of acquisition as carried by the transferring agency. Estimate, 
if not known, the cost of the buildings aequired through exchange, donation, 
devise, forfeiture, or judicial process. This estimated cost should represent the 
amount the Government would have had to pay for the buildings, if purchased, 
at the date of acquisition. 

E. Other structures and facilities 

Block 28.—Description—Enter in this block various types of structures, and 

other facilities not provided for under land or buildings. For example: 
Electrical distribution systems 
Gas or steam lines 


Harbor installations, docks, piers, jetties, breakwaters, ete. 
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Highways and roads 
Hydroelectric projects, including dams, powerhouses, switch yards," tran 
mission lines, ete. 
Monuments, memorials and statues 
tailroads, including tracks, bridges, tunnels, fuel and water stations, et« 
River improvements, revetments, storage or diversion dams, ete 
Sewage systems, including disposal plants, ete. 
‘Telephone or t« legraph lines 
Water systems, including treatment plants, et« 
W harves and docks 
In all eases, struetures and other facilities, as set forth above, shall be br 
escribed to show the main characteristics of each Insofar as practicable, use 
uwpropriate units of measurement to cover the overall dimensions 
Biock 24.—Cost Enter in this block the total cost (in thousands of dollar 
of each structure and/or facility reported in block 23 In the case of trust 
properties, and monuments, memorials and statues, costs shall not be re porte i 


Identifying descriptions in block 23 for such properties will suffies Co 


shall also inelude the cost of any capital improvements (additions or betterment 
curred subse quent to the date of construction or acquisition 

In the absence of any recorded data as to such costs, they shall be estimated 
and so noted by “EST.’’ Such estimates shall be based on costs at date of 
construction or acquisition and not current costs. In the case of transfers, enter 
the cost and date of acquisition as carried by the transferring agency. Estimate 
if not known, the cost of structures and facilities acquired through exchangs 
donation, devise, forfeiture, or judicial process. This estimated cost should repre 
sent the amount the Government would have had to pay for the structure and 
facilities, if purchased, at the date of acquisition. 

Block 25 Total cost: Land, buildings, other structures and facilities.—Enter the 
sum of the totals of blocks 16, 22 and 24. 

Block 26.—Remarks.—lf it is necessary to clarify or expand any entries beyond 
the space provided in the various blocks, make such notations under ‘‘ Remarks”, 
or on additional sheets, if required. 

Indicate whether or not the property being reported is being used by other 
the reporting agency. Describe any significant secondary usages of land, ar 
the area so used, supplementing the data reported under block 11. 

In the event that the report. covers property considered as excess to the needs 
of the reporting agency, suitable notation shall be made in this block to indicate 
that such property has been or is being reported as excess to the General Service 
Administration in accordance with the provisions of GSA regulations, title 2 
on real property Mangament 

Block 27.—Prepared by.—Type in the name and title of the official responsible 
for the preparation of the report 

Block 28.—Signature.—The official designated in block 27 shall sign his name in 
this block. 

Block 29.—Date.—Enter date on which the report was prepared, 


thar 


! 
| 
i 


ANTICIPATED INVENTORY 


Senator SALTONSTALL. By the next session of Congress—in other 
words, by January 1, 1955—you expect that your agency will have a 
complete inventory record of all real estate owned by all the depart- 
ments of government? 

Mr. Mepevey. Yes, sir; if our current plans do not go wrong. 

Senator SALtronsTraLL. That would include the Department of 
Defense, of course? 

Mr. Mepuey. Yes, sir. Although, we had a few difficulties with 
Defense on the matter of rendering reports on a uniform basis. How- 
ever, Mr. Mansure sent Secretary Wilson a letter the 18th of March 
pointing up the importance of this project and also transmitted a copy 
of that letter to Chairman Bridges so that the committee would know 
just where we stood. 

I would like to add, sir, that the committee staff, in particular 
Mr. Cooper, has been very helpful [to us in our planning fand discus- 
sions on this problem. 
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Senator SavronsTauy. Does that inventory include property owned 
by the United States in other sections of the world? 
Mr. Mepuey. No, sir. 


Senator SALTONSTALL. Just the continental limits of the United 
States? 


Mr. Mepuey. Yes. sir 


STUDY OF MICROFILMING 


Senator Savronstaty. Mr. Mansure, | noticed in the published 
hearings before the House subcommittee, at page 1624, that GSA 
employed a private management firm to study Government micro- 
filming operations. Can you tell us something about that study? 
Was it successful? Has it saved the Government any money? 

Mr. Mansure. It was very successful. I am glad you brought 
this up because this affects practically all the departments of Govern- 
ment. Last summer we engaged the Records Engineering Co., 
Inc.—they are a private management firm here in Washington—to 
study Government microfilming operations for us. This firm found 
that microfilming was costing the Government $4,800,000 a vear. 
It found that many microfilming projects could be sharply curtailed 
or even eliminated. It also found Government microfilming equip- 
ment was operated far below its capacity. 

I would say the study was very successful. So far it has resulted 
in the abandonment of proposed microfilm projects that would have 
cost 36,600,000. With Central Government controls recommended 
by Records Engineering, there should be no difficulty in saving half 
of the Government’s present microfilming costs, or $2,400,000 annu- 
ally. 

I think it was wise to have an outside firm investigate this problem 
because the subject itself is controversial and we received an impartial 
and effective study. 

Senator SALTONSTALL. When will action be taken on that study? 

Mr. Mansure. Action is being taken right now. Of course. there 
are many other departments of Government which are involved in 
this whole phase. I would say practically every department that 
uses records. This same firm is working with the Post Office Depart- 
ment. 


Senator SALTONSTALL. What department did this firm make a 
study of? 

Mr. Mansure. This was principally on veterans, but it applied 
to all departments. That is. all departments that were doing a great 
deal of microfilming work. 


Senator SaLTonstTauu. So the study was done mostly on the 
veterans? 


Mr. Mansure. No, all departments. Tr asury was very impor- 
tant, too. 


Senator SALTONSTALL. Are you stocking the microfilming or doing 
it in a more central way? 


LEGISLATION TO CONTROL MICROFILMING 


Mr. Mansure. We are requesting the departments to hold up 
because we are going to need legislation in order to have the authority 





to” con 
does Ti 
Sena 
you col 
Mr. 
lation. 
senna 
Mr. 
filed | 
Febru: 
Sen: 
Mr. 
with t 
mittec 
Sen 
Mr. 
Sen 
would 
Mr 
Sen 
this s 
have 
Mr 
it dov 
the B 
Ser 
dl Go 
Mi 
Sel 
think 


Hs 
that 
M 
on ¢ 
alrea 
of $! 
De 
M 
cng 
se 
V 
ther 
recc 
the 
juri 
is § 
phil 
feel 
trol 
anc 
rec 
obj 


Owner 


United 


blished 
t GSA 
micro 
study? 


‘ought 


n 
found 
veal 
tailed 
quip- 


ulted 
have 
nded 

half 
nnu- 


blem 
rtial 
dy? 
here 
1 in 
hat 
art- 


I 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 249 


to*control the microfilming operation of the Government. GSA 


does not have that authority now. 


Senator SALTONSTALL. If you get that authority, then you figure 
vou could save over $2 million a year? 

Mr. Mansure. That is correct. However, we need enabling legis- 
lation. 

Senator SALTONSTALL. Have you filed that? 

Mr. Mansure. Yes. That is included in this report which has been 
filed by the committee, “Government Microfilming Operstions, 
February 12, 1954,” on page 3. 

Senator SaLtonsTaLL_. Where is that bill at the present time? 

Mr. Exxiorr. It is being drafted and it is under active discussion 
vith the Bureau of the Budget. A preliminary draft has been sub- 
mitted to them. 

Senator SALTONSTALL. Can you not keep the thing rolling faster? 

Mr. Exuiorr. Yes, sir. 

Senator SaALTONSTALL. Here it is almost the last of April. You 
would not get any legislation this session of Congress. 

Mr. Exuiorr. I will speak to the folks in the Bureau Budget. 

Senator SALTONSTALL. If you are going to get any legislation at 
this session of Congress and it is worth as much as you say it is, you 
have got to get it in mighty soon. 

Mr. Exvuiorr. If the committees request us to submit it, we can get 
it down forthwith; but under normal procedure, we have to go through 
the Budget Bureau for clearance. 

Senator SALTONSTALL. That is up to Mr. Mansure. That will 
a Government operations bill, I assume. 

Mr. Exuiorr. Yes, sir. 

Senator SALTONSTALL. Unless you get it pretty quick, I do not 
think you will get anything this session. 


OTHER RECORD STUDIES 


Have private management firms made any other record studies 
that you know of? 

Mr. Mansure. They are now making a study with the Post Office 
on our recommendation. Although it has just begun, there are 
already annual savings in personnel, space, and equipment combined 
of $150,000. That is just the beginning of the study. 

Senator SALTONSTALL. What firm is doing that? 

Mr. Mansure. That is the same firm which we used, Records 
Ragepenting, Inc. 

Senator SaALTONSTALL. Is that firm hired by you or the Post Office? 

Mr. Max nsuRE. They were hired by the Post Office. We employed 
them first. W hy we have come into this is because under the entire 
record program, some departments of Government are hesitant. As 
they become involved, they wonder whether they are taking over 
jurisdiction which we have. We do not feel that way because there 
is so much resistance to this control of records. It is the same 
philosophy of the pack rat wanting to hold onto everything. We 
feel that the objective approach to it will show them that these con- 
trols will pay in great savings. GSA, through the National Archives 
and Records Service, actually does the manual work in this whole 

record operation, but this work which is being done is a technical 
objective study. 
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Senator SaALTonsTaALu. Are there any other studies being done? 

Mr. Mansure. We are hoping that. Veterans will carry on the same 
operation that Post Office is doing. Negotiations are going on now 
with Veterans. We feel there can be substantial savings made. We 
feel that is just scratching the surface. We think it has a great 
potential running mto the millions of dollars. This is not a small 
saving. This is a major saving. As you know, the Government now 
has approximately seven and a half Pentagon buildings full of records 

Senator SauronstaLit. Then the only one you know about is in 
the Post Office? 

Mr. Mansure. And negotiations with Veterans. 

I believe there is some work contemplated at Treasury, but ther 
has been no progress on that. 

Senator SALTONSTALL. You are in favor of having these privat 
firms do more of this, and you think it will bring good results? 

Mr. Mansure. In selected areas where there is this difference o 
opinion, because we feel the savings are there. It comes to the poin 
where the two agencies come to loggerheads. We make the recom 
mendation and the other agency says it cannot be done. Then 
there has to be some third party objective approach to it to reconcile 
the thinking 

Senator SALTONSTALL. So you believe that this outside firm ap 
proach should be pushed? 

Mr. Mansure. I do, where the firms have shown experience and 
great competency in their work. 

Senator SALTONSTALL, Are you taking the responsibility of advising 
an agency like the VA to go into this? 

Mr. Mansure. That is correct. 

Senator SavronstTaLL. Have you anything else to say to this com- 
mittee for the record? 


ADMINISTRATOR’S CLOSING REMARKS 


Mr. Mansure. Only to express our appreciation for the very fine 
hearing you have given us and the opportunity to appear before you. 
I made a general statement which you have for the record. We have 
not repeated what is in it because I thought it would take up too much 
time of the committee. But that expresses our views. I would like 
to say one thing further. 

It is the desire of GSA to have the committee know that rather than 
just to be in touch with the committee at the time of these brief 
hearings, we would like to supply information throughout the year 
so you can be kept advised on operations in progress and some of the 
problems we have. 

Senator SAvronstaLL. I think that would be very helpful. That 
would be a voluntary effort on your part. We have people up here 
studying these things and reading the reports you send us. 

Mr. Mansure. Before leaving, we would like to call to the attention 
of the committee the lease-purchase legislation now pending in the 
Senate. We feel that is very important legislation. We believe the 
Cordon amendment will solve the questions which have been raised 
recently. 

Mr. Evuiorr. Senator Cordon is intending to offer an amendment 
which we favor, which would provide that the authority to make new 
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commitments in each fiscal year would be governed by limitations 
to be placed in the annual appropriation acts. So that protection 
which was of considerable concern in the Senate debate the other day 
would be given to the Government and the Congress through the 
traditional method of submission of an estimate to the Budget Bureau 
and to the Appropriations Committee and finally embodied in the 
appropriation act itself, 

Senator SaLronsTauLu. Then, Mr. Mansure, there are two pieces of 
legislation pending; the auto pool and this microfilming. 

Mr. Mansure. The latter is not pending in Congress yet. The 
lease-purchase legislation is pending. We are going to try to hurry 
the microfilming legislation through the Budget Bureau. 

Senator SALTONSTALL. If you are going to do that, you ought to 
stimulate those two things very much. 

Mr. Eiutiorr. We may be able to get a Presidential directive on 
microfilming pending the passage of legislation. Our act does have 
a provision authorizing the President to issue policy directives, and 
we do have voluntary mechanisms in our act at the present time 
regarding microfilming. A Presidential policy statement could go a 
long way toward helping the situation and would make for some 
progress pending the enactment of the legislation. 

Senator SavronsTaLL. Thank you very much. 

The committee will be in recess until 10 o’clock Friday. 

(Whereupon, at 12:50 p. m., Wednesday, April 14, 1954, a recess 
was taken until 10 a. m., Friday, April 16, 1954.) 
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FRIDAY, APRIL 16, 1954 


Unirep Srares SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washinaton, D.C. 
The subcommittee met at 10 a. m., pursuant to recess, in room F-37, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommit 
tee) presiding. 
Present: Senators Saltonstall, Young, Dworshak, and Dirksen. 


RESTORATIONS NOT REQUESTED 


Senator SaALTonsraLL. The committee will come to order. 

There are six agencies which have indicated they have no requests 
for restoration and are satisfied with the House bill. They are the 
Interstate Commission on the Potomac River Basin, the National 
Capital Housing Authority, the Selective Service System, the Na 
tional Gallery of Art, the Tax Court of the United States, and the 
War Claims Commission. Letters received from these agencies will 
be placed in the record, and they will not be called for hearing unless 
some member of the committee desires to question any one of them. 

The Senate committee will take the House hearings and include 
them as a part of the record. 

(The material referred to follows) : 


We have six agencies who have indicated they have no requests for restoration 
and are satisfied with the House bill. They are Interstate Commission on the 
Potomac River Basin, National Capital Housing Authority, Selective Service 
System, National Gallery of Art, Tax Court of the United States, and War Claims 
Commission. 

Letters received from these agencies will be placed in the record, and they 
will not be called for hearing unless some member of the committee desires 
to question any one of them. 


NATIONAL CAPITAL HoUsinG AUTHORITY, 
Washington 25, D. C., April 2, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in Charge of Independent Office Appropriations, 
United States Senate, Washington 25, D. C, 

Dear SENATOR SALTONSTALL: The National Capital Housing Authority’s ap- 
propriation for the ““Maintennace and operation of properties” contained in the 
independent offices appropriation bill pased by the House of Representatives is 
adequate to meet our needs during fiscal year 1955. Accordingly, we do not deem 
it necessary to request changes in that portion of the bill applicable to our 
Agency. 

Sincerely yours, 
JaMeEs Rina, Hrecutive Director. 


253 





254 INDEPENDENT OFFICES APPROPRIATIONS. 1955 


NATIONAL HEADQUARTERS, SELECTIVE Service Sysrem, 
Washington 25, D. C., April 1, 1954. 
Hon. LEVEREIT SALTONSTALL, 
Chairman, Subcommitte in Charge of the Independent Offices Appropriation 
Bill, Committee on Appropriations, 
United States Senate. 

Dear Mk. CHAIRMAN: I have your letter of March 29, 1954, in which you 
advised that your committee expects to take up soon after its passage through 
the House, the independent offices appropriation bill for the fiscal year 1955, and 
request that T advise you of any changes in the bill which I may deem necessary, 

| have carefully considered this matter to determine if the functions of the 
Selective Service System, as required by law, can be carried out with the funds 
appropriated by the House, and in my opinion, such can be done by instituting al! 
possible economies, 

Sincerely yours, 
Lewis B. Hersuey, Director. 


NATIONAL GALLERY OF ArT, 
Washington 25, D. C., April 2, 1954. 
The Honorable LEvererr SALTONSTALL, 
United States Senate, Washington, D. C. 

Dear SENATOR SALTONSTALL: Thank you for your letter of March 29, 1954, in 
which you offer us an opportunity te suggest such changes in the independent 
offices appropriation bill for the fiscal year 1955 (H. R. 8583) as the gallery 
deems egsential. The bill contains, for the National Gallery of Art, the amount 
set forth in the President’s budget, and no changes will be suggested by the 
gallery 

While we have no difference of opinion with the action of the House on this 
matter, we are, nevertheless, very grateful for the opportunity you have given us 
to comment. 

Sincerely yours, 
Davip E. Fintey, Director 


STATEMENT BY DaAvip FE, FIntey, Drrector oF THE NATIONAL GALLERY OF ART 


Mr. Chairman, first I should like to thank the committee for the privilege 
of making a brief statement with regard to the National Gallery of Art. 

The House has approved for the National Gallery an appropriation of $1,300,000 
for the fiscal year 1955. This is an increase of $25,000 over the current year. 
This increase is needed primarily for the following purposes: (1) To fill six 
vacancies on the guard staff; (2) to provide guard uniforms; and (3) to meet the 
increased cost of restoration of works of art. 

When the 1954 budget was originally submitted to the Congress, the Bureau 
of the Budget had approved for the National Gallery a sum of $1,315,000. That 
figure represented what we believed to be a minimum sum to meet requirements 
for satisfactory operation. This amount, as you may recall, was reduced by 
$40,000 in the budgetary review last year. We had no projects which could be 
eliminated, for the operation of the gallery constitutes a single project. The 
reduction, therefore, had to be met by postponing until a future date certain 
needed repairs to the building and grounds and by keeping a number of exhibition 
rooms closed. That is still the situation. 

In reviewing the past year, as well as the current year to date, as a basis 
for consideration of $1,300,000 approved by the House for 1955, it should be 
borne in mind that the collections of the National Gallery of Art have been 
increased by important gifts or loans. Thus, there has been realized Mr. Mellon’s 
hope, as expressed by him prior to acceptance by Congress of his gift: namely, 
that his donation of a building and his collection for a National Gallery of Art 
would attract from others gifts of works of art of the highest quality to form a 
great national collection. During the past fiscal year 1953, the gallery received 
by gift or loan 209 paintings, 33 pieces of sculpture, 348 objects of decorative art, 
and 818 prints and drawings. So far in the current fiscal year 1954, we have re 
ceived 160 paintings by gift and 264 by loan, 2 pieces of sculpture, and 271 prints 
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ind drawings. The growth of the gallery’s collections, as illustrated graphically 
y charts submitted to the committee as part of the justifications, is a cause for 
reat satisfaction. This growth has been due not only to the generosity ol 
ublie-spirited individuals, but also, I believe, to the gallery’s high standard of 
protection and maintenance and to the fact that the works of art are displayed 

advantage. 

Lecause of the simultaneous increase in the collections and the decrease in 

erage employment from 1950-1953, the problem of satisfactory operation has 
wen a serious one. As mentioned last year before this committee, we have been 
ble to maintain the established standard of protection and maintenance only 
hy reason of the fact that certain works of art were withdrawn from exhibition 
r removed for repair and restoration, or for loan elsewhere. Those now being 


estored were withdrawn for this purpose by the donor and after restoration 
| reframing, are scheduled to be returned during the next fiscal year. Also, 
e gallery has the assurance of a gift of a number of works of art of 
ghest quality during that same period. It will then be necessary to use 


hibition rooms available. For the current budget year, an appropriation in 
he amount approved by the House will enable the Gallery to maintain 104 
of the 110 exhibition rooms now available. In addition to works of art now 

exhibition, we hope that this number of rooms will provide space to exhibit 
ie gifts to be received during the 1955 budget year, which may be required 
promptly to be placed on exhibition 

We trust that the information we have presented will enable the committee 
o give favorable consideration to the Gallery's needs in view of its operating 


roblems. 


APRIL 2, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in charge of Independent Officcs Appropriation 
Bill, 1955, United States Senate, Washington, D. 
(Attention: Mr. Earl W. Cooper, clerk of the subcommittee. ) 

My Dear Senator: Reference is made to your letter of March 29, 1954, 
vhich you ask that I advise you of any need for change in the provisions of 
independent offices appropriation bill, 1955, (CH. R. 8583), that affect the 
Court of the United States, 

The act as passed by the House contains authorization and appropriations 
which are entirely satisfactory to the court. Subject to any contingencies which 
cannot now be foreseen, the court will be able to conduct its scheduled program 
for the fiscal year 1955 within the $45,000 limitation on travel funds, and the 
$1,000,000 appropriated for salaries and expenses, 

Your thoughtfulness in requesting this advice from the court is appreciated 

Should you or the subcommittee desire further explanation or data in support 
of the court estimates for fiscal year 1955, you may be sure that I will be happy 
to supply it promptly. 

Sincerely yours, 
JOHN W. KERN, Chief Judge. 


War CLAIMS COMMISSION, 
Washington, D. C., March 31, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in charge of Independent Offices Appropriations, 
United States Senate. 
DEAR SENATOR SALTONSTALL: This is in answer to your letter of March 29, 
1954, relative to the independent offices appropriation bill for the fiscal year 1955, 
The Commission is in agreement with the report of the Appropriations Com- 
mittee of the House. We will be very happy to provide any information appro- 
priate to consideration of the measure by your committee. 
Sincerely yours, 
WHITNEY GILLILLAND, Chairman, 
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NATIONAL Apvisory COMMITTrEER FOR AERONAUTICS 


STATEMENT OF DR. JEROME C. HUNSAKER, CHAIRMAN, ACCOM- 
PANIED BY DR. JOHN F. VICTORY, EXECUTIVE SECRETARY; 
JOHN W. CROWLEY, ASSOCIATE DIRECTOR FOR RESEARCH; E. H. 
CHAMBERLIN, EXECUTIVE OFFICER; RALPH E. ULMER, BUDGET 
OFFICER ; MAJ. GEN. HERBERT B. THATCHER, ASSISTANT DEPUTY 
C/S, DEVELOPMENT, DEPARTMENT OF AIR FORCE PROGRAMING: 
BRIG. GEN. LEWIS MUNDELL, ASSISTANT FOR DEVELOPMENT: 
AND REAR ADM. ROBERT S. HATCHER, ASSISTANT CHIEF, BUREAU 
OF AERONAUTICS, DEPARTMENT OF THE NAVY 


PREPARED STATEMENTS 


Senator Savronsraty. The next matter before us is the National 
Advisory Committee for Aeronautics. 

Dr. Hunsaker, there are statements from Hugh L. Dryden, Director, 
and from Dr. J.C. Hunsaker. ‘Those will be placed in the record. 

(The statements referred to follow :) 


NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS, 
Washington 25, D). C., April 2, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee in Charge of the 
Independent Offices Appropriation Bill, 1955, 
Committee on Appropriations, 
United States Senate, Washington 25, D.C 

DrAR SENATOR SALTONSTALL: As requested in your letter of March 29, 1 
respectfully submit on behalf of the National Advisory Committee for Aeronautics 
the attached statement recommending changes in the NACA appropriation items 
presently carried in the independent offices appropriation bill for the fiscal year 
1955 reported to the House of Representatives March 26, 1954. 

You will note the NACA is recommending restoration of only $3,107,750 of the 
$4,600,000 House cut for “Salaries and expenses” and restoration of the $271,000 
House cut for “Construction and equipment.” The NACA is agreeable to the 
other cuts proposed by the House. 

We are most seriously alarmed by the implications of the House cut in the 
funds requested for staffing and initial operation of the three new unitary plan 
tunnels coming into operation in the fiscal year 1955. These vital development 
facilities costing $75 million were constructed pursuant to law with at least an 
implied commitment that operating funds would be provided. Their staffing 
and operation should not now be made contingent upon the closing of other vitally 
needed research facilities, 

The National Advisory Committee for Aeronautics would appreciate the oppor- 
tunity of a brief hearing before your committee to present in greater detail the 
urgent necessity for the changes recommended in the NACA’s appropriation items 
as presently carried in the House bill. 

Very truly yours, 
Hvueu L. Dryven, Director. 


CHANGES RECOMMENDED IN NACA ITEMS IN THE INDEPENDENT OFFICES APPROPRIA- 
TION BILL, 1955 As REPORTED TO THE House MARCH 26, 1954 


SALARIES AND EXPENSES 
Page 34, line 8, strike out “$49,000,000” and insert in lieu thereof “$52,107,750.” 


Summary 
Srey ED oe Oo aca ah aerate aaiaeiaaa aeiiaes $53, 600, 000 
Reductions by House: 
Deletion of funds requested for staffing and initial 
operation of three unitary plan tunnels_____--__ $3, 107, 750 
Deletion of funds requested for additional secu- 
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Summary—Continued 


Reductions by House—Continued 
Reduction in amount requested for printing and 


reproduction $4, 250 
Reduction proposed by applying current 1954 re- 
serve to 1955 appropriation request ; 1, 000, 000 
Total House reductions__- 353 _.... $4, 600, 000 
Appropriation recommended by House-- ee ewe 
Restoration requested by NACA_--_-.-.--------- ae ek 3, 107, 750 
Appropriation recommended by NACA_- Rekeb castes 52, 107, 750 


The NACA requests restoration of $3,107,750 of the $4,600,000 reduction pro 
posed by the House in the budget estimate for “Salaries and expenses.” 

ne House deleted $3,107,750 requested by the NACA for statting and initial 
operation of the three new NACA unitary plan tunnels which will be placed in 
operation during the fiscal year 1955. ‘These tunnels were authorized in 1949, 

ud $75 million was appropriated for their construction in 1950. They are located 

the Langley, Ames, and Lewis laboratories, and by law will be used for the 
development, primarily by industry, of military aircraft and missiles. The House 
action would require the NACA to cease operations in several existing facilities 
and would require an already minimum program of fundamental research to be 
substantially reduced to provide funds for the operation of the new tunnels on 
development problems of industry. It is the considered judgment of the NACA 
that the House action is alarmingly inconsistent with the realities of the inter 
national situation and would result in serious impairment of the NACA’s ability 
effectively to meet the actual minimum research needs of aviation. Under the 
NACA’s current level of appropriations, available funds and personnel are being 
upplied only to the most pressing and urgent problems. ‘The closing down of 
existing facilities and a reduction in the level of research effort to allow funds 
and personnel to be diverted to the operation of the new tunnels will mean that 
work must be stopped on problems of vital importance to the military services 
The alternate would be to leave inoperative the new unitary plan tunnels 
If the House action stands the NACA must give serious consideration to this 
alternate. Restoration of the House cut of $3,107,750 is most urgently requested 

The NACA is in agreement with the House action in deleting $488,000 requested 
for additional security investigations. A reexamination of our security require 
ments subsequent to submission of the President's budget indicates our needs 
can adequately be met in 1955 without this increase in funds. 

The NACA is in agreement with the House action in reducing the amount 
requested for printing and reproduction by $4,250 due to price reductions by the 
Government Printing Office. 

The NACA is in agreement with the House action in proposing a $1 million 
reduction by using an existing 1954 reserve for partially financing the 1955 
prograia, 

Construction and equipment 


Page 34, line 14, strike out “$4,349,000” and insert in lieu thereof “$4,620,000” 


Summary 
President’s budget ‘ J $4, 620, OOO 
Reductions by House: 
Deletion of project for 8- by 6-foot supersonic 


tunnel alterations__-_ souls ialeaaiesearen wien olaa $120, 000 
Reduction in estimate for rocket engine research 


facility from $2,551,000 to $2,400,000_.........__._.. 151, 000 


Total House reductions_-_ ae iicieen anes Reicha die i 271, 000 


Appropriation recommended by House__.....--.---..-_---_- . 4,349, 000 


reeeyermsen  yoousted hy NAOR OLE Lik lt 271, 000 


Appropriation recommended by NACA_-----.--------- 4, 620, 000 
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The NACA requests restoration of the $271,000 reduction made by the House 
in the NACA’s 1955 construction program. 

No reason was given in the House report for deleting the project for altera- 
tion of the 8- by 6-foot supersonic tunnel at the Lewis Laboratory. This project 
would extend the range of the tunnel to the critical low supersonic area where 
many of the most urgent powerplant inlet and exhaust problems must be investi 
gated to provide adequate design data for advanced types of military aircraft 
engine installations. The relatively small amount of money involved for the 
considerable increase in the utility of the tunnel makes this project one of the 
best values in our program. It should not be canceled or deferred. 

The estimates for the rocket engine research facility at the Lewis Laboratory 
were carefully prepared and critically reviewed at each organizational level, 
including the Bureau of the Budget. The $2,551,000 requested is necessary for 
the construction of a facility with the required technical capabilities. Th¢ 
reduction proposed by the House, although relatively small, will require redesien 
of the facility with reduced technical capabilities not adequate to meet effectively 
the research requirements. 


_ 


DEPARTMENT OF AERONAUTICAL ENGINEERING, 
MASSACHUSETTS INSTITUTE OF TECHNOLOGY, 
Cambridge, Mass., April 6, 1954 
Hon. LevERETT SALTONSTALL, 
Chairman, Subcommittee in Charge of the 
Independent Offices Appropriation Bill, 1955, 
Committee on Appropriations, United States Senate, 
Washington 25, D. C. 

My Dear SENATOR: You have a letter from Dr. H. L. Dryden, Director of the 
National Advisory Committee for Aeronautics, dated April 2, 1954, recommend- 
ing restoration of part of the cuts made by the House in the NACA estimates 
for fiscal 1954. 

As the responsible chairman of this committee, I evidently failed at the House 
hearing to make clear the drastic effect of withholding funds to staff and operate 
the new facilities to be completed in 1955. Competent aeronautical research is 
so vital to the effective buildup of our airpower, that I strongly urge you to 
take a close look at this threatened shock to the research and development 
program, 

I appreciate the opportunity to appear at a hearing scheduled by your sub 
committee on April 16 to explain the urgency of the NACA recommendations. 

Yours truly, 
J. C. HUNSAKER. 


RESTORATIONS REQUESTED 


Senator Sarronstati. There are two items which you have ap 
pealed. On salaries and expenses the House cut you $4,600,000, is that 
correct? You are asking for restoration of $3,107,750? 

Dr. Hunsaxer. Yes, sir. 

Senator Sautonstati. And for construction and equipment the 
House cut you $271,000 and you are asking for restoration of that? 

Dr. Hunsaxer. That is right. 

Senator Sauronstaii. Will you please state why you need the res 
toration of $3,107,750? 


NACA WIND TUNNEL 


Dr. Hunsaxer. Yes, sir. We are concerned with a high policy mat 
ter that I am personally distressed about because of my evident fail- 
ure to explain to the House Appropriations Subcommmittee the neces- 
sity for at least maintaining the present level of scientific research 
effort in aeronautics while providing for additional funds for the 
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operation of new NACA wind tunnels costing $75 million that are due 
to come into operation this fiscal year. Specifically, we had put 
through the budget an increase over last year’s funds for operation in 
the amount of $3,107,750 for additional staff and power expenses for 
operating these new facilities which the Congress had authorized and 
appropriated $75 million for, with the implied obligation that operat 
ing funds would eventually be forthcoming when the facilities were 
finished. 

The House committee did not specifically say that cutting out the 
three-million-odd dollars was to cut out the use of these new fac ilities; 
they merely cut that amount out of the general appropriation for 
research. If we are to operate the new facilities, it could mean a ver) 
drastte curtailment of the necessary research that is now going on mn 
support of the aircraft development program of the country. It is 

ser1ous thing to consider restriction of NACA scientifie research 
effort while the military development effort which is supported on a 
much larger scale, imposes demands upon NACA for more funda- 
mental scientific research effort than ean be supplied with prese 
funds. 

Senator NOR OAS A Let me ask you this: We received a report 
etree veste rad: ay ¢ r the day before regarding these new wind tunnels. 
he report is e ntitled “A Report on the Study of United States Goy 
ernment Wind Tunnels” dated April 1954, part 1. That just came into 
the committee by the Comptroller General of the United States the 

day before yesterday. 


WIND TUNNELS AUTHORIZED 


How many new wind tunnels were authorized to be built this last 
year ¢ 

Dr. Hunsaxer. That program we are talking about here is for the 
three great unitary plan wind tunnels that are coming into being now 
and for which the National A lvisory Committee for Aeronautics was 
appropriated $75 million to construct. They are required in support 
of the military development program largely in the field of high 
speed aircraft and guided missiles; they are primarily development 
tunnels rather than research tunnels. 

In order to prevent disasters in this very dangerous and costly high 
speed expe rimentation, the industry nee ‘ds wind tunnel stimulation 
of operating conditions in order that they can proceed with more 
confidence in their development of new aircraft and missiles. It is 
the operation of these wind tunnels that will cost three-million-odd 
dollars this year, and next year if they are operated full time, about 
$10 million. We cannot take that 3 or 10 million dollars out of our 
research funds without a drastic curtailment and upsetting the whole 
NACA research program. 

Senator SauronsTatu. There are three new wind tunnels that you 
will have to operate this year, is that correct 

Dr. Hunsaxer. We will begin to operate them in fiscal year 1955. 

Senator SautonstatL. How many employees does it take to operate 
a wind tunnel? 

Dr. Hunsaxer. It depends on the size. 
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REQUESTED STAFF 


Mr. Utmer. The number varies. In 1955 we have requested a staff 
of “nae people. 

Senator SALTONSTALL. Per wind tunnel? 

Mr Uw tMeErR. No, for the three tunnels. In 1956 the total staff will 
be approximately 700. That is a relatively small staff for pieces of 
equipment of that size only because they are being built at our exist 
ing laboratories. Some of the supporting housekeeping stafl, adminis 
trative personnel, et cetera, already exist. Otherwise, if they were 
built at a new location, they would require a much larger st aff. 

Dr. Hunsaxer. It is that order of magnitude of people plus a very 
heavy charge for electric power to run them. The smallest of the 3 
tunnels uses over 80,000 horsepower and the largest over 200,000. 
That is what eats up our money. 

Senator Satronstauh. If you have 573 employees, approximately at 
what rate of salary wouk | they be? 

Mr. Utmer. About $5,000 aver age. 

Senator SanronstaL,. That would be about $2,500,000 in salaries? 

Mr. Urmer. Roughly on a full-year basis, but the present estimate 
does not provide for full- vear oper: ation in 1955. 

Senator Sartonstauy. Your other expenses, including power to 
operate, would be how much ? 

Mr. Utmer. Approximately 114 million in fiscal year 1955. 

Senator SauronstaL. What other expenses beside power and em- 
ployees go into the operation of a wind tunnel? 

Mr. Utmrr. The manufacture of models of the new designs that 
are to be tested in that tunnel. Data reduction is also a large item. 

Senator Savronsta. I suppose it is pretty hard to estimate the cost 
of those 

Dr. Hunsaxer. Yes. In some cases we might get the model from 
the military services or the manufacturer, and in some cases we 
might make if in our own shop. It depends on what the problem is. 
Instrumentation is also costly. 

Senator Santonsraun. These three wind tunnels you say you will 
begin to operate in the fiscal year 1955. Are they being oper ‘ated at 
all at the present time? 

Dr. Hunsaxer. No, sir. 

Senator Sarronstati. When will the first one be actually put in 
operation for experimental purposes ? 

Mr. Crowtry. This month we hope to start the shakedown runs on 
the first tunnel. 

Senator SALTONSTALL. The second one? 

Mr. Crow.iry. In the fall of 1954. 

Senator SarronsTauu. The third one? 

Mr. Crow.ry. Early in 1955. 


LOCATION OF WIND TUNNELS 


Senator SaLrronstaLL. Could you state for the record where those 
wind tunnels are located ? 

Dr. Ilunsaker. One is at the Langley Aeronautical Laboratory, 
Langley Field, Va., one is at the Lewis Flight Propulsion Labora- 
tory at Cleveland, and one is at the Ames Aeronautical Laboratory, 


Moffett Field, Calif. 
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Senator SALTONSTALL. Assume you have to take the employees to 
operate those out of your existing research funds. Having in mind 
this is an open hearing, what research projects would suffer or be 


curtailed ¢ 

Dr. Hunsaker. I would not be prepared to say in an open hearing 
where we would curtail, but I believe that for fiscal 1955 it would be 
a general reduction of the research program of the order of about 15 
percent. That is what I consider to be a drastic and very dangerous 
operation to go into at a time when billions are going into an airpower 
buildup with new weapons and new missiles which we cannot talk 
about in an open hearing. 


CONTRIBUTIONS FROM OTHER AGENCIES 


Senator SALTONSTALL. We have gone through this before in execu- 
tive sessions. Without voing into that again, let me ask this: How 
much contribution do you get from the Defense Department and other 
Government agencies or outside sources to conduct your research ? 

Dr. Hunsaker. Substantially no contribution in dollars; a very 
large contribution in airplanes, engines, supplies, and other things of 
that nature. 

Senator SavronstaLtt. How much research do you initiate yourself 
and how much of your research projects are given to you by the De- 
fense Department and other agencies? 

Dr. HuNsAKER. in is a searching question and does not get a 
numerical answer. J do not mean to be evasive. The National Ad- 
visory Committee for Aeronautics is composed of civilians, expert in 
the art, and responsible officers of the Air Force and of the Navy Bu- 
reau of Aeronautics. When a research program is agreed to, it 1s 
agreed to by the committee as a whole. No one can say whether the 
gener: - who sat on that committee really sparked it or whether I from 
MIT in Cambridge, Mass., sparked it. It is not done unless we all 
agree. 


FUNCTION OF COMMITTEE 


Senator Sanvonsrauu. It is basic research that your committee 
does? 

Dr. Hunsaker. It is the basic research that must be out ahead in 
anticipation of the requirements for future years’ aire raft design and 
development. We shotild be ahead of the immediate problems. It is 
a very discouraging thing for a research man to have to turn his atten- 
tion to the shorte omings sof an existing e xper imental craft which has 
been rushed ahead as a crash program without having full knowledge ; 
and if it does not reach disaster, it certainly has lots of bugs in it 
which have to be analyzed, experimented with; perhaps corrected, per- 
haps not. 

Senator SatronsratL. The English kind of jet plane that is now in 
trouble would be an example of what you mean ? 

Dr. Hunsaxer. An example of getting ahead of knowledge; yes. 

Senator SauronstaLL. We do not say it is actually ahead of knowl- 
edge. 

Dr. Hunsaxer. I think the British have been enormously coura- 
geous in proceeding ahead with test flying—they have been doing it 
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since the war—because they have not the kind of facilities we have 
had in this country to help us. 


Senator SALTonsTaLL. It isa question that comes up each year. The 


Air Force has a research fund of approximately $400 milhon. That 
may be quite a broad error, but assume it is $400 million. 
Dr. Hunsaker. Is that not research and development together / 
Senator SALTONSTALL. That is what I want to bring out. The mili 
tary forces have research funds, if my memory is correct, of about 


$1,200 million, which is fairly well divided between the three services. 
Perhaps the Air Force fund is the higgest. Is there any duplication, 


In your opinion, between the work that you do in basie research and 
the work that the Air Force does with their fund ¢ 

Dr. Hunsaxer. No, sir. What we do is done in coordination wit! 
the Navy and Air Force. 

Senator SALTONSTALL. Yours is for the basic, and theirs is for the 
development based on what you find ? 

Dr. Hunsaxer. Yes. Our research, if it is able and inspired, should 
lead their development along productive and safe channels. 

Senator SavronstatL. The problem that you have is a problem of 
determining new wings that will go through faster than sound and 
all that sort of thing. If we approve the new wind tunnels as a part 
of the equipment for basic research for just these reasons of supet 
sonic speeds and all that went with it—— 

Dr. Hunsaxer. That is only partly true. These three unitory plar 
wind tunnels that are now coming into operation were approved to 
help the industry develop practical hardware from basic research 
They were given to the NACA to run because we have space for them 
at our three existing laboratories, and personnel with experience and 
skill to assure their efficient operation. It was cheaper and more eco 
nomical to place them with existing NACA research laboratories, 

Senator SALTONSTALL. We went through that last year. 

Dr. Hunsaxrr. They are development tunnels. 

Senator SALTONSTALL. Your statement to this committee this morn 
ing is that unless we restore this $3,107,000 we might just as well push 
these 3 wind tunnels out of the way for this year or else some of the 
other parts of your basic research are going to be retarded tremen 
dously. 

Dr. Hunsaker. Yes. My argument is that we have an embarrassing 
situation. Either we cut our research about 15 percent now and 30 
percent a year later to pay for operating development facilities, or we 
put $75 million worth of approved development facilities in moth- 
balls. That is outrageous. 

Senator SatsTonsTALL. Senator Dirksen ? 

Senator Dirksen. Doctor, these were authorized in 1949? 

Dr. Hunsaxker. Yes, sir. 


ESTIMATED COST 


Senator Dirksen. What was the original estimated cost of these 
three tunnels? 

Dr. Hunsaker. The estimated cost of the NACA part of the whole 
unitary program started out around $150 million. 

Senator Dirksen. I am speaking about these three tunnels. 
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Dr. Vicrory. The authorized estimate for the NACA part of the 
entire unitary plan was $146 million. Some of the items in that 
authorized program were not approved by the Appropriations Com- 
mittee. In approving only these three major wind tunnels, the Appro 
priations Committee struck quite a bargain with us by offering us $75 
million—take it or leave it, and do the best we can with it. 

Senator DirkKsEn. What is the percentage of completion ¢ You 
say they are in process of completion ? 

Dr. Hunsaxer. They are up in the nineties. 

Senator Dirksen. Roughly, about when will they be completed ¢ 

Dr. Hunsaker. In the coming fiseal year. 

Senator Dirksen. What is the depreciation on these tunnels if they 
are not used? Is there a depreciation ¢ 

Dr. Hunsiker. I suppose so, but I would not know the answer. 

Senator Dirksen. Not too material ? 

Dr. Hunsaxer. No. 

Senator Dirksen. But the fact of the matter is, as Senator Salton- 
stall elicited a moment ago, you will have $75 million worth of eqnip- 
ment standing here doing nothing unless you have some people to 
assign who can go ahead with the work for which these were contem- 
plated ¢ 

Dr. Hunsaxer. That is true. The industry is counting on the use 
of these wind tunnels in the next fiscal year. The amounts involved 
in the contracts for the development of new weapons and missiles are 
awfully big. 

(Discussion off the record.) 

(Mr. Crowley showed the committee a recent aerial photograph of 
the unitary plan tunnel at the Ames Laboratory. He also presented 
two charts: The first showed the effect of a fixed level of appropriations 
on the NACA’s average employment and the second showed actual 
and estimated electric power costs for a number of fiscal years. Mr. 
Crowley pointed out that an increasing percentage of the NACA’s 
total appropri: ition has been re quired to be expe nded for electric power 
in recent years. This requirement, coupled with a relatively fixed 
level of appropriations, has been the major factor responsible for a 
gradual reduction in average employment. Mr. Crowley called at 
tention to the critical situation that would result in the fiscal years 
1955 and 1956 if this policy were continued. ) 

Senator Satronstauy. TI think the committee understands your pro 
posal on that, Doctor. There is $271,000 of capital improvement that 
the House eliminated. As the Chair understands it, that was elimi- 
nated and you state that should be put back because it is to be used to 
extend the range of the tunnel to the critical low supersonic area where 
many of the most urgent powerplant and inlet and exhaust problems 
must be investigated to provide adequate design data for advance types 
of military aircraft engine installations. The relatively small amount 
of money involved for the considerable increase in the utility of the 
tunnel makes this project one of the best values in our program. It 
shonld not be canceled or deferred. 

The House did allow you $4,349,000 for new construction. Can you 
not dicker that around so you can squeeze the $271,000 out of that? 
Can you not indicate a little original basic research and construction 
values so as to do that ? 
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Dr. Hunsaxer. I think we are in danger if we cut the design of the 
rocket research facility, the big one that is $214 million, whic th is cut 
in the House bill by $151,000. It means we have to redesign the whole 
thing, and I suspect the redesigning will cost plenty. 


ALLOCATION OF FUNDS 


Senator SattronstaLt. Does all this $4,349,000 go toward 1 
installation ? 

Mr. Utmer. No, Senator. $1,220,000 of it is for Langley Field, 
Va., about $350,000 is for the Ames Laboratory, and the balance for 
our Cleveland laboratory. 

Senator SavronstaLy. Are those all musts so you cannot even get 
by with $271,000 less? 

Dr. Hunsaxer. The first item is $120,000 to make an alteration in 
about a $7 million or $8 million facility, that will increase its range 
for high-speed research about 60 percent—a very fine investment. 
To save the $120,000 by not making this alteration, is not really sav 
ing at all. 

Senator SavronstTaLi. So $120,000 of this $271,000 is an effort to 
save, through a wind-tunnel alteration, the life of a test pilot, possibly ¢ 

Dr. Hunsaxer. I would say so; I cannot prove it. 

Senator Savtonstat.t. What becomes of the other $150,000? 

Dr. Hunsaxer. We have spent money designing a roeket engine 
research facility to deal with the basic research for our rocket. pro- 
gram. If we are to cut the estimated cost of that facility by $151,000, 
we would presumab = have to work out a new detailed design. If it 
loses its utility by that, maybe we had better not build it at all and con- 
0 with the Air Force as to whether they think their rocket program 


‘an stand lots of proving ground firings and use their money up shoot- 
ing things off into the blue without research. 


Senator Satronstatt. What you say is this: That you have a design 
for a rocket facility already planned. If this $150,000 is cut, you 
will have to redesign it? 

Dr. Hunsaxrr. Yes, sir. 

Senator Savronstau.. If you give it up entirely, that means, in your 
opinion, shooting more guided missiles in order to discover what 
the fau'ts are? 

Dr. Hunsaxrr, Yes, sir. 

Senator Sarronstany. So that is a question of balancing the policy? 

Dr. Hunsaxker. Yes. 

Senator Satronstat.. There are still $4 million in balance in these 
3 laboratories. Why can you not squeeze it out of one of those places? 
Why do you happen to pick on these two places? 

Dr. HunsaKer. We did not happen to pick on those two; the cuts 
were made by the House Appropriations Committee. We can omit 
something else that ought to be done. 

Senator SALToNsTALL. If this committee were going to not restore 
everything you wanted, you would rather have it leave out the capi- 
tal construction and do a little more redesigning in your own mind 
as to what you can do with the balance than to cut out the operation 
of these three tunnels? 


Dr. Hunsaxer. I am not in a trading position, but I can see that I 
“oally 
am, really. 
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TOTAL EXPENSES 


Senator DworsHak. How many er ployees do you have now? 

Mr. Utmer. About 7,100. 

Senator DworsHak. "Are you increasing that constantly ? 

Mr. Umer. We are trying very hard to maintain that level. Ac- 
tually, we are coming down a bit. 

Dr. Hunsaker. Could I ask in substantiation of my assertion that 
our research is basic to the aircraft that General Thatcher and Ad- 
miral Hatcher say something? They are here, and I would like to 
ask them to m: ake statements in confirmation of this policy question, 
if I might, at this time. 

Senator SautronstaLL. Before we do that, we will hear Senator 
Dworshak. 


PARTICIPATION OF PRIVATE ENTERPRISE 


Senator Dworsnak. I might inquire as to what percentage of all 
the NACA research and work is done to the advantage of the mili- 
tary and what percentage to the other aviation activities under private 
enterprise in this country. 

Dr. Hunsaxer. I would think that private enterprise includes the 
whole manufacturing field of aircraft and engines. Yet the manufac 
turing of aircraft and engines is what the military must depend on. 

Senator DworsHak. You are talking about the military. Does that 
encompass everything that is done by all of the aircraft manufacturing 
concerns for their own civilian needs? 

Dr. Hunsaker. When research is initiated by us and it later turns 
out that the military can use it to improve military aircraft, 9 times 

out of 10 it will show up a little later in safety or higher speed, per- 
formance, or economy of air transports. 

Senator Dworsuak. Basically, is your program not for the pur- 
pose of building up our air defense and improving our aircraft for 
military use ¢ 

Dr. Hunsaxer. In a period of strain I should say that majority of 
our effort is pretty well pointed toward the military use and national 
security. 

Senator Dworsnak. You do not make any distinction between the 
military and the civilian use? 

Dr. Hunsaker. When we are working on a problem of transonic 
speed, we are not quite sure what the applic ations are going to be, but 
certainly the first try is going to be by the military because they are 
the ones that have the pressure on them. They have to try every- 
thing. 

Senator SavronstaL.. Thank you, Senator. 

Dr. Hunsaker, the House requests } you to spend $1,000,000 of your 
unused funds for 19: 54, and that is why they cut back this $3,107,750. 
What do you say as to that ¢ 

Dr. Hunsaker. It isa bookkeeping matter and I will ask our budget 
officer to explain it. 

Mr. Utmer. We are in full agreement with that. We do have pres- 
ently available $1 million ne a in reserve which will revert to the 
Treasury on June 30 of this ye 

Senator SavtonsratL. So you are perfectly agreeable to have that 


oe 


spent, but you say you need the $3,107,750 in addition ¢ 
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Mr. Utmer. That is correct. 

Senator Sauronstatu. But that is really giving you $1 million more 
than the original budget estimate, is it not? 

Mr. Untmer. No, sir. The House cut of $4,600,000 included that 
million dollars. 

Senator Satronstauty. By using the $1 million and getting $5,107,- 
750 back, you feel you can operate these three new wind tunnels. Your 
argument is that you did not give that information to the House com- 
mittee in full. 

Dr. Hunsaxer. I tried to, but I was not convincing. It is my fault 
if they missed the point. 

Senator SauTonstauL.. You say that General Thatcher and Admiral 
Hatcher are here. Have you gentlemen anything to add except to 
corroborate what Dr. Hunsaker has said, because the Chair presumes 
you would not be here at his request unless you were going to cor- 
roborate what he said. 

Do you corroborate what he said? 

General Tuarcner. I have a statement prepared for General Putt, 
a member of NACA which I would like to submit for the record. 

Senator SauTonstaLy. We will place that in the record. 

(The statement referred to follows :) 


STATEMENT OF LT. GEN. DoNALD L. Purt, Deruty CHIEF or Starr, DEVELOPMENT, 
USAF, Am Force Memrer OF NACA 


Historically, weapons have played a significant role in tipping the scales of 
victory Almost inevitably the side with superior weapons has emerged from 
every struggle victorious. Never in our history has the security of this country, 
in peace or in war, been so dependent upon the possession of superior weapons. 

The pace of science and technology and the race for superior weapons have 
accelerated tremendously in recent years. At this time of international tension, 
it is imperative that we continue to push the frontiers of science lest we be out- 
distanced by a determined and dictatorial enemy. To be faced with a tech- 
nological surprise in the form of a radically new weapon would be even more 
disastrous. 

In the past the nature of warfare and the types of weapons have been such 
that we have had time to develop and produce countermeasures after exposure 
to an enemy’s new weapons. Today and in the future with mass destruction 
weapons capable of supersonic delivery we will not have the time to act after 
the enemy has exposed his hand. 

The Nation's fund of fundamental scientifie knowledge is the very foundation 
of the services’ development programs for superior weapons. Seldom, if ever, 
have newly conceived or radical weapons been developed except as the result 
of new knowledge acquired through fundamental research. 

In the fields of aerodynamics, propulsion, and structures, the services and 
industry are largely dependent upon the NACA as the souree of this funda- 
mental knowledge. Our development programs for air weapons—aircraft and 
guided missiles—can move forward in an orderly manner only as fast as the 
research programs of the NACA move forward. 

The services and industry are desperately in need of the data which can only 
be obtained from the unitary tunnels which will be ready for operation this vear. 
Already engineers are groping in the dark in the design of supersonic aircraft 
and missiles. For lack of basic knowledge, costly cut and try experimentation 
is being conducted, sometimes at great risk of life and property and loss of 
precious time. 

To allow the most advanced aerodynamic tools—the NACA unitary wind 
tunnels, for which there is an urgent need, to remain idle after completion, 
does not apnear either wise or economical in the face of our Nation’s need for 
superior means of delivery of the powerful weapons which our scientists have 
created and which are required in modern war. Any and all weapons are worth- 
less unless placed on targets. 
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A quote from a reecntly published book Ideas and Weapons—a study of the 
relationship of technological advances, military doctrines, and development of 
weapons, based upon the exploitation of the aerial weapon since World War I, 
draws the following conclusion, which most aptly summarizes my statements: 
“Even the most cursory survey of military history shows that new and more 
effective weapons have generally been adopted only slowly in spite of the obvious 
advantages. Since the character of contemporary weapons is such that their 
production as well as their use can dislocate whole economies, it is probably 
not too much to suggest that the survival of entire culture may hinge upon an 
ability to perfect superior weapons and exploit them fully. Survival itself, then, 
appears to depend on speed in both development and utilization of weapons.” 

The Air Force strongly recommends that you give most careful consideration 
to this request for restoration of operating funds for the NACA unitary tunnels 


AGREEMENT ON PROGRAM 


Senator SaLironsTaLL. You feel these tunnels are essential ? 

General Tuarcuer. It is basic research. It saves the cut-and-try 
method of development. 

Senator Sauronstati. Are you the head research officer of the Air 
Force? 

General TuHatcuerR. No, sir, I am the assistant. 

Senator SALTONSTALL. Do you agree with Dr. Hunsaker that there 
is no duplic ation between what you are doing and what the National 
Advisory Committee for Aeronautics is doing? 

General Tuarcuer. Yes, sir. We support “that statement 100 per- 
cent. 

Senator SavronstaLi. Do you feel that there is the fullest coopera 
tion between your two agencies so the money is not wasted ¢ 

General THATCHER. Y. es, sir. In fact, my immediate head, Genera! 
Putt, is a member of the NACA. 

Senator SavronsTaL.. This alteration project on this wind tunnel 
to permit experimentation in a wind tunnel rather than with a jet 
plane in the air; do you agree with that statement ! 

General THATC HER. Yes. sir; I certainly do. 

Senator SALTONSTALL. And the Air Force research has how much 
money ? 

General Tuarcuer. You mentioned the figure of $400 million, but 
that encompasses all types of research and deve lopment. 

Senator SaLronsTaLL, Am I correct in saying $400 million? 

General Tuarcuer. That is an approximate ‘figure. 

Senator SavronsTaLu, $431 million, I understand. 

General THatcueR. But that involves all types of development, sir, 
not research of the type which NACA would do. 

Senator SattonstTaLL. Thank you, General. 

Have you anything to add beyond your prepared statement which 
will go into the record? 

General Tuarcuer. No, sir. 

Senator Satronstatu. Admiral, have you anything to add? 


PREPARED STATEMENT 


Admiral Harcuer. I am Assistant Chief of the Bureau of Aero 
nauties in charge of research and development. I have a prepared 
statement which I would like to present for the record. The principal 
conclusion of my statement is that continued accomplishment along 
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NACA research lines is urgently required to permit the completion of 
many Navy development programs upor which large sums of money 
have already been spent. 

Senator SartonsTaty. That will go into the record. 

(The statement referred to follows :) 


The Bureau of Aeronautics is seriously concerned over any action which 
threatens the ability of the National Advisory Committee for Aeronautics to 
carry out a well rounded and aggressive aerodynamic and hydrodynamic re 
search program. 

The many accomplishments of NACA in the past have been the key to the 
development of superior naval combat airplanes. 

NAC research effort must be continued most aggressively. The supersoni: 
airplane, the high-performance seaplane, and the vertical risers were made 
possible, to a very large degree, by the application of earlier NACA research pro 
grams. The science of aeronautics cannot be allowed to become static if this 
country is to maintain a satisfactory position in aviation matters. On the con 
trary, we must strive constantly to push out the boundaries of our knowledge 

The airplane is becoming highly complex because the combat problem it must 
solve is a most difficult one. The basic problem of obtaining tremendous per 
formance and the ability to maneuver at these speeds, while still preserving 
reasonable landing and takeoff conditions, will require increased efforts by the 
NACA to provide recommended solutions. 

Other complex problems can be cited which show the importance of keeping 
our knowledge of aeronautics dynamic rather than allowing it to become static. 
Some of these are the reduction of drag at supersonic speeds, particularly with 
respect to guided missiles when carried externally on the aircraft; the problem 
of separating stores from high-speed arcraft both from external and internal 
stations; many items concerning propulsion research; control and _ stability 
problems in connection with all aircraft; helicopter and convertiplane research ; 
better devices to take off and land high-performance seaplanes. 

Continued acomplishment along these lines is urgently required to permit the 
completion of many Navy development programs upon which large sums of money 
have already been spent. 


DEVELOPMENT PROGRAM 


Senator Savronsratut. You argue that unless this basic research 
is performed by the National Advisory Committee for Aeronautics, 
much of the research that has already been performed will be wasted. 

Admiral Harcurr. That is correct, sir. We have development 
programs under which we are integrated into an overall plan which 
assumes the continuation of progress in fundamental aviation re 
search. A slowdown in the progress which we must expect is bound 
to be detrimental to our development program. 

Senator SattonstaALL. How much money is the Navy spending on 
research and development for aeronautics ? 

Admiral Harcuer. Our current effort is about $150 million a 
year, 

Senator Sarronsta.., The total research and development in the 
Navy is what? 

Admiral Harcuer. That is for naval aviation. 

Senator SavronsTatn. Total research and development is $400 
million ¢ 

Admiral Hatrcuer. That is correct. 

Senator Sauvronstaty. Is there any duplication between your work 
and the NACA’s? 

Admiral Harcurr. No, sir; I feel sure there is none. 
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Senator Satronsrati. The Chair has heard that statement made 
for the last 5 years. 

Admiral Harcner. I am in an exactly parallel position to the gen- 
eral in that my immediate superior is also a member of the NACA. 
We consider it to be a large part of our respective jobs to ferret out 
possible duplic ation at its source. There is no desire to let it exist. 

Senator SarronstvauL. If these three wind tunnels are not put into 
operation because of lack of employees to put them in when they are 
ready, what will it do to the Navy program ¢ 

Admiral Harcier. That depends in large part on how the change 
1s administered. If the change is reduction in NACA research, one 
effect might be anticipated. If the nonav: ailability of development 
tunnels is the result, that would have another effect. It de spends on 
the planning. We have a number of prototype aircraft under devel- 
opment, some of which we can expect to present demands on these 
unitary plan tunnels for development testing. Those projects, as they 
may be determined on a priority basis at the time, would be the ones 
that would suffer. 

Senator Savronsraty. Senator Dworshak, do you have any 
questions ¢ 

Senator DworsuAKk. No, siz 

Senator Sauronsraty. Thank you very much, Admiral. 

Dr. HuNSAKER. Might ] put in the record a prepared statement 
which saves you from having it read ? 

Senator SaLronsrauty. The Chair thought we had all the statements 
in. 

PREPARED STATEMENT 


Dr. Hunsaxer. This is a little more. You had the letter respond- 
ing to the call for the hearing. 

Senator Sarronsraui. Then we will put that in. 

(The statement referred to follows:) 


STATEMENT BY Dr. JeRromME C. HUNSAKER, CHAIRMAN, NATIONAL ADVISORY 
COMMITTEE FOR AERONAUTICS 


Mr. Chairman, I am the Chairman of the National Advisory Committee for 
Aeronautics and therefore the responsible spokesman for the other 16 members 
of our committee, all of whom are appointed by the President and serve without 
compensation, Briefly, it is the duty of the NACA to plan and conduct advanced 
scientific research in aeronautics as the foundation on which better aircraft are 
to be built. With the i ag support of the Congress, the NACA through a 
single Director, Dr. Hugh L. Dryden, operates research laboratories having a 
current plant value of ¢ aes ately $265 million and a staff of 7,000 employees 

I am distressed at my evident failure to explain to the House Appropriations 
Subcommittee the vital necessity for at least maintaining the present level of 
scientific research effort, while providing additional funds for the operation of 
the unitary plan wind tunnels costing $75 million and due to come into operation 
in fiscal year 1955. Specifically, I ask the Senate to restore the following 
amounts in the NACA appropriations for fiscal year 1955: 


Salaries and expenses: 

Restoration of the increase proposed in the President’s budget 
to provide for necessary staffing and for electric power for the 
operation of 3 unitary plan wind tunnels costing $75 mil- 
lion now under construction and which will become ready for 
ni: SR: CIT I lian de daaicsiansetilibelicdigeesngeercchggeie cy anchcsinngenninieg $3, 107, 750 
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Construction and equipment : 
For alteration in 8 foot by 6 foot supersonic wind tunnel_____-~-- $120, 000 
Restoration of cut of $151,000 from estimated cost of $2,551,000 
for rocket engine research facility......__-- 151, 000 


271, 000 


IL concur in the following reductions in the House bill: 
(a) Deletion of all additional funds requested for security in- 
vestigations__ a Sa csteen 488, 000 
(b) Reduction made possible by the lower cost of printing and 
binding__ Shab s ikickdeddibdeihieese 4, 250 
(c) Reduction compensated for by making available an equal 
amount from the 1954 reserve for expenditure in 1955_____ 1, 000, 000 


Total House cuts accepted______-~_- a 1, 492, 250 


In the last few years a mistaken impression has grown up that the relatively 
large appropriations by the Congress for military research and development in 
the field of aeronautics and missiles, lessen the need for a proportionate effort 
in scientific research by NACA. ‘That is a dangerous mistake. The contrary 
is true. 

In making appropriations for salaries and expenses for the NACA in the 
same amount for next year as for this year, it was the intent of the House not 
to reduce the research effort of the NACA. The result, however, will be a reduc 
tion of 15 percent in our research effort, which will be explained to you later 
in detail. 

I would be failing in my duty if I did not speak to you frankly of the urgent 
need and wisdom of restoring the House cuts as requested. Unless the funds 
requested are restored, the resulting curtailment of research effort would come 
at a time when it would do great harm to the whole broad military-aircraft 
program and reduce the effectiveness of Amprica’s aircraft which, in the last 
analysis, is vitally important to our national security. 

Costly aircraft and missile-building programs are being supplemented by 
expensive programs for development of hydrogen and atom bombs and missiles 
which can be of value to the Nation only to the extent that they can reach their 
targets; and also only to the extent that potential enemies, fearing their range 
and accuracy, refrain from acts of aggression that might precipitate all-out war 
Underlying the validity of the huge expenditures on aircraft and missiles is the 
scientific research of the NACA. Progress by the military and the aircraft 
industry is limited largely to the rate NACA can prodvce new design data 
Rising costs of high-speed research and leveling off of NACA appropriations 
combine to create a serious imbalance between the country’s development effort 
and its scientific research effort. In the brief time available to me, I owe it to 
the Congress to show as clearly as TI can that leveling off in scientific research 
in aeronautics while spending great sums on aircraft production and on military 
research and development programs, is not true economy; it is not good business : 
it is false doctrine; it is fraught with danger to our national security; and it 
must be reversed. 

Now, here are the facts: 

(1) It is the duty of the NACA to anticipate the research needs of aviation 
and, with the confidence and farsighted support of the Congress, to make 
needful and timely provision for new research facilities as necessary and for 
personnel and electric power for their operation, in order to have answers 
ready as new problems confront the military and the aircraft industry in the 
new era of supersonic flight. 

(2) At the time of Pearl Harbor the NACA had a stockpile or reservoir of 
rese?rch data unannlied bv industry. That was like money in the bank, saved 
up for a “rainy day.” That reservoir was soon and quickly exhausted. In 
that reservoir was the foundation for the remarkable improvement in American 
aireraft performance that was a decisive factor in World War IT. 

(3) Today our reservoir is empty. Our “bank account” is overdrawn. There 
are a number of reasons. Probably the most important is the confusion that 
has arisen in the minds of the Congress between advanced scientific research 
on the problems of flight as conducted by the NACA, and the extremely broad 
scope of the research and development programs of the military services, which 
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closely follow and largely depend upon NACA research, The actual research 
involved in the military programs represents but a small portion of the research 
and development effort and in the research field there is good coordination 
through NACA subcommittees to avoid duplication. The major portion of the 
military research and development effort is associated directly with the develop- 
ment and production of airplanes and missiles. Although military research 
and development does require brains, ability, and equipment, and costs large 
amounts of money, it is not to be confused with, nor can it take the place of 
long-range advanced scientific research which is the function of the NACA. 

(4) Leveling off of NACA appropriations is producing a condition where 
the scientific research effort in aeronautics is getting out of balance with the 
military development program, NACA appropriations never grew in propor- 
tion to the development program and in ratio have already shrunk to the point 
of retarding progress in the military development programs. ‘This is a serious 
mistake. 

(5) Another reason why the NACA research reservoir is now empty grows 
out of the amazingly rapid rise in the top speed of aircraft. In the first 36 
years of flight, up to World War II, the average increase in speed was 12 miles 
per hour per year. During the next 8 years, or until the sonic barrier was 
pierced in 1947, the average rate of increase in speed was 25 miles per hour per 
year. In the last 6 years, or since the beginning of the supersonic age, top air- 
plane speed has been increased at an average rate of 165 miles per hour per 
year. 

(6) Speed is still the most important single characteristic of a military 
airplane. The delivery of atom bombs and hydrogen bombs, if indeed they are 
to be used at all, and God forbid, calls for bombers and missiles of very high 
speed. The destruction of enemy bombers and missiles calls for interceptors 
and defensive missiles of even higher speed. 

(7) The pheonomenal progress in airplane speed has catapulted the aircraft 
industry and the military services to the frontiers of our scientific knowledge. 
They are now literally “breathing down our necks,” so anxious are they to ob- 
tain and apply quickly the results of NACA research on problems of high-speed 
flight. With each advance in speed, new problems which require solution 
multiply. Today's problems are not as simple as formerly, but on the contrary, 
they are interrelated, complex, require larger and more complicated research 
facilities, more electric power, and more advanced shop work to make research 
models stronger and more accurate in detail. Thus, while the unit cost of high 
speed research is greatly increased, the overall NACA appropriation remains 
virtually constant. This means that although the need grows, less scientific 
research can be done, 

(8) Many problems of importanee are known to exist which simply cannot be 
studied with existing facilities and personnel. To curtail NACA research ap- 
propriations while large appropriations are made for development and produc- 
tion of new types of aircraft, will introduce waste into the aircraft program 
Many millions of dollars will be spent on the forced development of new proto- 
types hefore there is available adequate and essential design data that should 
come first, and can come only from scientific research. 

(9) It is necessary to the efficient prosecution of the entire aircraft program 
that new designs be based on adequate research completed before they are 
built, and that faults in prototypes be discovered and eliminated before they 
go into production. This means that the relation of the NACA research effort 
to the aircraft program must be strengthened. There is no real saving in the 
long run in reducing the level of scientific research so long as the international 
tension emphasizes the importance of American supremacy in the air. 

(10) Both as Chairman of NACA and as a private citizen who knows some- 
thing of the overall aircraft and missile picture in the United States, I feel it 
to be my duty respectfully to sound a note of warning that the recent leveling 
off in NACA appropriations for scientific research in aeronautics is mistaken 
economy. The country can ill afford to finance costly experimental develop 
ments in new types of aircraft and missiles that are beyond the state of our 
scientific knowledge. If adequate research comes first, results will be better 
and costs will be less. 


Senator Satronsrautn. Are there any other questions? 
If not, thank you very much, gentlemen. 


45746—54—_18 
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STATEMENTS OF J. M. JOHNSON, CHAIRMAN; C. D. MAHAFFIE, COM- 
MISSIONER; 0. CLARKE, COMMISSIONER; E. F. HAMM, JR., 
MANAGING DIRECTOR; B. H. WISE, BUDGET OFFICER; J. N. RYAN, 
ASSISTANT BUDGET OFFICER; W. Y. BLANNING, DIRECTOR, 
BUREAU OF MOTOR CARRIERS; C. H. GROSSMAN, DIRECTOR, 
BUREAU OF LOCOMOTIVE INSPECTION; S. N. MILLS, DIRECTOR, 
BUREAU OF SAFETY; AND C. W. TAYLOR, JR., DIRECTOR, BUREAU 
OF SERVICE 


REQUESTED LANGUAGE CHANGE 


Senator Savronsrat.. The last group to be taken up this morning 
is the Interstate Commerce Commission. The Chair understands the 
ICC makes only one request, a language change. Then the defense 
transport activities requests $105,000 to be returned. The committee 
has heard the evidence about the defense transport activities on that 
one-hundred-odd-thousand dollars. 

The only question before us this morning is the language change, 
which the Commission requests, and the House did not change any 
budget figures. ‘To make that clear, perhaps if members of the com- 
mittee would turn to page 33, line 2 of the bill. The Commission wants 
to add thereafter the words “Bureau of Service—Interstate Commerce 
Commission” ; is that right? 

Mr. Jonson. Yes sir. 

Senator SauronstTaAuu. For all the functions now entrusted to that 
Bureau ¢ 

Mr. Jounson. That is correct. 

Senator SALTonsTALuL. Let the Chair read the letter addressed to Mr. 
Cooper : 

In accordance with the request of Senator Saltonstall, there is shown below 
by page and line number of the bill the changes the Commission deems absolutety 
necessary in H. R. 8583, Independent Offices Appropriation Act, 1955, as passed 
by the House of Representatives on March 31, 1954. 


INTERSTATE COMMERCE COMMISSION 
GENERAL EXPENSE 
(House hearings, Independent Offices, pt. I, p. 499) 


“Page 30, line 22, insert after the word ‘Service’ the following: ‘or the func- 
tions now entrusted to that Bureau.’ ” 


Mr. Jonnson. That is correct. 
Senator SarronstaLyi. Then reading further : 


The Commission announced on March 24, 1954, that in line with recommenda- 
tions in the Senate-directed study of ICC functions by the Wolf Management 
Sugineering Co., the Bureaus of Locomotive Inspection, Safety, and Service 
would be consolidated into the Bureau of Safety and Service, effective May 1, 
1954. 

As the Bureau of Service, under the Commission’s announcement will no longer 
exist after May 1, 1954, it is believed necessary that the suggested language be 
inserted in the bill in order that there be no question that the delegation for 
defense transport activities be to the Commissioner in charge of car service 
work regardless of the name of the bureau. 


Mr. Jonson. That is correct, sir. 
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PREPARED STATEMENT 


Senator SALToNsSTALL. Have youa prepared statement ¢ 

Mr. Jounson. I sent a prepared statement for the committee. 

Senator SALTonsTaLL. Without objection that statement will be put 
in the record at this point. 

(The statement referred to follows) : 


GENERAL STATEMENT OF CHAIRMAN J. Monroe JOHNSON IN COND ~ WI 


ECTIO 
3UDGET ESTIMATES OF APPROPRIATIONS FOR THE FISCAL YEAR 1955 


The Commission's duties and responsibilities, as you know, extend to the re 
ition of all modes of public transportation in interstate commerce except t 
portation by air. Subject to the Commission’s jurisdiction are carriers by 1 
common, and contract carriers by water and by motor vehicle, common carrier 
by pipeline of oil and other commodities (except water and gas), private 
lines, express companies, sleeping-car companies, and freight forwarders Also 
its jurisdiction extends to private carriers of property by motor vehicle in inter 
state commerce with respect to safety of operation, qualifications and max 
hours of service for drivers, and standards of equipment. 

On December 23, 1953, we furnished your committee with copies of our 
fication of the amount included in the President’s budget for the fiscal year 
for the Interstate Commerce Commission which was prepared for the H« 
Committee on Appropriations. The budget includes a total of $11,590,000 
the Commission under one appropriation title instead of the three existir 
propriations. The independent offices appropriation bill for 1955 as passed by 
the House on March 31, 1954, provides $11,670,000 for the Commission, inclur 
$170,000 for defense transport activities which heretofore had not been 
in the Commission’s appropriations. In addition to the appropriation for defer 
ransport activities, the House bill provides for two appropriation titles; 1 
‘General expenses” and “Railroad safety and locomotive inspectior 
following statement shows a comparison of the 1954 appropriations with 
*’resident’s budget and the House bill for 1955: 


Appropriation titles 


Salaries and expenses 

General expenses... 

Railroad safety 

Locomotive inspection 

Railroad safety and locomotive inspection 
Defense transport activities 


Total Interstate Commerce Commission 


This amount was shown under the heading “‘ Defense 
GENERAL EXPENSES 


The House bill provides $9,816,000 for the appropriation “General expenses 
This is an increase of $216,000 for 1955 over the appropriation for 1954 and is 
needed mainly to pay the full-year costs of the new positions authorized by the 
current year’s appropriation. The 1954 appropriation for general expenses of 
$9,600,000 permits the Commission to increase the employment of 1,556 on July 1, 
1953, to a maximum of 1,701 positions. 

The House bill for 1955 provides that $1,100,000 of the $9,816,000 shall be 
available for the Section of Complaints. This is an increase of $145,676 over the 
$954,324 provided in the budget. This increase represents about 2) additional 
examiners at the average salary of examiners currently on the roll. 

No additional funds were provided in the bill to cover the increase alowed for 
the Section of Complaints. However, the House committee recommended in its 
report reductions in the staff of the Law Library, the number of personnel 
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engaged in compiling and analyzing basic statistical information in the Bureau 
of Transport Economics and Statistics, and field offices. 

The Commission is and has been aware of the need for reducing the backlog 
in the Section of Complaints, and during the current year has increased the em- 
ployment in this section from 109 on July 1, 1953, to 182 as of March 27, 1954, 
and further increase this year is contemplated. The bill as passed by the House 
requires that still more funds be allocated to the Section of Complaints. The 
Commission feels that this will be possible in the next fiscal year because of im 
provements in organization, work procedures and methods, and other economies 
which will result from the studies being made. 

However, there are backlogs existing in other areas of the Commission which 
represent serious problems and require attention. It is the Commission's belief 
that with the amount included in the House bill for general expenses we shall 
be able to reduce the backlog in the Section of Complaints and make valuable 
and effective progress in streamlining the Commission’s organization and pro- 
cedures. 


RAILROAD SAFETY AND LOCOMOTIVE INSPECTION 
This is a new appropriation title and combines two former appropriations ; 


namely, “Railroad safety” and “Locomotive inspection.” The following table 
shows a comparison between the 1954 appropriations and the 1955 House bill: 


| 1954 appro- House bill 


| priation 1955 
Railroad safety and locomotive inspection. a 4 oh bib aie a -| $1, 684, 000 
Railroad safety ies ie bbodl $974, 500 luwee “a 
Locomotive inspection éinehivaditessel sii — 709, 500 
Total Re eee SSobecnrencacsetesnasbneiady GRR 1, 684, 000 
| 


This appropriation is for the work performed by the Bureau of Safety and 
the Bureau of Locomotive Inspection. These two bureaus have the same general 
objective ; namely, to promote the safety of employees and travelers on railroads. 
The Bureau of Safety is responsible for the enforcement of several safety statutes 
designed to promote safe operation of the entire train, including the locomotive 
and its appurtenances, and requires inspection of brakes, safety appliances, and 
signal devices. 

The Bureau of Locomotive Inspection is responsible for the enforcement of the 
Locomotive Inspection Act which requires regular inspection of the boilers and 
locomotive appurtenances, including brakes, signal devices, and safety appliances. 

It is believed that some duplication of effort exists in this work. Consolidation 
of these two bureaus under one appropriation will eliminate some of the over- 
lapping. However, it cannot be completely eliminated until the Locomotive In- 
spection Act is amended. We have proposed legislation to amend the Locomotive 
Inspection Act, and it is now before the Interstate and Foreign Commerce Com- 
mittees of both Houses of Congress. 


NEED FOR LANGUAGE CHANGE 


Mr. Jonson. That covers our position. 

Senator SarronstaLL. Informally, are there any other prepared 
statements you would like to put in? 

Mr. Jonson. I think we have no prepared statement other than 
that. 

Senator SarronstaLi. Will you informally discuss why you need 
that language ? 

Mr. Jonnson. In providing an Administrator for the Defense 
Transport Administration, which is an exact duplicate of the old 
ODT, and in writing out the plans in advance for DTA, because ODT 
had been the Commissioner in charge of the Bureau of Service, it had 


worked remarkably well. The plan for DTA provided that the Ad- 
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ministrator of DTA would be that Commissioner in charge of the 
Bureau of Service. Commissioner Knudson has been the Adminis- 
trator. He is retiring now in a few days. 


STATUS OF DEFENSE TRANSPORT ADMINISTRATION 


Senator SatronstaLu. Mr. Johnson, might I interrupt? Please ex 
cuseme. I would like to get this in the record. 

When the committee discussed the Defense Transport Administra- 
tion which had been put into the White House Office of Defense Mobil 
ization, the Chair at that time made this statement to the committee, 
which apparently was agreed to: “The issue is, Should the Defense 
Transport Administration be carried as an independent agency under 
the White House emergency powers, or should it be carried as the 
House carried it under the ICC?” It involves two questions. 

First, whether it should be carried under the ICC or under the 
White House. Second, whether the Defense Transport here shall have 
$105,000 more, and the ICC, if it is carried under them, apparently 
says it is not necessary, provided they get a language change, which 
Mr. Knudson, the present head, thinks is necessary. 

He wants it independent of the ICC because of carrying on his 
work and completing the work before June 1955. That is the issue 
before this committee to decide; first, whether to leave it under the 
ICC appropriation; and second, whether to give them $105,000 more ; 
or third, whether to make a language change which the ICC has 
requested, but which Mr. Knudson does not request because he wants 
to take it out from under the ICC, 

Do you agree with Mr. Knudson on that ? 

Mr. Jounson. No, sir. 

Senator SavronstatL. That is a categorical answer, is it not, 
Senator ? 

Senator Dirksen. Yes, sir. 

Mr. Jomnson. It was so intended. 

Senator SaLronsraLL. You want it left under the ICC? 

Mr. Jounson. That requires a differentiation. The language 
change we request leaves it as it is today because originally that 
language change was in charge of the Bureau of Service. 

Senator SauronsratL. If it is left that. way, do you need any 
$105,000 more? 

Mr. Jounson. Commissioner Clarke is going to succeed to that 
Bureau. Of course, the direct administration of the Defense Trans- 
port Administration is in fact a Presidential appointment. 

Senator SauronsraLtL. Do you need that much more money ¢ 

Mr. Jonnson. It is a matter of extreme indifference to the Com- 
mission. Commissioner Clarke will tell you more about it than L. 
He is going to succeed to it. He has studied it closely. If it is 
appropriated and not needed, it will not be spent. He will tell you 
in his opinion whether he needs it or not. I have talked to him 
frequently about it. He is going into that Bureau. He is going to 
succeed to that office. He has made a study of it. He is here. 

Senator Satronsratn. Why do you think this agency should be in 
the ICC? 

Mr. Jonnson. The language change does not put it in. That lan- 
guage change is only necessary and desired because we are changing 
the name of the Bureau. 
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ALLIANCE WITH INTERSTATE COMMERCE COMMISSION 


Senator SatronstTaLy. You want the Defense Transport Adminis- 
tration, as long as it is alive, to be kept under the ICC ¢ 

Mr. Jounson. It never has been under it. 

Senator SauronsTauu. It has been independent of it. but it has been 
in the ICC appropriation. 

Mr. Jounson. Both ODT and DTA:have been the Commission in 
charge of the Bureau of Service. 

Senator SavronsraLt. You work very closely together ¢ 

Mr. Jounson. Mr. Chairman, during the days of ODT, 90 percent 
of the things we were ordered to do were ordered through the ICC. 
They are closely allied. The success that has been received would be 
very dangerous to interrupt. That Bureau of Service is the nucleus 
for war emergency transportation. 

Senatur SarTronsTaLL. If the Houses’ idea is carried out and it is 
swung over into the White House and this language is omitted, what 
will be the effect on the ICC service to the people of the country? What 
will be the effect of the Government service to the people of the 
country ¢ 

Mr. Jonnson. If it were changed and some other person not con 
nected with the ICC was the Administrator, it would lead to confusion 
and cross purposes because the Bureau of Service is a nucleus and back- 
bone of war transportation. They must go together. 

Senator SaLTonsTaLy. So what you say is that this $105,000 could 
possibly be eliminated. That is up toa discussion by Mr. Clarke, but 
that it should be left in this ICC definitely, and this language with 
these words so the work can be carried on in conjunction with the ICC. 

Mr. Jonnson. And as it has always been since ODT and DTA. 

Senator Savronsrati. Mr. Clarke, do you agree it should be left 
under ICC? 

Mr. Crarker. I think it is immaterial where the appropriation goes 
as long as it is available for the Commissioner in charge of the Bureau 
of Service. 

Senator SavronsTaLyt. Do you think this language change is 
necessary ¢ 

Mr. Ciarke. Yes, it is, if it is going to be left in the appropriation 
bill where the House placed it. 

Senator Savronstatt. Then, Mr. Johnson, this is the first time this 
appropriation has been put under the ICC ? 

Mr. Jounson. Yes. Heretofore it was ODT and then DTA, 
independen¢. 

Senator SatTonsTaLL. Now it is under the ICC; but if it is under the 
ICC, then this language should be added. That is your simple point ? 

Mr. Jounson. That is it. 

Senator SauronstaLy. Whether the $105,000 stays in, it is up to Mr. 
Clarke. Is it necessary ? 

Mr. Cuarxe. I would like to add that regardless of where it is put 
in the bill, this language change is necessary. 


ADEQUACY OF APPROPRIATIONS 


Senator Savronsrat. How about the money? Mr. Knudson says 
it was necessary and you will complete your job by June 1955. Do 
you agree 
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Mr. Cuarke. | agree the job can be completed by June 1955. As 
to the adequacy of the amount in the House bill, I could not make an 
intelligent answer because the workload depends on the amount of 
responsibility delegated to DTA by ODM. If Dr. Flemming, Ad- 
ministrator of ODM, feels that it is necessary to assign additional 
work to DTA, it may be they will need the additional $105,000. 

Senator Sarronsratn. Boiled right down, if we carry out Mr. John- 
son’s suggestion of putting this language into the House bill, we can 
rely on what you gentlemen say for the time being and leave out this 
$105,000 as the House left it. Then if it is absolutely necessary, you 
can come back on a supplemental. 

Mr. Crarke. That 1s correct. 

Senator SarronstaLy. Thank you very much. 

Senator Dirksen has some questions. 

Mr. Jounson. I agree with Commissioner Clarke myself. 

Senator Dirksen. You and I have been over this budget. You 
mean Mr. Clarke agrees with you / 

Mr. Jounson. Yes. That is what I intended to say. 

Senator Dirksen. I have a few questions to ask that may seem a 
little unrelated to an appropriation hearing, but I think they are 
since ae do involve the operations of the Interstate Commerce Com- 
mission, its efficacies, and instrumentality created a long time ago. 
I assume ‘this probably never would have arisen had it not been for 
: couple of letters that hit my desk last week from the Allegheny 

Corp. signed by Mr. Robert Young. 

Mr. Jonnson. I have had several, also. 


COMMENTS ON NEW YORK CENTRAL ANNUAL REPORT 


Senator Dirksen. In one of those letters he indicated that as a 
matter of public interest he should advise me, and I suppose he has 
advised other Members of the Senate, of some comments on the New 
York Central annual report and the New York Central full-page 
advertisement. So I found myself reading full-page advertisements 
even though I did not have time to do it. But since Mr, Young laid 
it in my lap, I thought perhaps I ought to make a little inquiry 
about. it. 

All this is very bewildering to me. I know nothing about railroad 
financing to speak of, so I have to just push through the wilderness 
a bit and see whether I can find out what the truth is of the thing and 
where the Commission fits in. 

I assume I should first go back to 1945 because I presume that is 
about the year when with the approval of the Commission, Allegheny 
Corp. got control of the C. & O. Would that be correct? May I 
say that if your answers fous modification, since we are all drawing 
here a little on recollection, you are perfectly free to modify them 
and amplify them for the record. 

Mr. Jonnson. That is about right. 

Senator Dirksen. I think Allegheny got control of C. & O. about 
1945. From all this that I read in the papers and in these full-page 
ads, it did appear that among the assets of C. & O. were about 800,000 
shares of New York Central stock. Was that about correct ? 

Mr. Jounson. That is right. 
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Senator Dirksen. My understanding is that at the suggestion of 
the Commission that stock was trusteed with a bank, which proved 
to be the Chase N: ation: il Bank in New York City, on the ground that 
it would have to remain trusteed until such time as it might be sold 
to somebody who did not have an affiliated interest, is that correct? 

Mr. Jomnson. That is correct. It could not be used by Allegheny 
in the New York Central affair. It could not be voted. 

Senator Dirksen. I think that probably involves a power that the 
Commission does have with respect to general supervision over car- 
riers and to make sure that there are no mergers and interlocking 
directorates and those things that might diminish competition in the 
transportation field. 

Mr. Jounson. That is the law. 


SUPERVISION OF TRUST AGREEMENT 


Senator Dirksen. Did you have continuing supervision of the trust 
agreement? I assume that stock was trusteed with Chase National 
under some kind of an agreement, but does the Commission have 
power to continue through and to make sure that the terms of a trust 
agreement of that kind are always carried out ? 

Mr. JOHNSON. Yes. 

Senator Dirksen. So it would involve a function by the Commis 
sion in every case to see that once that arrangement had been made that 
its terms are carried out ? 

Mr. Jomnson. That is correct. 

Senator Dirksen. IT understand some 3 years later, along about 
1948, a petition was filed with the Commission to bring about the 
release of that stock and that the Commission denied that petition. 
Would that be substantially right ? 

Mr. Jounson. Commissioner Mahaffie is very much more familiar 
with that than the Chairman. 

Senator Dirksen. Anybody can respond. 

Mr. Manarrir. I think that is not correct. The New York Central 
holdings of C. & O. were acquired after the original trust agreement. 

Senator Dirksen. You mean the C. & O. holdings of New York 
Central? 

Mr. Manarrie. Yes. They were acquired considerably after that. 

Senator Dirksen. A fter—— 

Mr. Manarrme. After the original trust agreement, and part of 
them were only acquired recently; 400,000 shares, I think, were ac- 
quired initially, and the other 400,000 only recently. This 1948 mat- 
ter that I think you have in mind was when we had an application 
by Mr. Young and Mr. Bowman to serve as directors of the New 
York Central while continuing as directors of C. & O. 

Senator Dirksen. About when did that happen? 

Mr. Manarrim. That must have been about 1948. 

Senator Dirksen. Does that come before the Commission in the 
form of a petition? 

Mr. Manarrie. Yes, sir. The Commission held a hearing on it 
and denied that authority; but that was what the controversy was 
in 1948, whether these two gentlemen would be permitted to serve 
on these two railroads. 
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COMMISSION ORDER 


Senator Dirksen. Up to the beginning of this rather intensive con 
troversy that has been ventilated in the newspapers by full ads and 
is now being laid on Senators’ desks, there was X shares—400,000, 
500,000, or 800,000—of New York Central stock which was in the 
hands of C. & O. and trusteed with the Chase National Bank and 
under an order of the Commission could not be released or sold unless 
it was sold to some detached and unaffiliated person. 

Mr. Jounson. That is correct. 

Senator Dirksen. So that is the whole story up to that time? 

Mr. Jonnson. That is correct. 

Senator Dirksen. All this business began in the year 1954, this 
controversy that is before us at the present time? 

Mr. Jounson. Yes. I think in J: anuary or February 1954 the steps 
said to be intended to eliminate Alle gheny — 

Senator Dirksen. If you do not mind, I try to carry it chronologi 
Ct — in mind, so up to this point of Allegheny, did you have an interest 
in€,&0O.? Asa matter of fact, it had control of C. & O.? 

Mr. Jounson. That is right; yes. 





RAILROAD CONTROL 











Senator Dirksen. There is a Commission rule, or it may be a pro 
vision in the law, that you cannot have the same outfit controlling a 
couple of railroads; is that right? 

Mr. Jonson. Section 5 of the act makes it unlawful for one 
railroad to control another or for any one concern to control more 
than one railroad without Commission approval. 

Senator Dirksen. So it is a statutory provision that can be modified 
by action of the Commission? 

Mr. Jounson. It is not modified, but it is unlawful unless the Com- 
mission approves, 

Senator Dirksen. That would be a modification, I would say. 

The next step in this business, as I gather from all this reading 
matter, is that in January of this year Allegheny divested itself of 
control of C. & O. by alienating to a group of Cleveland 100,000 more 
shares of C. & O. stock. 

Mr. Jounson. I think Mr. Cyrus Eaton bought 104,000, which was 
the total holding of Allegheny in Chesapeake & Ohio. 

Senator Dirksen. So that would be divestment of control. 

Mr. Jounson. It was represented to us that it was a divestment of 
control by Allegheny. 

Senator Dirksen. You say it was represented to you. Would you 
not know ? 

Mr. Jonnson. No, sir, I would not. 

Senator Dirksen. Is it your business to know ¢ 

Mr. Jonunson. We have been asked to investigate whether it is an 
actual divestment. 

Senator Dirksen. It would just appear to me that if that Eaton 
transaction that they say so much about was a divestment of control, 
it would appear that the first people who ought to know it would be 


the Interstate Commerce Commission. 
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Mr. Jounson. When we got that petition asking us to institute an 
investigation, the Commission considered it and decided it needed 
to find more of the details and circumstances. 

Senator Dirksen. You are referring to what petition ? 

Mr. Jomnson. The petition that was filed with the Commission 
sometime ago to investigate. 

Senator Dirksen. That does not involve this transaction in 
January ? 

Mr. Jounson. It involves 104,000 shares sold to Eaton. It involves 
800,000 shares of ¢ ‘hesapeake & Ohio sold. 

Senator Dirksen. I am just trying to find out what your duty is 
with respect to transactions of that kind. 

Mr. Jounson. I am addressing myself to that subject. 

Senator Dirksen. Would Chesapeake & Ohio have to get Commis- 
sion approval to sell 104,000 shares of stock ? 

Mr. Jounson. Allegheny sold it. 

Senator Dirksen. Would Allegheny have to get control / 

Mr. Jonnson. No, sir. 

Senator Dirksen. Would the purchaser have to get approval of 
the Commission to buy the controlling interests or enough to make 
control ? 

Mr. Jonwnson. No. 

Senator Dirksen. How would that come to the attention of the 
Commission? Is that automatic? 















PETITION TO INSTITUTE INVESTIGATION 
Mr. Jounson. It came to our attention in the petition to institute 
an investigation. 

Senator Dirksen. The petition came later, as I understand it. Iam 
speaking about January 1954. 

Mr. Jomnson. That transaction was later in January. 

Senator Dirksen. I am trying to deal now with the authority, the 
power, and duties of the Commission. If I went out to Cleveland and 
bought that 104,000 shares of Chesapeake & Ohio stock aud that gave 
me control, I would not have to tell the Commission about it or send 
them notice? 

Mr. Jounson. Unless you were trying to control two railroads. We 
sent aut our own people to find out. They found out and advised us 
that Eaton bought for cash. So Allegheny had divested itself of all 
interest in Chesapeake & Ohio. 

Senator Dirksen. So that would not come to your attention at all? 

Mr. JOHNSON, Not necessarily. 

Senator Dirksen. It might or it might not? 

Mr. Jounson. That is right. 

Senator Dirksen. You might read it in the newspapers? 

Mr. Jonnson. Yes, sir. 

Senator Dirksen. It does not necessarily lie under Commission 
rule or by some provision of law have to come to the attention of the 
Commission ¢ 

Mr. Jounson. That is right. 

Senator Dimksen. So they can do as they like about it. At some 
subsequent time, I suppose in the form of any kind of a report, it may 
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come to the Commission that way because you would have on file the 


data with respect to it. 
Mr. JoHnson. They would notify us pretty promptly who were the 
officers under the new administration. 


STOCK 





SALE OF NEW YORK CENTRAL 


Senator Dirksen. I understand after that happened, according tc 
all this data, the 800,000 shares of New York Central stock which was 
under a trusteeship arrangement in the Chase National Baik in New 
York was withdrawn and sold, is that correct / 

Mr. Jounson. We investigated one of the allegations in the petition 
whether or not the Chesapeake & Ohio ‘had divested itself of any New 
York Central interests. We found that that had been sold to a Mr. 
Murchison and a Mr. Richardson and that the Chesapeake & Ohio had 
collected $12 million of the money. One of the banks, I think, or the 
New York Central, had not transferred the other batch of stock, 
There is a lawsuit pending now over whether or not it should be 
transferred or not. 

Senator Dirksen. Who withdrew this 800,000 shares of New York 
Central stock from trusteeship ? 

Mr. Jounson. ‘The Chesapeake & Ohio sold it to other people. 

Senator Dirksen. Under this trust arrangement they could not sell 
this stock unless 

Mr. Jounson. They could not vote New York Central affairs. 

Senator Dirksen. That is right, but could they sell it without Com- 
mission approval ¢ 

Mr. Jounson. We think they could. 

Senator Dirksen. You think they could? 

Mr. Jounson, Yes. 

Senator Dirksen. Of course, I do not know anything about this 
trust arrangement and this trust agreement. 

Mr. Jounson. I think Young himself could. have purchased the 
stock. He did not have to get Richardson and Murchison. An Alle- 
gheny man could have bought and voted the stock. 

Senator Dirksen. Allegheny turns over control, if it had control, of 
Chesapeake & Ohio by selling to the syndicate in Cleveland 

Mr. JOUNSON, They sold it to an individual, Eaton. 

Senator Dirksen. So it is assumed that they could have gotten out 
from under control of Chesapeake & Ohio? 

Mr. Jounson. They divested themselves of Chesapeake & Ohio en- 
tirely. 

Senator Dirksen. I am just curious as to how you get 800,000 shares 
of stock out of a trust arrangement without the Commissioner know- 
ing about it and for that matter without the Commission making a 
pretty thorough-going investigation, assuming, of course, that they 
could not sell to an aftiliate or somebody who unless he was comple tely 
divested from Allegheny or Chesapeake & Ohio—but you say Young 
could have done this. 

Mr. Jounson. Sure. He had no interest in Chess peake & Ohio. Al- 
legheny had no interest in Cheaspeake & Ohio. They were thoroughly 
separ: ated as our investigation convinced us. Ches: apeake & Ohio h: id 


this stock. 
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Senator Dirksen. It is reputed they sold it for $20 million. 

Mr. Jonnson. Yes. 

Senator Dmksen. Now I understand that 714 million of that was 
borrowed from Allegheny; is that correct ? 

Mr. Jounson. Our investigation shows a joint venture between Al- 
legheny and the purchasers. AsT said, Allegheny might have bought 
it themselves. There is no illegality as to who bought it. 

Senator Dirksen. Frankly, T am just getting back to the functions 
of the Commission and what the Commission does under its authority. 

Mr. Jomnson. That is what I am discussing. 

Senator Dirksen. It would seem to me strange—— 

Mr. Jonnson. You might have bought it. 

Senator Dirksen. You say Mr. Young could have boucht it. Tam 
trying to find out about this rather peculiar deal that is dished 
now that we read about. 

Mr. Jomnson. Usually it is a peculiar deal because apparent) 
Allegheny cuaranteed against loss to some extent. 

Senator Dirksen. Let us take it one at a time. Seven and a half 
million dollars was borrowed from Allegheny to pay on this $20 mil- 
lion: was it not ? 

Mr. JonNnson. Something of that sort. If he had loaned the whole 
$20 million 

Senator Dirksen. That is beside the point for the moment. They 
got $5 million from Kirby. He is the president of Allegheny : is he 
not ? 

Mr. Jonnson. Yes: T think he is. 

Senator Dirks N. IT hone I do not know more about this than some 
body else. T have a whole pile of reading matter here. Mr. Young 
has suddenlv made this a matter of public interest because his letters 
are here. Frankly, if there is public interest here, IT want to know 
about it, and T want to know what the Commission has been doing 
about it. So they borrowed $714 million from Allerheny Corp. and 
they borrowed $5 million from Kirby and they got $71 4 million from 
this syndicate that bought the rest of the C hesapeake & Ohio shares; 
is that correct ? 

Mr. Jonnson. The Chesapeake & Ohio stock was bought by Eaton 
not by a syndicate. 

Senator Dmxsen. Colonel, this is public business. You are the 
chairman of the Interstate Commission. What do you think about all 
this? 


DIVESTMENT OF CONTROL 


Mr. Jounson. T am convinced Allegheny has divested itself of 

& O. and C. & O has divested itself of New York Central. 

Senator Dirksen. Do you think there was anything to hide here, 
that they have beaten all around the mulberry bush in order to con- 
summate a peculiar deal of this kind ? 

Mr. Jounson. We sent our inquir v agents out and that is what they 
discovered. Senator. The Commission denied the petition. 

Senator Dirksen. What were the terms of this deal? What was the 
repossession part of the deal ? 

Mr. Jownson. In general, a guaranty against loss, and a certain 
portion of it was a joint venture between Allegheny, Murchison, and 


Richardson. 
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Senator Dirksen. Are you advised of peculiar deals like this when 
they are made? 

Mr. Jounson. No, sir. We sent out an inquiry and looked at the 
books and records and talked to the peop le involved. 

Senator Dirksen. You sent investigators out. They just go around 
and make some casual inquiry in Cleveland and elsewhere, or did they 
take testimony under oath ¢ 

Mr. Jounson. If we had instituted an investigation, it would have 
been under oath. They talked to them and looked at the records. 
That is what the conclusion was, and they advised us the details. 

Senator Dirksen. Is Mr. Young identified with Allegheny Corp. / 

Mr. Jounson. Oh, yes. 

Senator Dirksen. He is chairman of the board, is he not é 

Mr. Jonson. Yes; I think so. 

Senator Dirksen. You said a moment ago that Mr. Young, even 
though he is identified with Allegheny, could have bought this 800,000 
shares of New York Central stock. 

Mr. Jounson. That is my opinion. 


INTEREST IN OTHER RAILROADS 


Senator Dirksen. Has he any interest in any other railroads or any 
controlling interest in carriers that you know anything about / 

Mr. JOHNSON. 1 think Allegheny has some interest in the Missouri 
Pacific. 

Senator Dirksen. All this came to the attention of the Commission 
in the form of a petition that was filed, on which the petition passed 


on April 6, is that correct ¢ 

Mr. Jounson, That is about the day. 

Senator Dirksen. You made a finding? 

Mr. Jounson. Yes. 

Senator Dirksen. What was the nature of the finding you made 

Mr. Jounson. That the allegations in the complaint, together with 
the interrogations, the results of the interrogations we made, would 
not justify the Commission to institute an investigation. 


EMPLOYEES ASSIGNED TO INVESTIGATION 


Senator Dirksen. How many people did you assign to this investi 
gation ¢ 

Mr. Jonnson. We turned it over to the Bureau of Inquiry. Six or 
seven, I suppose. I did not inquire the numbers. 

Senator Trost Would you put in the record at this point, after 
examining your bureau, how many people went out to investigate / 

Mr. Jounson. I will supply that for the record. 

(The material referred to appears on p. 906.) 

Senator Dirksen. Will you in your answer indicate how many 
days they devoted to this matter ? 

Mr. Jounson. Yes, sir. We sent them out a second time. 

Senator Dirksen. And how many people and what people they 
interviewed in respect of this matter ? 

Mr. Jonnson. Yes, sir. 

Senator Dirksen. Is there a transcript of testimony that they took / 

Mr. Jonnson.. They took no testimony. 
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Senator Dirksen. They went out with a notebook and probably 
made some notes as they went along. 

Mr. Jounson. I presume so. We have their report. 

Senator Dirksen. Are these very voluminous reports / 

Mr. Jonnson. I have read the condensations. How voluminous 
they were, I cannot say. 

Senator Dirksen. Are these confidential reports / 

Mr. Jomnson. Not at all. 

Senator Dirksen. Could I get a copy ! 

Mr. Jonnson. Certainly. 

Senator Dirksen. Could the chairman of this committee get a copy ¢ 

Mr. Jonunson. You bet he could. You can get our confidential 
reports on that. 

Senator Dirksen. But this was an informal investigation, then ? 

Mr. Jounson. Yes. 

Senator Dirksen. There was no formal investigation of this whole 
business made at all ? 

Mr. Jounson. No. 

Senator Dirksen. So it is on that basis and on the investigator’s 
reports, such as they were, that the Commission finally took action and 
issued an order ¢ 

Mr. Jounson. Yes, sir. 

Senator Dirksen. Is it confidential, Colonel, as to whether this was 
unanimous or not ¢ 

Mr. Jomnson. It was not unanimous. There were 9 Commis- 
sioners who agreed to the finding that I have outlined. Two dis- 
sented, 


COM MISSION’S ORDER OF APRIL 6 


Senator Dirksen. Can you submit a copy of your finding for this 
record, the Commission’s order issued April 64 

Mr. Jounson. Yes, sir. 

(The material referred to appears on p. 906.) 


INVESTIGATOR’S REPORTS 


Senator Dirksen. If the condensations of the investigator’s re- 
ports are not too voluminous, could you submit those, also ¢ 

Mr. Jonnson. Yes, sir. 

Senator Dirksen. To round out the record, in addition to letters 
I have been receiving from people in Illinois, here is this letter of 
April 10 which is actually a letter addressed to the president of the 
New York Central, Mr. William White, 230 Park Avenue, N. Y. 
This is a letter by Mr. Robert R. Young. At the top of this letter 
in large type there appears this imprint: “Copy for Hon. Everett 
McKinley Dirksen.” On the heels of it came this letter. This was 
addressed to me, Hon. Everett McKinley Dirksen, Senate Judiciary 
Committee, Senate Office Building. 

Drak SENATOR: This morning the New York Central published an advertise- 
ment of excerpts from its 1953 annual report. In the public interest I am en- 
closing a copy— 


See that, in the public interest— 
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of a letter which I have; a letter I have sent to Mr. William White, president 
of the railroad, commenting on this advertisement. Yesterday I sent to you a 
copy of a letter to Mr. White replying to his misleading proxy material. 
Sincerely, 
RopnerT R. YOuNG. 

I have never seen Mr. Young. I would not know him if he walked 
in that door. I have no recollection that I have ever seen Mr. White. 
I do not own one single share of railroad stock either in New York 
Central or Allegheny or Chesapeake or aly other railroad l know 
anything about, but this puts it on the basis of public interest and I 
felt I had to pursue it. It may be that we will have to pursue this 
some more. ‘This m: Ly have been addressed to me as a member of the 
Senate Judiciary Committee on the ground that I am a member of the 
subcommittee of the full committee that deals with monopoly. That 
may be a very fruitful field in which to make a further investigation, 
but since it has been suggested to my attention by at least one of the 
principal parties in interest, I hope you can then supply for this 
record everything that is pert inent to this proceeding. 

Mr. ouNsO IN, J W il] endeavor to do SO, We take ho offense. We 
are glad of your interest. We are very disturbed ourselves. I might 
tell you something further. We have a petition now and an amend 
ment or supplemental petition praying for a declaratory judgment 
on our part. It was served on the other parties. ‘The answer has not 
come. There is another petition bearing on the same subject and 


many of the things you have in mind yet to be passed on by us. 
QUESTION OF MONOPOLY 


Senator Dirksen. I suppose I should not raise questions that prop 
erly speaking would come before the Monopoly Subcommittee of the 
Judiciary Committee of which I am a member, but is there unre 
stricted information that you could offer, for instance, in this record 
that would make a package indicating according to your records what 
other interests in other roads Allegheny Corp. may have? What in 
terest. they contemplate if it has come to your attention officially, 
because obviously if it is not in your files and does not officially come 
to your attention, you would not know of course. 

Mr. Jounson. Allegheny files an annual report, and that would 
include the information you desire. I will send you applicable part 
of that report. 

Senator Dirksen. Just make the record complete so that the whole 
story will be told, because frankly I get very unhappy about ventilat- 
ing things like this in full-page advertisements in the newspapers like 
this one that appeared in the New York Times. That is two full 
pages. That is more thany any Senator should have to read of a 
controversy like this in a rather busy life. 

Things like this have been coming to my desk constantly. So you 
amplify the record and give us everything that will be relevant and 
pertinent. 

Mr. Jonnson. We will give you everything we think will be of 
interest. 

Senator Dirksen. At that point I will conclude that matter. 

Mr. Manarrte. May I inquire if you have seen the New York Times 
this morning ? 
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Senator Dirksen. No. 

Mr. Manarrtr. It has another full page. 

Senator Dirksen. I suppose, surely, that will be on my desk by the 
time I get to my office. 


RAILROAD SAFETY AND LOCOMOTIVE INSPECTION 


I note by Touse action that railroad safety and locomotive inspec 
tion have been carried in the committee print in other years as separate 

items have now been consolidated by House action. Is that correct? 

Mr. Jounson. That is correct. 

Senator Dirksen. There was either on my desk this morning with 
respect to that matter material making some protest. So this might be 
addressed to you or Mr. Grossman or Mr. Mills. We have here a 
letter from Senator Robertson of Virginia in which he raises some 
question about this and what the probable effect of the $40,000 cut 
made by the House would be. The assumption is that the economy 
would be affected by the gosh ition of these two bureaus. J] pre 
sume the question in every case is, Will there be any impairment of 
the efficacy of these functions of both locomotice inspection and rail 
road afety by virtue of this consolidation? Would vou like to address 
WESar> to th: at, or would Mr. Mills, or Mr. Grossman ? 

Mr. Jonnson. I will lead off and Mr. Clarke, who will be the ad 
ministrator of those bureaus will follow me and then Mr. Grossman 
and Mr. Mills are both here. 

To begin with, you remember the Wolf report that the § gry 
brought forth and whi ch has been urged upon it, we received it not 
reluctantly for we have long contemplated some reformatory arrange- 
ments in the Commission. The Wolf report is being put in effect. It 
recommended this reorganization. 

In fact, Senator, I entered the Interstate Commission in 1940 and 
within a month I recommended to the Commission that the Bureau 
of Service and Bureau of Safety and Locomotive Inspection be 
combined. It is a natural combination. It will lead to economy and 
will not impair sa fety. 

I cannot believe anybody would think that the Commission would 
deliberately or ignorantly impair safety. 

Senator Dirksen. I agree with you fully. 

Mr. Jounson. The Bureau of the Budget’s recommendations to 
the Congress were for one appropriation for the Interstate Commerce 
Commission without any delineation whatever. The House did com- 
bine the Locomotive Inspection and Safety, a very natural affinity. 


WOLF REPORT RECOMMENDATIONS 


Senator Dirksen. Senator Maybank has submitted a list of 13 ques- 
tions addressed to you and a list of 19 questions addressed to Mr. 
Grossman and a number of questions generally that I think we will 
submit to you. But since you are here, here are the questions that 
Senator Maybank raises with respect to testimony from you. To 
contained in the Wolf report? This was one of the recommendations 
contained in the Wolf report? This was one of the recomendations 
of the Wolf report? 
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Mr. Jounson. That was one. Senator, in repairing a machine, 
which they say is what we need, you cannot put it in the garage or 
shop and in a month or 6 months get it repaired. The Interstate 
Commerce Commission must be reorganized, repaired, and oiled while 
it is functioning in high order. So we have made one consolidation. 
This one takes place May 1. We have two others that will come along 
pretty soon. We are not rushng into it because we cannot. Our 
output must be sustained. 

Senator Dirksen. What are the other two bureaus, because that 
question is raised here, too. 

Mr. Jounson. We have combined Valuation and Accounts. That 
happened some time ago. May 1 is the Bureau of Safety, Locomotive 
Inspection and Service. 

Mr. Hamm, you have two more that will come in in the next 2 or 3 
months; is that right ? 

Mr. Hamm. That is right. 

Mr. Jounson. Senator, as we begin, you can understand the first 
step is largely grouping. Some economies may lap there, but as 
croupings lap and the personne! become more or less interchangeable 
through the years, the full fruition and benefit in economy will come, 
That is a grouping right now, nothing more. 

Senator Dirksen. I will submit these for the record and then when 
you get the transcript eA vou run through Senator Maybank’s 
questions and have Mr. Grossman run through the questions addressed 
to him. 

Mr. Jonnson. If you will give them to me, we will do that and not 
bother with the original transcript. We will take them, and Mr. 
Grossman by himself will answer those questions. 

The House action in connection with the appropriation for 1955 
for “Railroad safety and locomotive inspection” provided $1,684,000, 
which is the same as the total amount appropriated for 1954 for the 
two separate activities and is an increase of $60,000 over the amount 
included for these activities in the budget estimates for 1955. 

Commissioner Clarke, who has studied this more than I, will answer 
those and I will answer mine. You need not clutter up the original 
transcript at all. 

Senator Dirksen. Senator Robertson’s letter I will submit for the 
record, and these I will submit to you. 

(The letter referred to follows:) 

UNITED STATES SENATE, 
COMMITTEE ON APPROPRIATIONS, 
ipril 6, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 


Senate Appropriations Committee, 
United States Senate, Washington, D.C. 

Dear LEVERETT: When we take up the appropriation for Interstate Commerce 
Commission, please invite to appear before us the Director of the Locomotive 
Inspection Bureau and the Director of the Safety Bureau, in order that each 
may express his opinion of the action taken by the House in consolidating 
these two services. And, incidentally, of course, we can ask each of them what 
the probable effect would be of the $40,000 cut made by the House on the assump- 
tion that economy could be effected through the consolidation of these two 
Bureaus. 

With kindest personal regards, I am 

Sincerely yours, 
A. WILLIS ROBERTSON. 
45746—54——_19 
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INTERSTATE COMMERCE COMMISSION, 
Washington 25, April 20, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Appropriations—Independent Offices, 
United States Senate, Washington 25, D. C. 

Dear SENATOR SALTONSTALL: This is to provide answers to the questions raised 
by menibers of your committee concerning the proposed consolidation of the 
Bureaus of Locomotive Inspection, Safety and Service, which this Commission 
plans to make effective June 1, 1954. Earlier, the Commission had proposed to 
effect this consolidation May 1, 1954, but has advanced the date 1 month in view 
of the interest which your committee and others have shown in this matter. 

Listed below are the questions raised by your committee, followed by the Gom 
mission’s replies. 


FIRST LIST OF QUESTIONS 







1. To date, just what has been done in putting into effect the recommendations 
contained in the Wolf report? 

The Wolf report, to which this question refers, covers a survey of the organ 
ization and operations of the Interstate Commerce Commission conducted by the 
Wolf Management Engineering Co. during 1952 pursuant to a resolution of the 
Senate Committee on Interstate and Ioreign Commerce. The report of this 
survey is contained in the Senate committee’s document which was printed on 
February 2, 1953. The Senate committee commended the Wolf report to the 
Interstate Commerce Commission as a thorough analysis of its administrative 
problems and stated that the adoption of its recommendations should do much 
to promote more efficient and more effective performance of its many and varied 
duties. 

The Interstate Commerce Commission has adopted the Wolf report in principle 
and is now proceeding to effect as many of the recommendations as may be 
feasible. 

To date two major actions have been undertaken by the Commission in line 
with these recommendations. In this connection, the position of Managing Diree 
tor has been created to which Mr. BE. F. Hamm, Jr., was appointed on August 26, 
1953. Under the direction of the Chairman, the Managing Director is responsi 
ble for supervising all of the administrative operations of the Commission. The 
second action taken has been the consolidation of the Bureau of Accounts and 
Cost Finding with the Bureau of Valuation. This consolidation was made ef 
fective on January 1, 1954, and experience to date indicates that the merger has 
done much toward promoting efficiency in this area of work. 

Many other actions have been taken and programs have been started which are 
designed to correct other types of operating difficulties referred to in the Wolf 
Co. report In this connection, a stepped up personnel recruiting program has 
been initiated to provide replacements for current and anticipated retirements 
which are now occurring at a rapid rate, due to the age of many of the Commis 
sion’s more experienced staff members. Workload studies have been conducted 
in such areas as the Section of Complaints, Bureau of Motor Carriers, where 
experience has shown that there is insufficient personnel to handle the work 
Similariy, workload studies have been made in other areas where personnel re 
quirements have been less urgent. Prominent among those of the latter type is 
the study now in progress in the Bureau of Transport Economics and Statistics 
where every attempt will be made to curtail less vital statistical compilations 
und reports in order to obtain personnel savings which may be applied to such 
“areas as the Section of Complaints where the workload is more critical. Further 
au study of the organization, operations, space utilization, and clerical personne! 
of the many field offices of the Commission is now in progress. Preliminary 
analysis of the materials already obtained from this survey indicate that definite 
economies are possible which may also be applied to other areas where more 
serious backlogs exist. 

hy way of example only, a few of the management improvements, in line with 
Wolf report recommendations, which have recently been effected are briefly 
described below : 

(a) Surveys of space assignments and utilization has enabled us to release 
approximately 6,000 feet of space for use by other agencies. 

(b) Cataloging of files, dating from 1887 to the present, was completed, mak 
ing possible the future storage and disposition of the records 
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(c) The Section of Mails and Files has assumed the mails and files activities 
of the Bureau of Traffic at a substantial saving in salaries. 

(d) Revised voucher examination procedures have resulted in the elimination 
of some 2,000 index cards and substantial savings in employee salaries, 

(e) The Commission and the Treasury Department have secured substantial 
savings by elimination of a dual system of cash and check saliiry payments to 
employees. 

(f) Manpower has been conserved by making service of orders on the basis of 
special lists and by publication in the Federal Register instead of serving indi 
vidually all parties. 

(7g) In cooperation with carriers’ accounting officials, accounting rules have 
been adjusted in order to secure better disclosure of the most significant operat 
ing and management data. 

(h) In formal cases the increased use of the modified procedure has saved 
considerable time and expense of the examiners (and counsel for litigants, as 
well) by eliminating numerous oral hearings 

(i) Increased use of field attorneys to handle court actions in their respective 
areas has resulted in savings in travel and time for attorneys in the Washington 
office. 

In addition to the actions which the Commission has already taken in carrying 
out the recommendations of the Wolf report, a number of organizational pro 
posals are in the process of development. 

2. What Bureaus have you consolidated ? 

As pointed out in the reply to question No. 1, the Bureau of Accounts and Cost 
Finding was consolidated with the Bureau of Valuation on January 1, 1954. The 
Commission proposes the consolidation of the Bureaus of Locomotive Inspection, 
Safety and Service June 1, 1954 

3. Were these the Bureaus that were causing from 1 to 2 years’ delay in han 
dling legal cases? 

The only consolidation completed since the advent of the Wolf report has been 
that of combining the Bureau of Accounts and Cost Finding with the Bureau of 
Valuation on January 1, 1954. Other consolidation proposals, referred to above 
are now in preparation. These latter proposals will include bureaus handling 
legal cases 

4. Just what criticism has been directed towards those Bureaus and by whom 

The handling of cases in the Section of Complaints, Bureau of Motor Carriers, 
has been criticized by Congress, the Wolf report and by the motor carrier indus 
try. The Wolf report recommended more personne! with which to overcome the 
backlog in these cases. We shall, under the appropriation for 1955, increase our 
staff in the Section of Complaints. 

5. IT have heard many times that the Bureau of Locomotive Inspection and the 
Bureau of Safety are doing a good job. Why are you starting in on these instead 
of the Bureaus that are under criticism and really need attention—like the Bu 
reau of Statistics and the Bureau of Valuation? 

The Commission is pleased to acknowledge that the Bureaus of Locomotive In 
spection and Safety have done a good job. Nevertheless, the Wolf report indi 
cated that improvement, such as those which are expected to result from the pro 
posed consolidation, are possible. Actually, as pointed out above, the Bureaus 
of Locomotive Inspection and Safety were not the first to be given attention by 
way of organizational improvement. The approval on January 1, 1954, of the 
consolidation of the Bureau of Accounts and Cost Finding and the Bureau of 
Valuation attests to this fact. 

6. Did the Wolf report recommend that the Bureau of Service be consolidated 
with the Bureau of Locomotive Inspection ? 

Page 22 of the Senate document containing the Wolf report makes the following 
recommendation : 

“Bureau of Safety Inspection. We propose that the present Bureau of Loco 
motive Inspection, the Bureau of Safety, the present Section of Safety of the 
Motor Carrier Bureau, and the Section of Explosives under the Bureau of Service 
be consolidated.” 

7. There seems to be a lot of opposition from railway employees all over the 
country to the proposal for consolidating Locomotive Inspection with othe) 
Bureaus. Don't you think you are making a mistake in molesting an outfit that 
is already delivering? 

It has come to my attention that a number of the railway employees’ organiza 
tions are opposing consolidation of the Bureau of Locomotive Inspection with 
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other bureaus because they fear that this Commission will cease to give as much 
attention to the inspection of locomotives as it has in the past. This Commission 
has no intention whatever of taking any step which will reduce the effectiveness 
of the locomotive inspection program, which has such an important bearing on 
the safety of railroad workers and the traveling public. On the contrary, the 
proposed merger will make it possible for the Interstate Commerce Commission 
to provide an even better safety program than is possible at present. For exam- 
ple, this consolidation will: 

(a) Permit the development of a better coordinated program of railroad safety 
generally by providing a means for the interchange of information among the 
three bureaus to an extent not possible at present. Thus, for example, informa- 
tion which is now available to the Bureau of Safety on signal devices and train 
controls will also be available to locomotive inspectors. 

()) Reduce the number of bureaus from 3 to 1 and as a consequence reduce 
the number of officers performing liaison activities with the Office of the Managing 
Director with regard to budget, personnel, and other administrative matters. 

(c) Permit consolidation of certain record-keeping activities relating to inspee- 
tions as well as statistics on accidents and equipment failures. As a result, 
duplicate record keeping in the Commission and a reduction in the number of 
reports which the railroads are required to submit will occur. 

(d) Permit the establishment of better organization in the field as a means of 
providing more adequate supervision. In this connection, on page 24 of the 
Senate document which contains the Wolf report, the statement is made, “At 
present, the administrative bureaus at the Washington level, having service 
staffs in several districts and zones throughout the country, exercise direct-line 
as well as functional authority over their respective personnel. This long- 
distance supervision of the field personnel and their activities results in unsatis- 
factory administrative conditions. Field offices in most areas are physically and 
functionally separate from each other. Some employees work directly out of 
their respective homes with limited personal contact with their direct functional 
supervisors located in Washington.” 

Consolidation of the three Bureaus will permit the establishment of combined 
field-office organizations for railroad safety and service activities thus going 
far toward correcting the situation described in the Wolf report. 

(c) Provide a basis for the development of interchangeability among field 
personnel to the extent practicable, thus providing a more versatile, efficient, and 
more skilled inspection staff. 

(f) Provide a basis for much better use of travel funds which will occur 
where one inspector, instead of separate inspectors from each of the present 
three bureaus, can be sent to inspect out-of-town yards. Present travel allot- 
ments for each bureau permit travel by inspectors for only about one-half of 
their working days. More effective use of travel funds will permit the same 
number of inspections with fewer employees or a greater number of inspections 
with the staff presently available, 

(7g) By expanding the functions assigned to an individual inspector, each 
inspection can be made more all-inclusive of safety matters and thus be more 
effective. Loss of time and inconvenience to the rail carriers could be reduced 
and confined to the necessary minimum; i. e., the railroads will have to deal with 
fewer Commission personnel. 

(h) Separate investigation of accidents by inspectors of 2 and sometimes 3 
bureaus could be eliminated eventually by assigning 1 qualified inspector to be 
in charge of a comprehensive investigation, thus securing adequate coverage 
with fewer field employees. 

(i) Consolidation will also make possible efficiency and economy with respect 
te stenographic and clerical service, and general administration in the field. 
Similar functions with regard to reporting of accidents and violations, compila- 
tion of statistics, ete., performed by field inspectors of the separate bureaus 
could be merged and made more uniform. 

8. What experience has your new managing director had in the field of rail- 
way safety? 

Mr. FE. F. Hamm, Jr., the managing director, for the past 20 years has been 
in the publishing business devoted to transportation subjects. 

9. Why are you reducing the number of locomotive inspectors? 

Due to the fact that the number of locomotives in use has decreased steadily 
from the 62,000 which were in operation in 1912 to 41,000 now in operation with- 
out, to date, a corresponding decrease in personnel, and due to the efficiencies 
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which the Commission hopes to achieve should it be able to integrate the work 
of locomotive inspectors with the inspectors representing the other railroad 
safety programs, it was believed that the number of locomotive inspectors could 
be reduced from the 57 which were employed during 1954 to 50 which was the 
number included in the President’s 1955 budget. 

In 1908, when the Locomotive Act first became law, practically all locomotives 
were of the steam-driven type. As evidenced by the language of the act, which 
refers to inspectors as “inspectors of locomotive boilers,” the Bureau of Loco 
motive Inspection was established mainly to inspect locomotive boilers. How 
ever, the number of steam-driven locomotives has from 62,000 at the outset been 
reduced to less than 15,000 now in actual operation. Concurrently, with the 
advent of diesel and electric locomotives which now number 25,000, the job of 
inspecting locomotives has developed to be one predominately involving inspec 
tion of modern safety devices and appliances, which activity is much more akin 
to the type of work performed by the safety-appliance inspectors of the Bureau 
of Safety than was formerly the case. As generally known, a number of the 
railroad systems throughout the United States are now completely dieselized, 
evidence of one of the most revolutionary changes in railroad operations in the 
pust 50 years, 

The report of the House Committee on Appropriations—Independent Offices 
which considered the Commission’s 1955 appropriation request requires that 
the number of locomotive inspectors and the number of safety inspectors be 
not reduced. Accordingly, if the language of the Appropriation Act and the 
position of Congress as finally approved contains limitations on reducing the 
number of locomotive or safety inspectors, this Commission will, of course, 
maintain the same number of inspectors as were available in fiscal year 1954 
It is the belief of this Commission, however, that such restrictive action will 
negate one of the attempts of this administration in achieving economy 

10. The House committee has indicated in their report that locomotive in- 
spection is not to be consolidated with any other activity of the ICC. Are 
you planning to carry out their w ishes in this matter? 

It is not true that the House committee has indicated in their report that 
locomotive inspection is not to be consolidated with any other activity of this 
Commission. The report of the House Appropriations Committee—Independent 
Offices states, on page 19, that “the committee considered language proposed 
in the budget estimates for this agency which would consolidate into one 
appropriation the items heretofore carried as separate appropriations for ‘gen 
eral expense,’ ‘railroad safety,’ and ‘locomotive inspection,’ and does not agree 
that railroad safety and locomotive inspection [appropriations] should be con 
solidated with the other activities of the agency.” 

Further, on page 20 of this report, the statement is made that, “The com- 
mittee believes that in consolidating the t 





two appropriations [railroad safety 
and locomotive inspection] into one item, it will be possible to obtain more 
efficient performance in connection with this most important safety and inspec- 
tion work, as the inspection staff can be consolidated administratively and one 
inspector can examine for both types of activity at the same time.” Thus, 
it appears that the language of this report permits and directs the consolida- 
tion of the inspection staff of the Bureau of Safety and the Bureau of Locomo 
tive Inspection. However, the report continues by stating, “Activities of the 
Bureau of Service are specifically excluded from this appropriation as are all 
other activities which would in any way lessen the amount of railroad-inspection 
work as compared with 1954.” [Italics supplied.] Should the language of the 
Appropriation Act, or the position of Congress as it is finally determined, con 
tain these restrictive provisions, this Commission will, of course, comply with 
and support the desires of Congress and take no action to the contrary. 

11. Their report directs that no reduction be made in the number of inspectors 
Are you planning to abide by that? 

This Commission will abide by all decisions and instructions of the Congress 
For further details concerning this point, see the reply to question 9. 

12. What I want to get clear is whether you intend to go along with the wishes 
of Congress, or if you are planning to take action which we do not believe proper 
and in the interests of safety. 

As stated above, this Commission will comply with the wishes of Congress in 
this matter as in all others. 

13. In order that the record may be clear, and no misunderstanding, we desire 
a communication from the ICO stating precisely what you propose to do insofar 
as the Bureau of Locomotive Inspection is concerned. 
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The Interstate Commerce Commission proposes on June 1, 1954, to effect an 
organizational consolidation of the Bureaus of Locomotive Inspection, Safety 
and Service and to establish a new bureau designated as the Bureau of Safety 
and Service. In this Bureau, there will be 3 sections, 1 for locomotive inspec 
tion, another for safety, and a third for car service. Pending the decision 
of Congress on the extent to which the Commission may further proceed with in 
tegrating the activities of the personnel involved, the activites of the separate 
units of this Bureau will continue unchanged. Under this plan each of the sec- 
tions will carry out its activities in precisely the same manner as before, and 
each will have available the appropriations provided by Congress. Should ap- 
proval for integration of the work of inspectors be forthcoming, the Commission 
will proceed immediately to effect the economies and improvements noted above 
in reply to question No. 7 and as envisaged in the Wolf report 


SECOND LIST OF QUESTIONS 


1. Do you think that the inspectors in the three bureaus can be used inter- 
changeably in course of time? By this I mean the Locomotive Inspection, the 
Bureau of Safety, and the Bureau of Service. 

Since the inspectors of these three bureaus have all been recruited from rail- 
road operating departments, the Commission will be able to achieve a substantial 
amount of interchangeability after a proper training period. 

2. Is it not true that at the present time these inspectors are doing highly 
specialized work? 

It is true that the inspection staff of these three bureaus do, at present, 
specialize in conducting certain types of inspections. However, the very nature 
of their inspection work requires the inspectors on frequent occasions to inspect 
matters not normally assocated with their titles. For example, safety appliance 
inspectors of the Bureau of Safety, during the calendar year 1953, inspected 
over 14,000 locomotives ; the service agents in 1953 spent over 20 percent of their 
time inspecting the handling of explosives and other dangerous materials on rail- 
roads, and all inspectors join together when inspecting accidents and causes 
thereof. Due to the similarity of these functions, this Commission believes that 
greater efficiency will result should the means for achieving integration in fact 
be provided. 

3. Are not some of the inspectors of the Bureau of Safety, hours of service 
inspectors? 

Among the total of 89 inspectors assigned to the Bureau of Safety on January 
1954, 11 were hours of service inspectors. The function of inspecting for hours 
of service is quite similar to the type of inspection which the service agent makes 
and one which thé service agent should be able to assume without extensive 
training. 

$. Are not some of the inspectors of the Bureau of Service concerned with the 
transportation of explosives? 

The field staff of the Bureau of Service consists of 38 employees engaged in 
inspecting the handling of explosives and 39 service agents, each of whom de 
votes not less than 20 percent of his time to the handling of explosives. 

5. How many of the inspectors in the three services do you feel could imme- 
diately assume making the various types of inspections required? 

Immediately, without extensive training, the 53 safety appliance inspectors of 
the Bureau of Safety could undertake the inspection of explosives handling which 
is now performed by the inspectors of the Bureau of Service; at least 2 of the 
inspectors of the Bureau of Service could undertake locomotive inspections due 
to the fact that these 2 employees were former inspectors of locomotives under 
the Bureau of Locomotive Inspection; all service agents could conduct hours 
of service, safety appliance, and accident investigations due to their familiarity 
with these operations ; and approximately 11 inspectors of the Bureau of Safety 
have had operating experience as enginemen and firemen on railroads and should 
be able to conduct inspections of locomatives with a minimum of further training. 

6. How long do you think it will take to train the full force of inspectors so they 
ean make the different inspections? Do you think this is feasible? 

Taking into account the fact that many of the inspectors of the Bureau of 
Locomotive Inspection and the Bureau of Safety are older employees, it will 
probably take several years to achieve maximum interchangeability. It may be 
that the Commission will never be successful in broadening the capabilities of 
certain inspectors due to the age factor. However, it is the intention of this 
Commission in the future to recruit men of the capacity to perform all of the 
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duties required under the separate inspection programs. Certainly this is a 
feasible program. 

7. Do you think the Commission should go ahead with a consolidation of its 
own while the appropriations committees are considering this problem? 

This Commission will take no action which is at variance with the intentions of 
Congress. However, as of this date, no committee of Congress has stated that a 
consolidation of these three bureaus for administrative purposes only, without 
proceeding with actual integration of the several employee inspection groups and 
without commingling appropriation funds, is not to be undertaken. Therefore, 
this Commission plans to effect an administrative consolidation of this limited 
type, on June 1 of ths year. This Commission will, of course, follow whatever 
instructions the Congress may provide. 

8. Why is it that under date of March 24, the Commission made an announce- 
ment that the Bureau of Locomotive Inspection, the Bureau of Safety, and Bureau 
of Service should be consolidated into a Bureau of Safety and Service? Did not 
the Budget Bureau and the Commission originally recommend a Bureau of Rail 
road Safety and Locomotive Inspection? Why the change? 

The Commission knows of no other recommendation either by the Bureau of 
the Budget or by this Commission specifically limited to a consolidation of the 
Bureaus of Railroad Safety and Locomotive Inspection. The only proposal and 
the only plan which the Commission has in this matter is to consolidate the three 
bureaus—Locomotive Inspection, Safety, and Service. 

9. Don’t you feel the way the appropriations were set up heretofore covering 
the Commission was adequate and well suited to the needs of the Bureau of 
Locomotive Inspection and the Bureau of Safety? 

Historically, due to the separate development of the Bureau of Locomotive 
Inspection and the Bureau of Safety, Congress provided separate appropriations 
for these two activities. In the President's budget to Congress for 1955, a pro- 
posal was made to eliminate these two separate appropriations and combine them 
under the Commission’s “General expense.” The purpose of eliminating these 
separate appropriations was to give this Commission and the Bureau of the 
Budget more flexibility in assigning staff according to workload needs. 

10. Don’t you think these bureaus were conducted properly and efficiently? 
Then, why the change? 

As pointed out in the foregoing paragraphs and particularly in the reply to 
question No. 7 under the first set of questions, a substantial number of improve- 
ments in the way in which these separate bureaus operate can be made 

11. How deeply did the Wolf people go into the active work of these bureaus? 
To what extent? 

Representatives of the Wolf Management Engineering Co. spent approximately 
1 year examining the operations of this Commission and made their mature 
report recommended to us by the Congress. 

12. What do you think will ultimately become of the Bureau of Service? 
Don’t you think its work is important? 

The Commission considers the work of the Bureau of Service to be one of 
its most important activities, certainly of equal importance with that of Safety 
and Locomotive Inspection. Nothing in the proposed consolidation will serve to 
hamper the operations of either of these programs. Under the proposed con- 
solidation, the Bureau of Service continues its activities under the title “Section 
of Car Service, Bureau of Safety and Service.” 

12. Do you agree with Commissioner Knudson that the work of the Bureau 
of Service is greatly needed, especially in times of car shortage? 

This Commission does agree with Commissioner Knudson that the work of 
the Bureau of Service is greatly needed, and the Commission has approved the 
consolidation as recommended by the Wolf report. 

14. Don’t you think the agents of the Bureau of Service are the eyes and ears 
of the Commission as well as of the Defense Transport Administration? 

The characterization “eyes and ears of the Commission” has frequently been 
used when describing the work of the Service agents. Since the proposed con- 
solidation will not decrease the number or coverage of inspections concerning 
service activities, the implication of this question that this program will some- 
how be harmed, has no substance. On the contrary we will have a better 
supply of “eyes and ears” once the proposed consolidation is made fully 
effective. 

15. In what way do you think the work of these bureaus can be bettered if 
any consolidation takes place? 
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For reply to this question please see the reply provided to question No. 7 
under the first set of questions. 
Cordially, 
J. M. JoHnson, Chairman, 


Repiies BY CuHas. H. GRosSMAN, Drrecror oF LOCOMOTIVE INSPECTION, TO QUES- 
TIONS PrROPOUNDED By Hon, Everett McKINLEY DIRKSEN, SENATOR FROM ILLINOIS, 
AT HEARING OF THE SENATE COMMITTEE ON APPROPRIATIONS, APRIL 16, 1954 


Question 1. Did you, as Director of the Bureau of Locomotive Inspection, ap- 
pear at the budget meeting as well as before the hearings before the House 
Appropriations Committee and make your views known? 

Answer. No, I did not. 

Question 2. Why? 

Answer. I was not informed of the meeting and hearings and was not invited 
to be present and present testimony in support of my Bureau’s appropriation 
estimate. 

Question 3. Has this been the general policy in the past? 

Answer. Heretofore it has been the policy for the Director of Locomotive 
Inspection to attend all such hearings. Inasmuch as I did not testify at 
previous hearings on the 1955 estimate I offer the following comment on bill 
H. R. 8583 and accompanying House committee report. 

The action of the House committee is approved with two exceptions. One 
is the ceiling on travel expenses should be raised to permit full use of the 
inspectors employed. Second, in order to insure that there will be no lessening 
of locomotive inspection and to avoid possible future controvercies, the funds 
for enforcement of the Locomotive Inspection Act should be earmarked. 

The bill provides $1,684,000 for operation of the Bureaus of Locomotive In- 
spection and Safety. Heretofore, separate appropriations have been provided 
for each bureau. From the language used, it might be assumed that it was 
the intention to allocate $709,500 of this amount to enforcement of the Loco- 
motive Inspection Act, the amount appropriated in 1954, but such allocation 
would not be obligatory under the bill. For 1954 a ceiling of $112,620 was placed 
on travel funds leaving a balance of $596,880 for salaries and other purposes. 
If the same ceiling is provided for 1955, we shall have an unexpended balance of 
$11,880 after payment of salaries and other expenses based upon retaining 
present force of 56 inspectors, filling vacancy of Assistant Director, 1 GS-3 de- 
partmental vacancy and 1 GS-8 vacancy in tne field. The ceiling of $112,620 
for travel provides only approximately 11 days travel per month throughout 
his district for each inspector. We believe and recommend that the unexpended 
balance of $11,880 should be added to travel funds thus raising the ceiling to 
$124,500. However, I would invite the attention of the committee to the 
necessity of providing normal travel of 16 days per month for each inspector 
if the requirements of the act are to be properly enforced. To provide for this 
activity ceiling for travel should be placed at $150,220 and the total appropriation 
set at $747,100 which is identical with the amount appropriated for fiscal year 
1947. 

Question 4. How many employees do you have in the Bureau of Locomotive 
Inspection today? 

Answer. Ninety-six; comprising 56 inspectors, 22 departmental employees, 
and 18 field clerks. 

Question 5. What do you consider a normal force? 

Answer. One hundred twelve which would comprise 65 district inspectors of 
locomotives, 27 departmental employees, and 20 field clerks. 

Question 6. In other words, as of today you have 16 vacancies? 

Answer. That is correct. 

Question 7. In your previous statement you indicated that in order to provide 
normal travel for your 56 inspectors you would require $37,600 more, bringing 
the total amount for travel to $150,220 and your total appropriation to $747,100. 
Do you believe you can fully carry out the provisions of the act with that 
amount? 

Answer. We cannot do all that we consider necessary to fully accomplish 
the purpose of the Locomotive Inspection Act. This situation has been recog- 
nized by the Interstate Commerce Commission which said on pages 145 and 
146 of its 65th annual report for the period November 1, 1950, to October 31, 
1951: 
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“The jurisdiction of our Bureau of Locomotive Inspection, originally applicable 
to steam locomotive boilers, now covers all locomotive parts, and equipment of 
all types of locomotives, including diesels. The staff of the Bureau has never 
been of sufficient size to comply fully with the purposes of the statute. More 
recently the situation has further deteriorated, the time required for a thorough 
and proper inspection having increased because of the longer runs, higher speeds, 
and generally more intensive use of motive power, particularly of diesel-electrics, 
To comply fully with our safety responsibilities in this area requires 15 district 
insnectors in addition to the present force. 

Notwithstanding that the ICC is contemplating approval of rules for the in- 
snection of testing of multiple units, which will bring an additional 3,000 to 
1,000 units subject to inspection under the Locomotive Inspection Act, and the 
prospect of keeping attuned to the modern development of power for locomotives 
which includes gas turbine and possibly atomie power, if Congress will provide 
necessary funds for normal travel of our present force of 56 inspectors T be- 
lieve we can do a creditable job. Our trouble has been insufficient funds for 
normal travel for the men we now employ. 

Question 8. To what extent is there overlapping in the work of the Bureau of 
Safety and the Bureau of Locomotive Inspection? 

Answer. There is practically no overlapping of work of the Bureau of Safety 
and the Bureau of Locomotive Inspection. For example, the last annual report 
of the Bureau of Safety shows 14,303 locomotives inspected, of which 282, or 
1.97 percent, were found defective, and 392 defects were reported. However, 
this inspection only covered safety appliances such as footboards, handholds, 
and couplers. The last annual report of the Bureau of Locomotive Inspection 
shows 104,069 locomotives inspected, of which 10,154, or 9.79 percent, were 
found defective, and 30,1483 defects were reported. This inspection covers the 
entire locomotive and all its parts and appurtenances, including safety 
appliances. 

Question 9. In your opinion, has this slight overlapping with respect to inspec- 
tion of handholds and footboards to which you refer resulted in any difficulty 
in the operation of the two Bureaus? In other words, has it resulted in any 
criticism from the railroads or railway employees? 

Answer. There has not been and I have no record of any criticism from the 
railroads or railway employees in regard to safety appliance inspectors inspect- 
ing safety appliances and locomotive inspection inspectors inspecting the entire 
locomotive, including safety appliances. The Bureau of Safety under its au 
thority sets safety anpliance standards for both locomotives and cars and we 
cooperate with that Bureau with respect to locomotives. The time required to 
inspect safety appliances on locomotives is only a small fraction of the time 
reauired to inspect the entire locomotive. Because of the small inspection forces 
of both Bureaus, the amount of overlap in inspections is almost nonexistent 

Question 10. As IT understand your position, you believe that you can do a 
better and more effective job if these two Bureaus were permitted to operate 
as they are at present and without any change in the Locomotive Inspection Act? 

Answer. That is correct. I do not feel that it would be good policy to use 
locomotive inspectors on other work sacrificing locomotive inspection work. 
Because of the heavy workload our insnectors could not undertake any work on 
other equipment without neglecting their primary duties. As a comparative 
examnle, the Board of Transport Commissioners for Canada, which exercises 
jurisdiction over the 4,726 locomotives, has 10 assigned inspectors for these 
locomotives, or an average of 472 locomotives per inspector. As of April 1, 1954, 
we had 49, 373 locomotives subject to our jurisdiction which, with the present 
force of 56 inspectors. gives an average of 720 locomotives per inspector 

Question 11. T understand that the Wolf Management Engineering Co. ree- 
ommended the consolidation of these two Bureaus. How much time did they 
spend in your Bureau? 

Answer. I was not in Washington at the time of their investigation but the 
records indicate that 2 contacts were made by representatives of the Wolf Co. 
with officials in the Washington office—1 in September 1952 by Mr. Trger, 
who discussed for approximately 30 minutes with the former Director various 
matters nertaining to the Bureau’s functions and methods of performing our 
work. The records further indicate that a second visit was made hy .Mr. 8. 
Granville Smith and Mr. Traeger the latter part of September, who conferred 
for anproximately 1 hour with the 2 Assistant Directors and discussed matters 
pertaining to the duties of the work of the district inspectors. In other words, 
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this outfit spent approximately 1144 hours in the Washington office of the Bureau 
of Locomotive Inspection. 

Three representatives of the Wolf Co. conferred with inspectors of my Bureau 
at 7 field locations and spent a total of approximately 20 hours with them. It 
will be noted that the average conference was less than 3 hours in length and 
that no criticism of the work of the Bureau of Locomotive Inspection appeared 
in the Wolf report. 

Question 12. How many locomotives do you have subject to inspection today ? 

Answer. We have 13,759 steam locomotives, 26,614 locomotives other than 
steam, and 5,577 boilers mounted on locomotives other than steam, a total of 
45,950 units of equipment which are within the scope of the Locomotive Inspec 
tion Act, as amended. 

Question 13. Does it take as much time to inspect a diesel-electric locomotive 
as it does a steam locomotive? 

Answer. During my 35 years’ experience as district inspector of locomotives 
I have inspected more locomotives, both steam and other than steam, than anyone 
else in the Bureau and have reached the conclusion that because of its greater 
complexity more searching inspection is required of diesel locomotives than of 
steam locomotives where most parts are readily accessible. The time necessary 
to inspect either depends upon its general condition but, generally, proper inspec- 
tion of a diesel locomotive requires more time and meticulous effort than 
inspection of a steam locomotive. If the locomotive is in good condition, less 
time is required to inspect it than would be the case if in bad condition. The 
latest records available indicate that approximately 90 percent of the steam loco- 
motives were built before January 1, 1940, and that approximately 95 percent 
of locomotives other than steam were built subsequent to that date, 45 percent 
or more being less than 3 years old. Naturally, the older steam locomotives 
require more time for inspection, but as the diesel locomotives increase in age 
this will change. For example, in 1948 we had 9,803 locomotives other than 
steam and, of those inspected, 4.1 percent were found defective, while last year, 
1953, we had 25,374 locomotives other than steam, of which 8.7 percent inspected 
were found defective. In this connection the following excerpt is pertinent: 


“TESTIMONY PRESENTED BY MR. J. M. SYMES, EXECUTIVE VICE PRESIDENT, PENNSYL- 
VANIA RAILROAD, BEFORE PRESIDENTIAL EMERGENCY FACTFINDING BOARD ON NON 
OPERATING UNION DEMANDS 


[Railway Age, April 5, 1954, p. 9] 


“The large economies (of diesel operation) that have been obtainable in recent 
years * * * are no longer available. We are piling up added maintenance 
liabilities on these locomotives as they become older—and, even more important, 
large sums of money are still owed on the installment buying of the locomotives 
themselves.” 

Il would like to point out that the diesel-electric locomotive is more complex 
than a steam locomotive. In a diesel-electric you have the powerplant, which 
is one or more diesel engines, the generators, the traction motors, wiring and 
electric and pneumatic controls to contend with. Many of the diesel-electric 
locomotives are used on continuous runs as long as 2,200 miles, and at speeds 
up to and exceeding 100 miles per hour. It stands to reason that to perform 
this service the locomotive must be in good condition and to ascertain that it is, 
should receive a thorough inspection before being dispatched at its initial ter- 
minal. This would require a more detailed inspection than would a steam 
locomotive. Diesel-electric locomotives in extended service are usually inspected 
en route at some intermediate terminal where engine crews change; where there 
are only 10 or 20 minutes dead time and the locomotive is not uncoupled from 
the train. Our inspectors at these points would not be looking for details but 
would primarily be concerned with conditions that imminently affect safety, such 
as defects developing en route. To enumerate a few would be cracked wheels, 
overheating traction motors or bearings, parts working loose that might cause 
a derailment, overheating engines that could result in a crankcase explosion, 
oil leaks onto engine-room floors and runways that would cause insecure footing 
or create a fire hazard. 

An intermediate inspection such as this requires the use of the very best 
judgment on the part of the inspector. If the locomotive is in condition to 
continue its trip and safely perform the service to which it is put he should limit 
his inspection so as not to delay the train beyond its scheduled departure time. 
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If on the other hand inspection discloses some defect or condition that adversely 
affects safety it is the duty of the inspector to withhold the locomotive from 
service, notifying the carrier in writing that the locomotive is not in serviceable 
condition and therefore shall not be used until repaired and in serviceable con 
dition. The inspector is clothed with wide authority which carries with it 
comparable responsibility. 

Question 14. Records indicate that there has been a decrease in percentage 
of defective locomotives and somewhat fewer accidents than in earlier years of 
the law. In face of that why should not inspection activities be reduced? 

Answer. It may be emphasized that any decrease in the activity of an enforce- 
ment agency will result in an increase in the abuses that the agency was estab 
lished to correct. The measure of effectiveness of the work of my Bureau should 
be on basis of accidents that do not happen than by those that do oecur. The 
effect of decreased enforcement in the past 2 years is already apparent. Further 
reduction in our activities will be followed by reversion to conditions which 
have improved by nearly 43 years’ intensive effort. 

Question 15. Do you consider the contemplated plan to use inspectors of the 
Bureaus of Locomotive Inspection, Safety and Car Service practicable? 

Answer. No. These inspectors are trained in different branches of railroad 
operation and interchangeability might be analogous to using medical doctors, 
dentists, chiropodists and veterinarians interchangeably in a hospital clinic. 
Personally, if I had an aching tooth I would not be happy to have it examined 
by a chiropodist. I do not know of any city municipal regulatory body that 
attempts to use plumbing inspectors to inspect elcetrieal installations, building 
inspectors to inspect plumbing, or boiler inspectors to inspect structural features 
of building construction. Figuratively that is what is proposed under the pro- 
posed consolidation, If interchangeability of the inspectors of the three Bureaus 
is attempted the ICC will be ridiculed throughout the transportation industry. 

The railroads have determined by experience that in highly specialized fields 
of the mechanical and transportation departments it is desirable and necessary 
to confine actvities of their specialists to the fields in which they are best 
qualified. These employees are not used outside of the fields of specialized 
qualification. 

Comparison of required service experience for the positions of inspectors of the 
Bureaus of Locomotive Inspection and Safety shows overlap in the occupations 
of locomotive engineer, fireman, master mechanic and road foreman of engines. 
Experience gained in other specified occupations would qualify for one bureau 
but not the other. 

A review of the background of inspectors of both Bureaus bas been made with 
the foNlowing results: 

Bureau of Locomotive Inspection: Of the present 56 inspectors, there are 
21 with past experience as enginemen and 1 who formerly was an inspector 
of train controls with the Bureau of Safety. 

Bureau of Safety: Of the present 92 inspectors, there are 11 with past 
experience as enginemen and 1 who had previously passed examination for 
the position of inspector of locomotives. 

It will thus be noted that of 148 inspectors employed by both Bureaus, only 
84 would be qualified on the basis of experience to be used on an interchangeable 
basis. Of the remaining 114 inspectors, the 34 locomotive inspectors could, by 
reason of their mechanical background, be trained to inspect safety appliances 
The 80 safety inspectors, who are drawn mainly from the ranks of trainmen, 
car-shop employees, and signal-department employees, do not have the locomo 
tive-department mechanical background necessary for development as locomotive 
inspectors. The cost of an attempted training program for these 80 men would 
be prohibitive and would almost certainly be doomed to failure. 

With respect to inspectors of car service, I might point out that these men 
have generally been recruited from the transportation departments of various 
railroads and have neither mechanical knowledge or background which would 
enable them to satisfactorily discharge the duties of inspector of locomotives 

Question 16. What are the most common defects or conditions that affect 
safety found on locomotives today? 

Answer. Accidents on steam locomotives are most frequently caused by boiler 
explosions, defective crossheads, guides, injectors and connections, brakes and 
brake rigging, flues, steampiping and valves, and reversing gear. 

Accidents on locomotives other than steam are generally caused by oil fires, 
crankcase explosions, short circuits in electrical equipment, electrical devices, 
brakes and brake rigging, couplers, and particularly wheels. 
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Cracked and broken wrought-steel wheels under diesel-electric locomotives 
have caused much concern. Two serious accidents involving derailments and 
causing 2 fatalities and 73 injuries have resulted from failed diesel wheels 

As of April 9, 1954, records of 392 cracked and broken diesel wheels were on 
file with the Bureau of Locomotive Inspection. Inasmuch as any cracked or 
broken diesel wheel could be the potential cause of a serious accident, it is essen- 
tial that proper and adequate inspections be in effect at all times. 

Question 17. Suppose an inspector orders a locomotive out of service for repairs 
and the railroad company does not feel that he was justified in such action; has 
the company any recourse? 

Answer. Section 6 of the Locomotive Inspection Act, as amended, provides that 
a carrier may within 5 days following receipt from an inspector of a written 
notice ordering a locomotive out of service for repairs may appeal to the Director 
of Locomotive Inspection, Upon receipt of the appeal, the Director of Locomotive 
Inspection shall assign an Assistant Director or another inspector to reexamine 
and inspect the locomotive within 15 days from date of the written notice. If 
the decision of the original inspector is sustained, the carrier has a right of 
appeal to the Interstate Commerce Commission within 30 days from date of 
notice from the Director sustaining the original inspector's order. 

Question 18. Have there been many appeals made by railroad companies? 

Answer. Since the Locomotive Inspection Act became effective on July 1, 1911, 
only 15 formal appeals by the carriers have been taken from the decisions of 
our district inspectors. Jn 10, of these cases the decisions of our inspectors were 
fully sustained; in % cases the decisions of our inspectors were partially sus- 
tained and partially overruled; in 2 cases the decisions of our inspectors were 
overruled. 

No appeals were made to the Interstate Commerce Commission from the de- 
cision of the Director of Locomotive Inspection through the entire existence of 
the Bureau. 

Question 19. How are the rules and standards by which locomotive inspectors 
are governed formulated? 

Answer. The original act provided that each carrier should file its inspection 
rules and instructions within 3 months after approval of the act; that the Direc- 
tor of Locomotive Inspection (then Chief Inspector) was instructed to prepare 
rules for such carriers as failed to file their rules; that such rules when approved 
by the Interstate Commerce Commission and served upon designated officers 
of carriers should become obligatory. 

The procedure was followed in formulation of original rules and instructions 
for steam boilers, for all parts of locomotives and tenders and for locomotives 
other than steam following amendments of March 4, 1951, and June 7, 1924, 
respectively. 

In each case when proposed rules and instructions had been prepared by the 
executive head of the Bureau a conference was held with representatives of the 
Bureau of Locomotive Inspection, the carriers and the railway employees’ or- 
ganizations participating. When agreement had been reached with respect to 
scope and wording of the various proposed rules these rules were forwarded for 
approval by the Commission. This procedure provided a common ground of 
understanding and prevented future controversies based upon individual inter- 
pretation of any rule or rules. 

Changes in or additions to individual rule or rules have been handled by the 
Director with the Commission. 

Cuas. H. GrossMAN, Director. 


Senator SauronstaAtu. I also have letters from Senator Knowland 
and the National Industrial Traffic League to be inserted in the record. 
(The letters referred to follow :) 


UNITED STATES SENATE, 
COM MITTER ON APPROPRIATIONS, 
April 14, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Appropriations Subcommittee on Independent Offices, 
Senate Office Building, Washington, D. C. 
Dear Lev: Recently I had a letter from Mr. D. E. Crimmins, of El Cerrito, 
Calif., in which, among other things, he states: 
“The present 1955 budget, page 126, lumps the appropriation for the Bureau 
of Locomotive Inspection with 2 other bureaus in the ICC—the Bureau of 
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Safety and the Bureau of Service and the following explanation is given: 
5. Railroad safety and car service. Field staff promotes safety of railroad 
employees aud passengers by enforcing compliance with the Locomotive Inspee 
tion Act and inspecting safety appliances and signal installations end devices 
Car-service agents work directly with carriers and shippers in handling prob 
lems related to the transportation of property by railroad. Although the money 
allotted to the Bureau of Safety remains the same and the money for the 
Bureau of Service is increased by $95,867, the funds allotted to the Bureau of 
Locomotive Inspection have been reduced $60,000. The last figures available 
show that the Bureau of Safety found only 3.67 percent of the freight cars in 
spected to be defective and 3.76 percent of the passenger cars defective. On 
the steam locomotives 13.8 percent were defective and on ‘other than steam’ 
9.3 percent were defective. The 1955 budget would cut the number of authorized 
inspectors from 65 to 50 and allocate funds sufficient to employ only 48 Past 
experience has proven that lump-sum appropriations such as this allotted to 
the Pureau of Locomotive Inspection could be siphoned off to some other ICG 
function fecause of the above I urge you to keep separate the allocation for 
the Bureau of Locomotive Inspection and to also increase it sufficiently to 
provide enough inspectors to ‘police’ railroad locomotives and insure the safet 

of not only railroad employees, but that of the traveling public I urge you 
to support this increased allotment because I have recently experienced two 
things that definitely prove the necessity for same. In the first instance, we 
were called on to utilize the fire extinguishers located on the engine and we 
found that each one was empty or had not been inspected for so long so as to 
allow the contents to become useless; the second instance is the headlight on our 
Alco-type locomotives used on passenger trains. The headlight on my ear i 

stronger and shines farther A complaint to our carrier drew the suegestion 
that we stop the Marrs light (the one which revolves back and forth) and utilize 
it althovgh it is installed on these locomotives as a warning signal to car 


aproaching crossings, ete., and not as a headlight It is impossible to see a 
crossing a block away and think how dangerous this can be when you are 
traveling 80 miles per hour In addition to the above there have been so many 
mechanical failures that it would be impossible to list them all herein.” 

| ould be pleased to have any comments you might care to make regarding 


this matter 
Sincerely yours, 
WILLIAM F. KNOWLAND 


THe NATIONAL INDUSTRIAL TraFric LEAGUE, 
Washinoton, D. C April 14, 1954 
Hon. Levrretr SALTONSTALT 
Chairman. Subcommittee on Indenendent Offices ippropriations, 
Senate Committee on Appropriations, 
Washington, D. ©, 


\LI You will recall that for several vears past. the 
National Industrial Traffic League through its special committee on the budget 
of the Interstate Commer Commission has been concerned abhout 
appropriated by Congress for carrying on the activities of the Commission. The 
committee has during the period referred to offered testimony in publie hear 
ings supporting larger appropriations than have been approved by the Hous 


Drar St ATOR SALTONST 


The Commission’s appropriation for the fiscal year endi June 30, 1955 
now being considered by your committee For this period, the Bureau of the 


Budget recommended total appropriations of $11,500,000. The House Com 
mittee on Appropriations approved the recommendation of the Bureau of the 
Budget and recommended this entire amount to the House which in turn 


proved the recommendation in H. R. 8583, the independent offices appropriati« 
bill 


While our organization is not convinced that the funds approved by the House 
for the Commission are entirely adequate, we feel that substantial progress | 
been made in supplying the Commission with adequate funds As you know 
H. R. 85838 provides an increase for fiscal year 1955 of $216,000 over the 1954 
appropriation and the 1954 appropriation wa ome $280,000 in excess of the 


1953 figure In view of this situation and the further fact that some organiza 
tional changes have been made within the Commission and others are in 
prospect which no doubt will add to the efficiency and economy within the Com 
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mission, we have decided not to request your subcommittee to recommend any 
greater appropriation for the Commission than has been approved by the House. 
We do earnestly request, however, that the full amount of $11,500,000 approved 


by the House be likewise approved by your subcommittee and recommended 
to the Senate for passage. 


The National Industrial Traffic League is a voluntary, nonprofit organization 
composed entirely of and representing shippers and receivers of freight trans- 
ported by railroad and other common as well as contract carriers subject to the 
Interstate Commerce Act. The members are situated in all sections of the 
country. They represent almost every kind and type of goods transported in 
interstate commerce. Its membership is composed of both large and small ship- 
pers, the buyers and users of all types of transportation. 

Respectfully submitted. 

SPECIAL COMMITTEE ON BUDGET OF THE 
INTERSTATE COMMERCE COMMISSION, 

GrorGe H. SuHarer, Chairman. 

ALONZO BENNETT. 

R. A. Cooke, 

W. H. Day. 

FRANK A, LEFFINGWELL. 

LEE J. QUASEY. 

Joun S. BurcuHmore (ex officio). 

Senator Dirxsen. I have only one residual question. That goes 
back to the line of inquiry I made a moment ago. Would it be your 
opinion that what is involved in this whole controversy being so freely 
ventilated now that there would be some justification for either branch 
of the Congress or the committees of Congress to make a formal in- 
vestigation of this matter in the public interest ? 

Mr. Jounson. We would have no objection at all.. We would wel- 
come it. Itis rather a vast deal, as youcan understand. 

Senator Dirksen. We undertake vast deals up here. 

Mr. JoHnson. We do, too. Matters of this sort where there is so 
much public interest and so many stockholders are very troublesome. 
This petition before us will be answered in the matter of another 10 
days. Then we will take that under advisement. Whether or not I 
would advise you to undertake now or after we can make a finding in 
that petition, I do not know, because it affects the allegations in the 
formal petition and its affects an admonition in our order which I will 
show you. There isarelationship there. Maybe 2 weeks from now or 
maybe later we will have passed on that petition. Maybe then you 
would more easily arrive at a conclusion whether or not you should in- 
stitute an investigation. That is only an idea of mine at the moment. 
I have not even talked to the other Commissioners about it. "Whatever 
you do, Senator, we will give all the help to you we can. You will find 
no antagonism in the Commission. 

Senator Dirksen. Of that Lam certain. 

Senator SarronstaLu. Thank you very much, Mr. Johnson. 

The committee will stand in recess until 2: 15. 

(Whereupon, at 11:55 a. m., a recess was taken until 2:15 p. m.) 
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AFTERNOON SESSION 
NATIONAL CAPITAL PLANNING COMMISSION 


STATEMENTS OF JOHN NOLEN, JR., DIRECTOR; WILLIAM S. CHEAT- 
HAM, GENERAL COUNSEL; CARL R. NOLTE, ASSISTANT SECRE- 
TARY; JESSE F. NICHOLSON, SECRETARY TREASURER, THE 
MARYLAND-NATIONAL CAPITAL PARK AND PLANNING COMMIS- 
SION 


REQUEST FOR RESTORATION OF HOUSE CUT 


Senator SALTONSTALL. The committee will come to order. 

We will take up first the National Capital Planning Commission. 

Mr. Nouen. Mr. Chairman, we have submitted to you a request for 
the reinstatement of a small item that the House disallowed, but which 
was— 

Senator SacronstaLL. We will put this in—Is it Mr. Nolen? 

Mr. Noten. That is right. 

Senator SarronsTaL.. We will put in your statement at the start of 
the hearing. 

(The statement referred to follows :) 


NATIONAL CAPITAL PLANNING COMMISSION, 
Washington, D. C., April 12, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, United States Senate, 
Washington, D. 0. 


Dear SENATOR SALTONSTALL: At its meeting, April 1 and 2, 1954, the Na- 
tional Capital Planning Commission directed its Chairman and staff to appeal 
to your committee to reinstate the $12,000 which the House of Representatives 
took out of our salaries and expenses budget as submitted to Congress by the 
Director of the Budget. 

This reduction denies the Commission the two new positions which are neces- 
sary to meet the minimum staff requirement for the performance of new func- 
tions given the Commission under Public Law 592 (S2d Cong.), approved July 
19, 1952. 

One of these positions is for an associate planning engineer with special 
qualifications in traffic and highway engineering and cost analysis. These serv- 
ices are needed to aid the Commission in connection with its responsibility to 
plan for major thoroughfares and necessary transportation facilities. There is 
no person so qualified on the present staff who can devote the time required and 
the need is acute. 

The other new position is for an assistant planner who would make the basic 
neighborhood planning studies in the deteriorated sections of the city in connec 
tion with slum clearance and urban redevelopment and renewal under the Hous- 
ing Act. If someone on the present staff attempts to do this work in part, that 
staff member's regular work must be sacrificed. 

If the Senate restores the $12,000 to make a total of $155,000 for salaries and 
expenses, only 18.2 cents per capita would be spent for city planning in contrast 
to the amount spent by 10 other large cities in the United States which spend 
from 20 to 27 cents per capita. Such cities include, for example, Philadelphia, 
Cleveland, Seattle, San Francisco, and Los Angeles. 

As the Commission is in dire need of these 2 additional staff members, the 
committee is urged to reinstate the $12,000 reduction made by the House. 

The suggested page and line amendment is attached. 

Respectfully, 
JOHN NOLEN, Jr., Director 
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AMENDMENT FOR NATIONAL CAPITAL PLANNING COMMISSION IN THE SENATE 
APPROPRIATIONS COMMITTEE 


On page 33, line 8, strike out “$143,000” and insert in lieu thereof “$155,000.” 
PLANNING TECHNICIANS 


Senator SALTONS' \LL. You want the $12,000 restored ? 

Mr. NOLEN. Yes, S 

Senator SALTONSTALL. You are satisfied with the amount given for 
land acquisition ¢ 

Mr. Noten. Yes, sir. 

Senator SaAvronsraLy. There is change in that? 

Mr. Noten. That is correct. 

Senator SALTONSTALL. What do you need this $12,000 for? 

Mr. Noten. This is for two grade 11 positions which are necessary 
to fill a gap in our technical organization. At the present time we have 
the required supervisory staff for the size of our organization. We 
have the required number of draftsmen but we do not have the required 
number of planning technicians. So we have an incomplete organiza 
tion. These two positions which we have requested this year are de 
signed to fill an important need. In one case we need an engineer who 

capable of analyzing traflic reports and data, and submitting the 
results of his analysis to the Commission. In the second place, we need 
a planning engineer to undertake the neighborhood studies required 
for initiating redevelopment projects in the old slum sections of the 
city. 

We have at the present time no one to undertake either of thos e 


two duties. You see. we are operating with a skeleton organization 
that has only beer slightly expanded since the passage of our reor 


ganization bill of 1955 

So we are understaffed. T might say this, that our staff needs were 
reviewed very carefully by the Bureau of the Budget this year with 
the conclusion that the Bureau approved the same estimates we had 
submitted last year, namely $155,000 in total. 

Senator Sanronstautn. The increase from last vear 1 approximately 
S30.000 Is that right? 

Mr. Noten. That is right 

Senator SaAvronstaLh. How much of that is for increased salaries ? 


REGIONAL SURVEYS 


Mr. Noten. Most of that is for the work of the Regional Planning 
Council. We had an item in there for undertaking certain regional 
surveys. For example, one particular undertaking that seemed to us 
important was to complete the economic base studies that were made 
separate ly for the surrounding counties but never made for the Dis 
trict of ( Y lamb a or for the Washington region as a whole. We feel 
at this time with employment slackening off, and the Washington 
area generally taking an account of itself, this is a good time to have 
a sone economic base survey of the entire Washington area. 

Then we have also a regional water sup ply study that we believe 
is highly desirable. Separate studies made by the suburban agencies 
and by the District of Columbia need to be correlated in some overall 
study of the future water supply needs of this area and the potential 
sources of supply. 
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Senator SALTONSTALL. In other words, it is a question of doing your 
work, you believe, as thoroughly as you can do it, you need two new 
men, If you do not get these two new men, you will struggle along 
but some of your work will have to be let go? 

Mr. Noten. That is correct. You see, the amount allowed us by 
the House, the additional amount, was not for increased staff but for 
these additional studies and other expenses referred to. 

Senator SavronsTauu. And you do not feel that you can make these 
additional studies unless you get these two people? 

Mr. Nc ven. They are a necessary part of the organization to under 
take our regular work, yes. 

Senator SavronsraLL. Thank you very much, 


LIMITATION ON PURCHASE OF PERIODICALS 


Mr. Noten. We have, Mr. Chairman, one minor language change. 
We had requested in the budget submitted by the President, $150,000 
for periodicals and newspapers. 

Senator SALTONSTALL. You mean $150? 

Mr. Noten. What did I say? 

Senator SALTONSTALL. $150,000, 

Mr. Noten. lam sorry, it is$150. We would like that changed from 
$100 to $150. 


(‘I he language change referred to follow fs 


AMENDMENT Proposed To H. R. 8583, INDEPENDENT OFFICES APPROPRIATIONS BIL 
FiscaL YEAR 1955 


NATIONAL CAPITAL PLANNING COM MISSION 


Page 32, line 24, strike out the figure “$100.00” and insert in lieu thereof 
“$150.00”. 

This amendment will not increase the amount of the appropriation It is 
necessury for the Commission to subscribe to publications such as the Washing 
ton Law Reporter for legal notices jn connection with the purchase or condem 
nation of land If the present limitation remains the same, the Washington Law 
Reporter and some other necessary printed matter will not 


vw available 

Senator SavronstaLt. If you do not get that, you cannot give the 
proper publication required by law to the condemnations, 1s that 
correct ¢ 

Mr. Noten. That is correct, and to keep track of what appears in 
the legal notices. 

Senator SALTONSTALL. How much did you get last year ¢ 

Mr. Noten. $100; our budget requirements take us right up to $96. 

Mr. Cueatuam. If I may add, Senator, some of us subscribed out 
of our pockets to 1 or 2 of the things that we needed this last year. 
That is the way we made out. 

Mr. Nouen. It does not change the appropriation total, of course. 


COMMUNICATIONS 
Senator Sarronstaun. All right. Thank you very much. 
There are two letters here, one from the American Institute of Plan 


ners, and the other from the Inter-Federation of Culture, which we 
will put into the record. 


45746—54———20 
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(The letters referred to follow :) 


AMERICAN INSTITUTE OF PLANNERS, 
Cambridge, Mass., April 12, 1954. 
Hon. StyLes BrinGeEs, 
Chairman, Committee on Appropriations, 
United States Senate, Washington, D. C. 


Dear SENATOR Brinces: Legislation now before the Senate Committee on Ap- 
propriations deals with the 1955-56 appropriation for the National Capital Plan- 
ning Commission. It is my understanding that the amount requested by the 
President is $155,000. On behalf of the American Institute of Planners, I wish 
to urge that at least this sum be approved. It is less than is needed to do an 
adequate job of city planning for Washington and environs, and less compara- 
tively than is currently being spent by local governments for cities of the same 
size. 

The American Institute of Planners is deeply concerned that the Nation’s 
Capital, as our seat of Government and as the center for many world affairs, 
should become a modern and efficient city. Progress toward this goal requires a 
high level of city planning activity. Under the 1952 Plannting Act, the National 
Capital Planning Commission was allocated the functions and duties necessary 
to do the job, including service to the newly created Regional Planning Council. 
It has not yet been granted the funds essential to perform these functions. 
Progressive cities of comparable size regularly appropriate from 20 to 30 cents 
per capita for their planning agencies; the $155,000 requested would fall below 
the bottom of this range. A sum of $250,000 would be more nearly adequate, 
and fully justified. 

We would be glad to submit fuller documentation, or to be represented at 
committee hearings, in order to reinforce this recommendation, if you so wish. 

Respectfully submitted. 


JoHNn T. Howarp, President. 
INTERFEDERATION COUNCIL 
Representing civic organizations of Washington and the metropolitan area 
RESOLUTION 


Whereas the Capper-Cramton Act, enacted in 1930, provides, in part for joint 
acquisition by the National Capital Planning Commission and the Maryland- 
National Capital Park and Planning Commission of parks and park lands in 
the State of Maryland; and 

Whereas, master coordinated plans have been adopted by the National Capi- 
tal Planning Commission and the Maryland-National Capital Park and Planning 
Commission, some of which provide for projects still in the process of acquisi- 
tion ; and 

Whereas orderly plans for the development of stream valley parkways in 
Maryland are highly desirable from a planning standpoint, and their proper 
execution is extremely important to the residents of the Washington Metro- 
politan area ; and 

Whereas this year the National Capital Planning Commission has reduced 
its request to $126,000 which is the minimum amount required to carry this pro- 
gram forward, and which amount has Budget Bureau approval; and 

Whereas the Maryland-National Capital Park and Planning Commission plan 
for park land purchases has been laying dormant for 3 years due to the failure 
of Congress to appropriate the Federal share of funds for Maryland purchases 
under the Capper-Cramton Act during that period; and 

Whereas the Maryland-National Capital Park and Planning Commission has 
pending commitments with many private builders who have reserved land for 
park purposes, and failure of Congress to appropriate adequate Federal funds 
will require extensive revision of the Commissioner's plans and either a sharp 
curtailment of the acreage sought, if not the loss of all the land reserved for 
park purposes, or at a later date a request for larger appropriations: Now, 
therefore, be it 

Resolved by the Interfederation Council, That the Congress of the United 
States be strongly urged to approve that portion of the budget of the National 
Capital Planning Commission recommending the appropriation of $126,000 as 
the Federal share for Maryland land purchases under the Capper-Cramton 
program for the fiscal year commencing July 1, 1954; and be it further 
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Resolved, That the Congress of the United States be requested to appropriate 
annually adequate funds to continue an orderly program for the acquisition 
of parks and parkways in the Washington Metropolitan area, and that the land 
purchase provisions of the Capper-Cramton Act be neither repealed nor modi- 
tied ; and be it also 

Resolved, That copies of this resolution be sent to Senators Byrd, Butler, Rob- 
inson, and Beall, to Congressmen Hyde, Small, and Broyhill, chairmen of the 
Appropriations Subcommittee on Independent Offices of the Senate and House of 
Representatives, to the Director of the bureau of the Budget and to the chair- 
men of the National Capital Planning Commission, the Maryland-National Capi- 
tal Park and Planning Commission, and the Fairfax County Park Authority. 

By authority of the president of the Interfederation Council. 

[IRMA BoGDANOFF, 
Mrs. Reuben Bogdanoff, 
Secretary Treasurer. 
Hyattsville, Md. 


Senator SavronsraLy. The next group is the Renegotiation Board. 
RENEGOTIATION BOARD 


STATEMENTS OF GEORGE C. McCONNAUGHEY, CHAIRMAN; JOHN H. 
JOSS, BOARD MEMBERS; CHARLES F. MILLS, BOARD MEMBER; 
AND M. L. REESE, DIRECTOR, OFFICE OF ADMINISTRATION 


PREPARED STATEMENT 


Senator Savronstaty. Mr. McConnaughey, we have a letter from 
you to Mr. Cooper dated March 31, 1964, and your statement to this 
committee, your formal statement, whic h we will put into the record 
at this point. 

(The documents referred to follow :) 


THE RENEGOTIATION BOARD, 
Washington, D. C., March $1, 1954. 


SUBCOMMITTEE IN CHARGE OF INDEPENDENT OFFICES APPROPRIATIONS BILL, 1955, 
United States, Senate, Washington, D. C. 
(Attention: Mr. Earl W. Cooper, Clerk.) 

DEAR Mr. Cooper: I am in receipt of a letter from the Honorable Leverett 
Saltonstall dated March 29, 1954, in which he suggests that I indicate by page 
and line of the appropriations bill for independent offices, reported to the House, 
the changes I deem to be absolutely necessary in such bill as it relates to the 
operations of the Renegotiation Board. Also, it was suggested in the letter of 
March 29, 1954, that I should give reasons for any such changes in the aforesaid 
appropriations bill, as reported, and that the proposed changes with reasons 
therefor should be transmitted to you by April 8, 1954. 

To implement adequately the renegotiation process in the interest of the 
contractors and the Government it is absolutely necessary that the figure of 
$4,500,000 found on page 37, line 3 of the full committee print of the independent 
offices appropriations bill, as proposed, be changed to $5,200,000. Of the $5, 
200,000 which the Renegotiation Board requested for fiscal 1955 and which was 
approved by the Bureau of the Budget and submitted to the House of Repre- 
sentatives, $4,882,900 thereof was for salaries. 

It is believed that through the operation of renegotiation over a period of 
some 2 years there have been developed methods, procedures, and trained per- 
sonnel so that renegotiation cases are flowing at the maximum possible rate. 
Even so there are some 1,500 195l-year cases and some 3,000 1952-year cases 
still uncompleted; also we expect some 35,000 filings this spring from con 
tractors and subcontractors covering renegotiable business performed by them 
in the calendar year 1953. To comply with the budget as proposed by the House 
Appropriations Subcommittee it will be necessary to put into effect a conse- 
quential reduction-in-force program effective June 30, 1954. The $700,000 which 
apparently is contemplated as a savings under the proposed action of the House 
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would really result in much greater expenditures of time and money by the 
contractors and the Government in the completion of the cases still pending 
under the presently authorized coverage of the 1951 act. In the opinion of the 
members of the Renegotiation Board the expense of dragging out renegotiation 
through an appropriation reduction would result in an ultimate expenditure by 
the Government of a considerably greater sum for the completion of the job 
at hand, 
Furthermore, at the last session of Congress, there was passed by the House 
of Representatives an extention of the coverage of the Renegotiation Act of 
1951 through December 31, 1954. This proposed extension was reported out by 
the Senate Finance Committee in a modified form and is presently pending on 
the calendar of the Senate. The President in his state of the Union message 
recommended that the coverage of the Renegotiation Act of 1951 be extended, 
and we helieve it is only fair to presume that an extension of renegotiation will 
be enacted by the Congress It is entirely clear from the subcommittee report 
on the appropriation bill that the House subcommittee properly confined its 
considerations to the workload contemplated under existing law However, it 
is entirely possible that before it becomes time for the Renegotiation Board to 
appear before the Senate Appropriations Subcommittee the extension of the 
Renegotiation Act will have been effected. 
The figure of $5,200,000 submitted by the Renegotiation Board to the Bureau 
the Budget was a minimum figure for effective and efficient operations for 
the fiscal year 1955. It was carefully scrutinized by the Bureau of the Budget 
and, as previously stated, approved. We respectfully request an opportunity 
to appear before the Senate Appropriations Subcommittee to present our reasons 
for needing the amount of $5,200,000 to efficiently and effectively conduct this 
operation 


{ 
at 


Sie erely yours, 


GrorceE C. McCONNAUGHEY, Chairman. 
STATEMENT OF GroRGE C, MCCONNAUGHEY, CHAIRMAN, THE RENEGOTIATION BOARD 


We welcome this opportunity to appear before your committee in support of 
the Renegotiation Board’s 1955 budget estimate. 

We requested in the President's budget an appropriation for 1955 of $5,200,000, 
as compared with our current fiscal year 1954 appropriation of $5,192,800, With 
the amount requested for 1955, we estimated that we would be able to complete 
6,700 renegotiation cases, To complete 6,700 cases in 1955 would require 711 
man-years of personal services at an estimated cost of $4,882,900. The addi 
tional amount requested is $317,100 for all other items of expense. 

The Independent Offices Subcommitte of the House Appropriations Com- 
mittee reported and the House of Representatives passed a bill to appropriate 
to the Board for fiscal year 1955 a total of only $4,500,000, or $700,000 below 
the estimate submitted in the President’s budget 





We realize the necessity of Congress to hold appropriations to a minimum 
and also the duty this committee has to view any single appropriation in the light 
of the total cost of the whole government operation. 

However, we fell it is important to call to this commitee’s attention the 
adverse effects which the reduction made by the House will have on the re- 
negotiation program It is our firm belief that our original estimate Was a 
minimum one and was arrived at by a full consideration being given to the 
administration’s program of bringing economy and efficiency in Government 
operations We submitted our estimate of $5,200,000 for fiscal vear 1955, an 
increase of only $7,200 over our current appropriation, only after careful con 
sideration of our anticipated workload, our productive capacity, our responsi- 
bilities in administering the act, and the administration's economy pregram. 
Although we are faced with an expanding program in 1955 and growing work- 
loads in our regional offices, we refrained from requesting in 1955 any sub- 
stantial increase in appropriations, planning instead on increased productivity 
and economy as a means of handling our increased workload. 

In cutting our appropriation request from $5,200,000 to $4,500,000, the House 
Independent Offices Subcommittee suggested that increases in productivity and 
a declining workload should enable us to operate adequately on $4.5 million 

Dealing first with the contention on increased productivity, the Board has 
consistently projected productivity increases in its budget estimates and has 
done so in the one for 1955. But there is definitely a limit as to what can be 
done in increasing productivity. Last year, in cutting our 1954 budget estimate 
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from $7.5 million to $5,192,800, the House subcommittee recommended that we 
handle our increased workload by increasing economy and productivity and 
simplifying our procedures, 

During the past year we have vigorously pursued the goal of simplifying pro- 
cedures and creating a more economical and efficient operation. By reorganiza- 
tion of units, consolidation of functions, and elimination of positions we have re 
duced the number of personnel in headquarters and have cut administrative 
costs to a minimum. We have also increased our efficiency and productivity by 
improving our internal operating procedures. Savings effected in headquarters 
operations have been used to increase productive capacity in our regiona’ office 
operations. Through improved productivity we have increased cases completed 
from an average monthly figure of 195 in the past fiscal year 1953 to an average 
monthly figure of 474 in the current fiscal year. At the same time there has 
been a considerable reduction in the unit cost of completing a field case 

While our program of increasing efficiency is of course a continuing one, it is 
felt that we have already made considerable progress in this direction. However, 
the program of simplifying procedures and increasing productivity can only 
achieve so much. After a certain point, further cuts must come out of the 
operating units. And if we were required to make additional reductions in our 
personnel, they would have to come from our productive units. As a consequence, 
the renegotiation process would be stretched out over an unduly long period of 
time 

This is exactly the situation the Board will find itself in if the ent made by 
the House is allowed to stand. Under a $4.5 million budget we would be forced 
to cut out almost 100 positions in our organization. Many of the positions re- 
moved would have to come out of our regional boards. With this reduction in 
field personnel we would be able to produce from 1,000 to 1,500 fewer cases than 
we had originally contemplated (75 productive jobs at 20 cases per job equals 
1,500 cases; 50 jobs would equal 1,000 eases). This would have the effect of 
greatly slowing down our rate of operations and greatly increasing our back 
log in the field. 

As for our declining workload, the Board does not contemplate a decreased 
workload in 1955. It is anticipated that filings for the 1953 calendar vear and 
also for calendar year 1954 will total 40,000 to 45.000 in number annnally. Due 
to the carryover of cases from the previous vear, fiscal vear 1955 might well pro- 
duce the Board’s peak workload. By use of a highly effective screening process 
most of these filings are completed by headquarters action, only approximately 
25 verecent which indicate a clear possibility of excessive profits or which require 
detailed explanation and consideration being forwarded to the regional boards. 
As will he seen on table II on page 12 of the justification it is estimated that 
some 10,000 assignments will have been forwarded to regional boards in the 
ficcal vear 1954 The estimated carrvover of uncompleted assignments from 
ficeal vear 1954 to 1955, together with assignments made during fiscal year 
1955 will prodnee a total workload of approximately 16,000 in 1955 

Tn viewing the workload of the Board, it must be renlized that each rene 
rotintion case requires thorough investigation and analvsis hefore a proner de- 
termination ean he made. The statute under which the Board operates very 
snecifically stipulates numerous judgment factors which must be considered in 
making a decision in a consequential case. In renevotiation operations, the 
Boor strives to convince the contractor that the Board’s refund determination 
in a given case is a iust one and not an arbitrary decision based on any prede 
termined formula of profit. 

The Board. in arrivine at a determination that 6.700 eases should he com- 
pleted in fiseal vear 1955. took into eonsideration the following factors: (1) 
The nolicy of Congress in passing the act, (2) the average time required for 
completion of a review and determination, (8) the statute of limitations con 
teined in the act, and (4) the importance of renevotiation information to 
effivient nrocurement through close pricing, which is the best method of elimi- 
nating future excessive profits. 

Fven if we are able to comnlete in 1955 the 6.700 cases for which we have 
requested funds, the Board would still have a backlog at the end of fiscal 1955 
of annroximately 9.000 cases or about 1% years work. 

While renegotiation does net have the purpose of producing revenue for the 
Government, attention should be ealled to the fact that it does bring considerable 
funds into the Treasury. Since the establishment of the Renegotiation Board 
under the 1951 act, the total of excessive profit determinations and voluntary 
prepayments on account of anticipated findings of excessive profits has amounted 
to more than $122 million. 
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As we get deeper in renegotiation into the heavy spending resulting from 
the Korean emergency, the percentage of cases ending in a refund determina 
tion has tended to increase and the size of the average refund to grow consider- 
ably larger. 

In summary, we feel that our estimates for 1955 represent the minimum 
amount needed to enable the Board to meet necessary production goals, Our 
estimates of requirements are based upon our experience to date and project 
considerable increases in the productivity of our staff, despite the fact that 
the cases we are handling are involving increasingly larger volumes of business 
and thus are more complex and difficult to complete. Our workload estimates 
we consider to be conservative. With the funds requested, we expect to be 
able to keep the number of uncompleted cases within reasonable proportions. 


BUDGET REQUEST 


Senator Savronstatu. The House permitted you $4,500,000. Last 
year you had $5,192,000. This year the Budget estimates were 
$5,200,000. The House cut you $926,800. You request the restoration 
of the full budget amount of $700,000. Is that correct ? 

Mr. McConnaucury. That is correct ; ves, sir. 

Senator Savronstaty. Your formal statement is in the record. You 
feel that this money is necessary in order to carry on the work and 
keep it from falling further behind, is that about it? 

Mr. McConnaucuery. Yes, Mr. Chairman. We will have, as of 
June 30, starting fiscal 1955, about 6,000 cases backloged, and our 
filings, for 1954, whic h will be made within the next month or two, will 
be the heaviest they have ever a n. There will be from forty- two to 
forty-five thousand filings. Calendar year 1953 was the heaviest 
period in the impact after Korea. There will be more determinations 
and more workload during this coming fiscal year than at any other 
time. 


WORKLOAD 


That, apparently, was where the House got off in their report. 
They say: 

While considerable work remains to be done on cases pending, the workload 
will be getting lighter. 

On the contrary, the workload will be the heaviest it has ever been. 

Senator SauronsTatu. In your letter to Mr. Cooper you state that 
there are still 1,500 cases from 1951. Is that correct ? 

Mr. McConnaveaney. That is correct. 

Senator Sarronsrati. And 3,000 cases from 1952 still incompleted ¢ 

Mr. McConnavauey. That is correct; yes, sir. 

Senator Savronstaty, And you expect some 35,000 filings this 
spring ¢ 

Mr. McConnavueney. At a minimum. 

Senator Savronstatu. For the calendar year 1953 

Mr. McConnaveoney. Yes, sir. 

Senator Sarronsratu. That is, you have 1951, 1952, and 1953 pend- 
ing? 

Mr. McConnaveuey. Yes, sir. 

Senator SavronstaLtL. When would you get the 1954 cases in? 

Mr. McConn ,uGHEY. We would not get them until 1955. 

Senator SatronsraLy. Until next spring? 

Mr. McConnaveuey. That is right. 
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FILING DATE OF CASES 


Senator SarronstauL. When are the cases ordinarily filed? 

Mr. McConnavucney. At the end of the contrac a fiscal year. It 
must be filed ordinarily by April 1 of the following year. We will say 
the calendar year ends December 31, 1953. Then it in be filed by 
April 1, 1954. 

Senator SauronstTaLu. So that your cases come in monthly, you 
will say, or weekly, throughout the ‘year? 

Mr. McConnavaury. Well, not exactly that. They are supposed 
to file them as of April 1, 1954. But they do not file them all. They 
get some extensions. But then we start processing them and process 
them out all through the year. Seventy percent of them come within 
the calendar year, that is correct. 


EXTENSION OF BASIC LEGISLATION 


Senator SaLronsTautn. At the last session of Congress there was 
passed by the House of Representatives extension of the coverage of 
the Renegotiation Act of 1951 through December 31, 1954. Has that 
gone through the Senate yet ? 

Mr. McConnauGuey. No, sir. 

Senator Satronsraty. If that does not go through the Senate, when 
will your Board expire? 

Mr. McConnaucuery. The Act expires but the workload continues 
until you finish out your final work that you had for the 1953 filings. 

Senator Sau TonsTaLL. The statutor y date of the Board has alre acy 
expired, has it not? 

Mr. McConnaucuey. That is right, December 31, 1953. 

Senator SaLronsTaLL. And what this bill would do would be to 
extend it for another year which would permit your cases to be filed 
in 1955? 

Mr. McConnaucuey. That is right. They still have to be filed for 
1954, and I think maybe that is where the House went off. 

Senator SALTONSTALL. These cases that are being filed in 1954 are 
the cases that came up before the statutory date for your expiration 
had occurred ? 

Mr. Joss. May I say something? The coverage expired as of 
December 31, 1958, on receipts and accruals of that date. There is 
no expiration date for the expiration of the Board in the statute. 
In other words, the Board would be authorized, under the statute 
as it presently exists, to continue until it finishes the workload. 

Senator Sauronsrat.. I understand that. But there could be no 
more cases filed ? 

Mr. Joss. That is right. 

Senator SALTONSTALL. So the Board is like the Indian Claims Com 
mission that we have. It sort of slows dewn. 

Mr. Mixis. They reach a peak first. 

Mr. McConnavcuey. In other words, they could not slow down 
the 1954 and 1955. We have 16,000 cases we are going to have to 
process regardless of what happens. If we are going to stretch out 
the process another 6 months to a year, it will cost the Government 
more money and it will cost the contractors a lot more trouble and 
bother, if you cut down the appropriation below $5,200,000. 
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Senator SavTonstatt. Why is that? 
Mr. McConnavenery. Because we will have to fire a hundred people. 
It gets to that simple, bare fact. When you have to fire a hundred 


people, then you are going to automatically stretch out your process 
another 6 months. 












TOTAL PERSONNEL 








Senator SALTONSTALL. 
you now? 

Mr. McConnavanry. We have 711. 

Senator SALTONSTALL. 
you last year? 

Mr. McConnavenery. About 50 more. 

Senator Sarronstratyi. Or 761? 

Mr. McConnaveney. Around that. 

Senator Savronstaty. This year if the full budget estimate was 
given to you, how many would you have working for you? 

Mr. McConnavenry. 704. 

Senator SaLronstTaLu. 704? 

Mr. McConnaveney. 711, I am sorry. 

Senator Savronsrauy. 711. If the House appropriation is carried 
out, you will have to let go how many? 

Mr. McConnavceney. About 100 people. 

Senator Sarronstaty. That would include their separation pay and 
all, and vacations? 

Mr. McConnavenry. That is correct; yes, sir. 

Senator Sarronstat. So as soon as the start of the next fiscal year, 
and as soon as you know what your appropriation is, you would have 
to be governed accordinglv and let your people go or keep them ? 

Mr. McConnavenry. Yes, sir. 

Senator SarronstaL.. This is entirely a salary job. You have no 
other expenses, have you? 

Mr. McConnaveney. 93 percent of it is salary. 









How many people have you working for 


How many people did you have working for 
























MISCELLANEOUS EXPENSES 






Senator Sauronsraty. What is the other seven ? 
Mr. McConnaucuey. Telephone, travel, and miscellaneous ex- 
penses of that kind. It isa very nominal amount. 

Senator Sauvronstati. And you could not cut those down? 

Mr. McConnavanery. No, sir; we cannot cut them down any further. 

Senator Savronstaty. Your argument for this is that you still have 
cases pending from 1951 which were filed in 1952. You have 3,000 
eases still hanging fire from 1952. That would be hanging fire for 
2 vears. 

‘Mr. McConnavauey. That is right, sir. 

Senator SarronstaLi. And you expect to take on some 35,000 fil- 
ings this spring? 

Mr. McConnaveney. That is right. 

Senator Sauronstati. Assume that you had vour full number or 
711 people, how many of those cases—let’s see: You have 1,500, 3,000, 
4,500, you would have about 39,500 cases pending? 
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SCREENING CASES 


Mr. McConnavauey. Yes, but you screen out all but about 9,000 
of that 35,000. 

Senator SALTonsratu. How? 

Mr. McConnavaney. Here at headquarters we have a screening 
committee that passes on them and gives clearance. In other words, 
they do not go to the regional board at Boston, Chicago, New York, 
or Los Angeles, and they are screened out. 

Senator Sarronstau. If they are screened out, what happens to 
them ? 

Mr. McConnavucuey. They are withheld and they are closed. There 
are only about 9,000 of them that will go to the regional boards for 
processing. 

Senator SautonsTAuy, 9,000 plus your 4,500 that are still pending ¢ 

Mr. McConnavuauey. Correct. 

Senator SALTONSTALL. So you have 13,500 cases ¢ 

Mr. McConnaveuey. At a minimum, yes. 

Senator SatronstaLL. How many cases did you cover this last year 
in the fiscal year 1954, under which we are operating ¢ 

Mr. McConnavuauey. About 6,000, 

Senator Sarronstaty. And you will have 15,000 this year? 

Mr. McConnavucuery. About fourteen or fifteen thousand. 

Senator Savronsraut.. We will eall it 14,000. So you would have 
hung over, then, after this year, if you have your full staff at the 
rate that you are going, approximately 18,000 cases ¢ 

Mr. McConnavuouery. That is right, about a year and a half work. 

Senator SALTONSTALL. How many cases would 100 people handle, 
roughly ? 


PROCESSING RATE 





Mr. McConnaucuey. A hundred people would transpose itself into 
about 75 professional people. When I speak of professional people 
it is the accountants and the renegotiation people and they process 
about 20 cases a year. It would be around 1,500. 

Senator SALTONSTALL. So instead of having 8,000 cases hung over, 
you would have 9,500. 

Mr. McConnavuouey. That is just that many more, yes, sir. 

And thereby stretch out the process, thereby cost the Government 
more money and cost the contractors a lot more money, trouble, and 
worry. Thisisa thing, as you well know, that should not be continued 
forever. Ail the House is doing is just slowing up the process and 
dragging it out. 

Mr. Chairman, could I make one statement? I might say we have 
increased our efficiency and we are rather proud of it. We were get- 
ting out about 195 cases a month in 1953 fiscal. We stepped that up 
to 474 cases a month. We are now getting out 474 cases a month. We 
feel we have gotten this thing on a pretty efficient basis, about as 
efficient as you can get it. 

Senator SALtonstTaLy. That would mean about 6,000 cases a year. 

Mr. McConnavoney. Yes, sir; that is correct. That is right. 
Senator Sartonsraty. Thank you very much, Mr. McConnaughey. 
Mr. McConnaveuney. Thank you, sir. 
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SECURITIES AND EXCHANGE COMMISSION 


STATEMENTS OF RALPH H. DEMMLER, CHAIRMAN; PAUL R. ROWEN, 
COMMISSIONER; CLARENCE H. ADAMS, COMMISSIONER; J. SIN- 
CLAIR ARMSTRONG, COMMISSIONER; A. J. GOODWIN, JR., COM- 
MISSIONER; EDWARD T. TAIT, ASSISTANT TO THE CHAIRMAN; 
ANTHON H. LUND, DIRECTOR, DIVISION OF TRADING AND 
EXCHANGES; BYRON D. WOODSIDE, DIRECTOR, DIVISION OF 
CORPORATION FINANCE; ROBERT A. McDOWELL, DIRECTOR, 
DIVISION OF CORPORATION REGULATION; WILLIAM H. TIMBERS, 
GENERAL COUNSEL; WILLIAM E. BECKER, DIRECTOR OF PERSON- 
NEL; AND JAMES J. RIORDAN, BUDGET OFFICER 


PREPARED STATEMENT 


Senator SALTONSTALL. The next group is the Securities and Ex- 
change Commission. 

We will put into the record at this point a letter that you have 
written to Mr. Cooper, dated April 7, 1954, together with the en- 
closure attached thereto. We will also put in the formal statement that 
you prepared for this committee. 

Those will go into the record at this point. 

(The documents referred to follow :) 


STATEMENT OF CHAIRMAN RALPH H. DEMMLER RE THE 1955 Bupeer EstTiMatEe 


Mr. Chairman and members of the committee, my name is Ralph H. Demmler. 
fam Chairman of the Securities and Exchange Commission. I wish to express 
my appreciation for the opportunity to appear before you today to discuss the 
Comnmpission’s 1955 budget estimate. 

We have submitted to the committee copies of our budget estimate in which 
the proposed work program for the fiscal year 1955 is outlined. The personnel 
and other facilities needed to perform that work are given in detail. Also, I 
understand that the committee has printed copies of the hearings conducted by 
the House Subcommittee on Appropriations with respect to our 1955 appro- 
priation. 

I urge on behalf of the entire Commission that the amount of the appropria- 
tion be restored to $4,825,000, the amount recommended by the President. The 
appropriation of $4,700,000, as passed by the House, is $300,000 less than the 
appropriation of $5 million for fiscal 1954 and is $424,760 below the budget 
estimate of $5,124,760 which we submitted to the Bureau of the Budget. It is 
$545,000 less than the appropriation for fiscal 1953. 

The Commission, in adjusting its work program to conform to successive 
reductions in appropriations, is confronted with a series of dilemmas to which 
the attention of the committee is directed. Much of the work must be com- 
pleted within prescribed short time limits. The mechanical processes of our 
capital markets are geared to these time schedules. In performing the remain- 
ing work, particularly the enforcement of the statutes we administer, we are 
severely limited by available funds in the number of alleged violations we in- 
vestigate or the number of broker-dealer inspections we make. In allocating 
available personnel we must give preference to the time-limit work. 

The volume of registration statements, proxy material, periodic financial re- 
ports and other material filed with us, continues at an unreduced rate. These 
documents are processed by a highly trained and expert staff in the Division of 
Corporation Finance. We fixed the number of persons needed for this division 
anticipating a slight decrease in the volume of some of the filings for next year. 
For the first 3 months of this calendar year, however, registration statements 
filed have exceeded expectations. Two hundred and ten registration state- 
ments were received between January 1, 1954, and March 31, 1954, compared with 
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196 during the same period of last year. We would be unable to do an adequate 
and timely job with less than the 151 employees requested for this division for 
1959. 

During the current fiscal year the choking backlog of this division has been 
reduced by concentrated attention and uncompensated overtime. Another ex- 
pedient for reducing the backlog in that division was the elimination of the re- 
quirement for the quarterly statements of gross sales and revenues. This re 
sulted in the elimination of approximate!y 10,000 filings per year. The Commis- 
sion on recommendation of its staff eliminated the requirement in the conviction 
that quarterly statements of gross sales and revenues are not necessarily indica- 
tive of a trend in net operating results. Nevertheless, the elimination of this 
report has elicited protests in newspapers and in the form of direct communica- 
tions to the Commission. 

Our budget request for 1955 allocates only 54 positions, as against 60 for 
1954, to the Division of Corporate Regulation, of which 39 are professional 
positions and 15 are stenographie and clerical. The Division is devoting approxi- 
mately 8 man-years of the time of the professional staff to work under the 
Investment Company Act. The rapid growth of these companies indicates that 
more personnel will have to be assigned to this work next year. 

There are serious backlogs of various projects under the Investment Company 
Act which we are unable to complete because of the lack of available per- 
sonnel—some of them are: 

(a) Applications for exemption under various sections of the act are 
not being processed as expeditiously as they should be. These concern sec- 
tions 6 (c), 17 and 3 (b) 2. For example, delay in processing applications 
for approval of transactions under section 17, can be costly to the parties 
since the market basis for a transaction may change during the interim. 

(bv) The Commission’s duty to conduct special studies and make reports 
under this act, as authorized by sections 14 (b) and 46 (a) is largely un- 
performed because of personnel shortages. Only through these studies and 
inquiries can the Commission keep abreast with its statutory duty in the 
regulation of this industry representing assets of about $7 billion. 

It would require at least 4 more man-years than is provided in the budget 
estimate to relieve the last-mentioned deficiencies, 

Approximately 9 man-years will be spent on the regulation of securities trans- 
actions under sections 6 and 7 of the Public Utility Holding Company Act. This 
is 2 man-years below the employment provided for the current year, despite the 
fact that the volume of financing has been running at more than $1 billion per 
year for the past 5 vears and all indications point to a continuance at this rate. 
The remaining professional staff of this division will be employed in completing 
the section 11 reorganization matters, processing of applications for fees and 
expenses, processing a backlog of applications for exemption from certain re- 
quirements of the act and doing various miscellaneous matters required under 
the Holding Company Act. For example, there is a backlog of 57 applications 
for exemption from provisions of the Public Utility Holding Company Act. 
These applications themselves confer an automatic exemption and so no incon 
venience is suffered by the applicant but to the extent that such exemptions 
should be denied under the facts an unprocessed application represents, from 
the Commission's standpoint, an unperformed statutory duty. 

We cannot further cut the personnel in this Division and expect it to do an 
acceptable job. It now appears that we were too harsh in reducing the per- 
sonnel from 60 in 1954 to 54 for fiseal 1955, as is provided in our budget estimate 
We may have to revise our estimate of required personnel for fiscal 1955. 

The staff of the Division of Trading and Exchanges, for which 89 positions 
are provided in the 1955 budget estimate, performs a variety of functions under 
the Securities Exchange Act of 1934; it supervises the Commission’s enforce- 
ment functions under the Securities Act of 1933 and the Securities Exchange 
Act of 1934; and it controls the registration and regulation of investment 
advisers. The Commission currently is studying the operations of this Division. 
If savings in central office personnel can be effected, they must be used to 
strengthen enforcement activities in the regional offices. This last-mentioned 
subject is expanded in a later portion of this statement. 

The Office of the General Counsel, consisting of 12 lawyers, has the twofold 
responsibility of (1) advising the Commission, its divisions, and regional offices, 
upon day-to-day legal problems arising in the administration of the securities 
laws and regulations, and (2) representing the Commission in the courts in 
eases in which the Commission is a party, as well as in some other cases where 
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questions arise involving eonstruction of the statutes and regulations admin- 
istered by the Commission. 

Recently the Commission began to curtail its participation as amicus curiae 
in private litigation to comply with budget limitations. This policy has brought 
a definitely adverse reaction from Federal judges, particularly from the United 
States Court of Appeals for the Second Circuit in New, York. That court in 
two recent decisions has criticized the Commission for failing to participate as 
amicus curiae in cases involving construction of section 16 (b) of the Securities 
Exchange Act of 1934. 

In one case, Blau v. Mission Corporation, decided February 24, 1954, the court 
said: 

“In previous decisions involving the interpretation of this remedial statute 
we have been aided by detailed expositions of relevant factors by the Securities 
and Exchange Commission as amicus curiae, and we regret the lack of their 
aid in this case. Accordingly, we proceed with due caution in venturing upon 
uncharted seas.” 

The Commission is also considering curtailment of discretionary interventions 
under chapter X of the Bankruptey Act and is limiting its activities in those 
cases in which it does intervene. This type of economizing will probably not 
be welcomed by the courts, since a judge in the second circuit said from the 
bench less than a week ago: 

“This court not only welcomes participation by the Securities and Exchange 
Commission in a case of this character but considers it to be the duty of the 
SEC to participate as amicus curiae in any case before this court in which a 
question involving statutes administered by the SEC is involved.” 

The Office of the Chief Accountant, the opinion-writing office, and the hearing 
examiners perform necessary legal and accounting functions and no reduction 
of personnel is practicable. 

The regional offices have been appropriately called the eyes and ears of the 
Commission and perform the following vital functions: 

(a) Processing of filings in respect of offerings exempted from the require- 
ments of full registration under the Securities Act of 1983. 

(6) Examination of annual financial reports from brokers and dealers. 

(c) Broker-dealer inspection. 

(d) Investigation of and handling administrative proceedings in respect 

violations. 

(ec) Interpretative work. 

(f) Participation in cases under chapter X of the Bankruptcy Act. 

(7) Assistance to United States attorneys in criminal cases involving 
violation of securities acts. 

The Commission's so-called Regulation A provides for an offering circular con- 
forming to prescribed requirements, in respect of securities entitled to be exempt 
from registration because the amount offered is less than $300,000. S. 2848, if 
enacted, would raise the exemption to $500,000. (H. R. 7550 retains the $300,000 
figure. ) 

To supplant the current practice of a dual processing in the regional offices and 
the central office, the entire responsibility for processing Regulation A filings is 
being turned over to the regional offices. If the exemption is raised to $500,000, 
the volume of such work in the regional offices would increase materially, nerhaps 
double. The total number of offerings under the $300,000 exemntion for the fiscal 
year ended June 80, 1953, was 1,528. The current rate is about the same. 

Under the Securities Exchange Act of 1934, brokers and dealers are required to 
file financial reports with the Commission and are subject to examination by the 
Commission. There are over 4,000 brokers and dealers registered under the act. 

Annual reports by brokers and dealers have been processed in the central 
office in respect of reports from the district covered by the New York and Boston 
regional offices but reports from other regions have heen processed in the regional 
offices. The latter practice is more sound administratively and gives to the 
regional office quicker information as to possible danger signals. Consequently, 
the Commission has returned to the New York and Boston regional offices full 

responsibility for examination of reports from their regions. All regional offices 
have been directed to complete examination of such reports within 10 davs after 
their receipt. This program, if accomplished, should result in more timely public 
knowledge of danger signals. 

The Commission's program of inspecting brokers and dealers. derived under 
section 17 (a) of the Securities Exchange Act, depends primarily on the avail- 
ability of funds. The general public labors under the impression that broker- 
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dealers are examined pretty much the same as banks. As you well know, that 
just isn’t so. Under present budgets, it can’t be so. The Commission is anxious 
that everyone, including Congress, understand this fact. In the fiscal year ended 
June 30, 1953 the Commission made 686 inspections. It hopes that for the current 
fiscal year ending June 30, 1954, it will complete slightly more than 750 inspections. 
That, however, is considerably less than the average of 812 per year for the 3-year 
period ended June 30, 1953. 

As you are aware, there are inspections made by the National Association of 
Securities Dealers and, in the case of the members of national exchanges, by some 
of such exchanges. In addition, there are inspections by some of the States. It 
has seemed to us that there is much duplication of effort in this field and in 
addition perhaps the services of all of the various agencies could be made better 
use of so that more broker-dealers would be inspected during a given period. I 
am sure you will agree that a public agency cannot abandon its functions to pri- 
vate agencies nor would the members of a private agency support the use of their 
inspectors as informers to the public authorities with respect to matters not in- 
volving defalcations or insolvency. 

The SEC inspection covers both financial condition and trading and selling prac- 
tices. State inspections vary widely from State to State and in some States are 
nonexistent or nearly so. Since neither the SEC nor the State commissions have 
available funds to make regular periodic inspections of each registrant annually, 
there should be some coordination designed to avoid harassing multiplicity of 
inspections of some and longtime omission of inspection of others. With this 
thoucht in mind we discussed the subject at length with the SEC liaison commit- 
tee of the National Association of Securities Administrators in Washington on 
June 23, 1953. As a starting point it was suggested that the committee conduct 
a survey to determine the examination program in the various States. The com- 
mittee has conducted such a survey and has made available to us a report cover- 
ing this subject. Needless to say, the report indicates that with the exception 
of a very few States there is little if any inspection conducted of brokers or 
dealers. 

There are only 10 States which appear to have a program for examining dealers 
Such States indicate the following: 


| 


Examinatiors last 
| Number of 12 months 
licensed 


dealers 


Examiners 


| Complete dimited | Full-time | Part-time 


California A77 35 | 

Connecticut- 238 | ] 
23 

Illinois ; 360 0 

Michigan-. is 123 11 

Minnesota 107 0} 

Ohio 324 | 81 

Oklahoma. 55 

Oregon 51 

Washington 161 

Wisconsin 145 


Inspections. 
? Examinations, 


The Commission is working out copperative arrangements with the States and 
the National Association of Securities Dealers, Ine. as to the timing of inspec- 
tions as an aid to broader coverage, but the Commission is convinced that its 
broker-dealer inspection program must be improved as a necessary protection 
to the public interest. The inspection program is not only a check on financial 
responsibility but is also a source of considerable information with respect to 
capital deficiencies, unfair pricing practices, violation of Regulation T (the Fed- 
eral Reserve limitation on margin credit) and violation of the rules governing 
hypothecation of customers’ securities. 

The Commission does not have enough personnel in the regional offices to 
handle expeditiously the investigations of violations. For example, as of De- 
cember 31, 1953, the Commission had open some 434 docketed cases, that is, cases 
in which a formal investigation had been ordered and no final action taken, 
Many of these cases were more than 18 months old. The Commission is cur- 
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rently driving to terminate a large number of these undisposed of matters but 
it will be necessary to give some additional help to the regional offices to accom- 
plish that result. 

The interpretative work of the regional offices is a public service. No addi- 
tional personnel is required for the purpose but the work should not be curtailed. 
its curtailment would merely increase enforcement problems. 

I have already covered the matter of chapter X participations in the discus- 
sion of the General Counsel’s office and the work of the Commission generally. 

We estimate that approximately 20 persons should be made available to the 
regional offices by transfer from the Central Office or by addition to the staff in 
order to provide: (a) for exempt security offerings under regulation A; (b) for 
examination of annual financial reports of brokers and dealers; (c) for broker- 
dealer inspections; and (d) for investigation and enforcement work. 

The Division of Administrative Management is assigned the Commission’s 
housekeeping functions. The estimate of $4,825,000 includes provision for 103 
positions for this Division: 


Function Positions 


Maintenance of docket and other files hte aioe a 2 
Various service activities, including purchasing, library, duplicating serv- 


ices, IBM tabulating, etc ae Se aegtes a abet caucuses SR att eae een oie 36 

Records control and disposal (in fiscal 1953 over 21 tons of paper were 

removed from our files and during the first 9 months of this fiscal year 
over 38 tons were eliminated )___ eatin gate Sainte eating oe 8 

Furnishing information requested by the public and Government agencies 
COUR CE SCR Se Tene EN sre ee ee enka 8 
Personnel management and related work Reuben LAS see os Ee 2 et 6 
Budget and fiscal activities : pct Reece sot wen 8 
Total Slat 8 Ran eee eek emetic ae eetin gt cake 103 


This work is performed in support of the entire staff of the Commission, both 
in the central office and in the regional offices. 

Under the House appropriation we will have to operate in fiscal 1955 with an 
average employment of about 694, compared with an average of 744 for this fiscal 
year (a present staff of 723) and 813 last year. (From the net of 694 should be 
deducted approximately 7 in order to compensate for the man-years lost through 
the mandatory liquidation of accumulated leave.) We believe that the reduction 
would impair the Commission’s ablity to mantain the present standard of its 
protection to the investing public. 

I have heretofore submitted a letter dated April 7, 1954, addressed to Mr. Earl 
W. Cooper, clerk of the Subcommittee in Charge of the Independent Offices Ap- 
propriation Bill, and an accompanyng memorandum also dated April 7, 1954. 
I ask that both of these may be made a part of the record of this Commission's 
presentation of its request. 

[ sincerely ask that our proposed amendment to increase the appropriation 
from $4,700,000 to $4,825,000 be approved. 


Apri. 7, 1954. 
Mr. Ear. W. Cooper, 


Clerk, Subcommittee in Charge of Independent Offices Appropriation Bill, 1955, 
United States Senate, 
Washington, D.C. 

Dear Mr. Cooper: This is in reply to the letter of Senator Saltonstall, dated 
March 29, 1954, in which he requests that we inform you of any changes we 
deem absolutely necessary in the independent offices appropriation bill for 1955 
(H. R. 8583). The bill as passed by the House provides $4,700,000 for the Se- 
curities and Exchange Commission, which is $125,000 less than the budget esti- 
mate and $300,000 below the appropriation for the current fiscal year. 

The appropriation originally recommended to the Congress by the President, 
$4,825,000, is considered by the Commission as the minimum amount which will 
enable the Commission to maintain present standards in the protection of the 
investing public. We request that the following changes be made in the bill: 
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PROPOSED (‘HANGES 
SECURITIES AND EXCHANGE COMMISSION, SALARIES AND EXPENSES 
(Estimate, $4,825,000; act, $4,700,000) 


(House hearings, pt. 1, p. 214) 
(1) Page 37, line 9, strike out “$4,700,000° and insert in lieu thereof 
“$4 825 000.” 


HOUSE REPORT 
Enclosed is a memorandum with respect to this report 
JUSTIFICATIONS 


The budget estimate of $4,825,000, recommended by the President, was fixed 
after careful consideration of the needs of the Commission. While the proposed 
reduction of $125,000 appears to be a relatively small amount, in terms of em 
ployment, it means that we must operate in 1955 with approximately 23 less 
man-years of employment than planned, or a total of 50 man-years less than the 
average for the current year. Comparative personnel figures for a 3-year period 


are: 

Man-vyears: 
Fiscal, 1953 813 
Fiseal, 1954 744 
Budget estimate, 1955 ; 717 
House bill, 1955 . 694 

Comparative budget figures are: 
1953 . $5, 245, 000 
1954_ _. 5,000, 000 
Budget estimate, 1955 4, 825, 000 
Bill — . . 1, 700, OOH 


In addition to our normal workload, the Commission is engaged in a program 
to simplify forms, eliminate duplicate filings, and relieve those subject to regu 
lation of unnecessary burdens without prejudicing the interests of investors 
Though a reduced workload will ultimately result from such a program, because 
of the complexity of the subject matter such a program involves large expendi 
ture of time by high-grade personnel. This program will continue through fiscal 
1955. The Commission, of its own volition, has absorbed the new cost of postage, 
estimated at $20,000 per year. We intend to render an effective administration 
at the minimum cost 

The Commission engages in two distinet types of work. First, there is the 
work which usually must be completed within prescribed short-time limits 
Exainples of this are the registration statements relating to the raising of capital, 
applications of public utilities companies for financing, broker-dealer registra 
tions and bankruptcy cases arising under chapter X of the Bankruptey Act 

Certain other work has no time limit and is necessarily handled as we have 
the staff available to do the work. Examples of this are the investigation of 
alleged violations of the antifraud provisions of the statutes and broker-dealer 
inspections and certain applications for approval of transactions subject to the 
Investment Company Act of 1940. 

In allocating personnel we must give preference to the first category of work 
mentioned above because the mechanics of most publicly offered financing in the 
United States is geared to a strict time schedule. The work cannot be set aside 
Any reduction in personnel will have an effect on our enforcement activities and 
may adversely affect the already too slow handling of other non-time-schedule 
work. 

We believe that it is in the public interest that the Commission receive an 
appropriation for 1955 equal to the budget estimate of $4,825,000. Therefore, it 
is requested that the $125,000 eliminated by the House of Representatives he 
restored. 

I understand that we are scheduled to appear before the committee at noon, 
April 16, 1954. 

Sincerely yours, 
RavpH H. DEMMLER, Chairman 
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MEMORANDUM OF COMMENTS ON THE REPORT OF THE COMMITTEE ON APPROPRIATIONS 
or THE Howse or REPRESENTATIVES WITH RESPECT TO THE APPROPRIATION 
PROPOSED FOR FISCAL 1955 


The report is as follows: 

“This Commission is charged by law with the responsibility to protect the 
interests of the public against fraud in buying and selling securities. 

“For the salaries and expenses of this commission the committee recommends 
an appropriation of $4,700,000 which is $125,000 less than the amount of the 
budget estimate and $300,000 less than the 1954 appropriation. The committee 
feels that there is an excessive number of lawyers in this agency and that the 
number of personnel in executive direction is too high. There is some overlap- 
ping and duplication between central office and field functions, and the com- 
mittee is of the opinion that some of this duplication can be avoided, There are 
6 employees in the Commission library to service 75 lawyers in the Washington 
office and this number can be reduced.” 


NECESSITY FOR LAWYERS 


The testimony given before the subcommittee of the Committee on Appropria- 
tious of the House of Representatives did not cover fully the use of our legal 
staff. 

The seven statutes administered by the Commission deal with corporate finane- 
ing, stock exchanges, brokers and dealers, and investment advisers. This is a 
complicated legal field. In its day-to-day work, the staff is required to pass upon 
many legal questions, conduct administrative hearings, appear in courts in civil 
cases and in cases arising under chapter X of the Bankruptcy Act and assist the 
United States attorneys in the prosecution of criminal cases. 

The Commission currently employs 136 lawyers, of which 75 are assigned 
to the Central Office and 61 are assigned to the regional offices. The following 
table shows the employment of lawyers by divisions and offices. 


Division or Office : Number | Regional Offices—Continued Number 
Executive staff PROMIOIE. ccushasisiee ; 2 
Opinion Writing | Chicago ‘ 

General Counsel 1 GL ee ee 5 

Corporation Finance | Denver 


Aow 


Trading and Exchanges Fort Worth__--_ 
Corporate Regulation San Francisco__- 
Seattle_ 


Gm OOOO 


wana 


Total departmental_____ ii Washington, D. C 


Regional Offices: Total regional offices___ 
New York 


Atlanta —- Grand total__- 


The 5 attorneys in the executive staff include the executive assistant to the 
Chairman and 1 attorney in the office of each of the other 4 Commissioners. 
These attorneys handle various legal matters, including the review of opinions 
and legal memoranda, and certain administrative tasks for the Chairman, the 
Commissioners and the Commission. 

The 4 attorneys in the Opinion Writing Office analyze testimony and exhibits 
and prepare findings, opinions and orders and render advice to the Commission 
in matters related thereto. 

The 13 attorneys in the Office of the General Counsel, including the General 
Counsel and the Associate General Counsel, represent the Commission in the 
courts and advise the Commission and the staff on administrative and legal ques- 
tions. This involves litigation in the lower and appellate courts under all acts 
administered by the Commission, whether the Commission is a party or amicus 
curiae ; the preparation of briefs and other legal documents; analysis of proposed 
legislation ; legal research ; and other related matters. 

The lawyers assigned to the operating divisions do the day-to-day work arising 
under particular statutes. They conduct administrative hearings, pass upon 
legal questions which arise in considering registration statements and other 
documents, analyze investigative reports, and give interpretative advice to regu- 
lated persons and firms and to the public. These divisions, to carry out their 
duties, require the number of attorneys presently assigned to them. 
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The 61 attorneys in the regional offices do 5 specific types of legal work: (1) 
represent the Commission in civil proceedings in Federal courts and occasionally 
work with United States attorneys in criminal cases; (2) represent the Commis- 
sion in conferences with trustees, judges and others in connection with bank- 
ruptey proceedings under chapter X of the Bankruptcy Act and appear in court 
in behalf of the Commission in such proceedings; (38) conduct administrative 
hearings under the Securities Act and the Securities Exchange Act; (4) render 
interpretative assistance to regulated persons and firms and to the public; and 
(5) investigate complaints of violations of securities laws. 


PERSON NEL IN EXECUTIVE DIRECTION 


The report states that “The number of personnel in executive direction is too 
high.” It is assumed that this phrase refers chiefly to the five Assistant Division 
Directors in the Division of Corporation Finance and the four Assistant Directors 
in the Division of Trading and Exchanges. 

The Division of Corporation Finance is responsible for administering the dis- 
elosure and reporting requirements of the Securities Act of 1933, the Securities 
Exchange Act of 1934, the Investment Company Act of 1940 and the Trust Inden- 
ture Act of 1939. Registration statements and applications relating to new 
financing and proxy statements relating to corporate action at stockholders’ meet- 
ings, for example, must be analyzed by a highly trained and expert professional 
staff for compliance with our statutes. This work is not mechanical. It must 
be done rapidly and accurately if the time schedules for corporate financings and 
stockholders’ meetings are not to be disrupted, 

These registration statements, applications, proxy statements, financial and 
other reports on which the public relies are received in large volume, Many of 
them present complex financial and legal problems. 

This work is handled by 12 sections and other subsidiary units. Each section 
and unit reports to an Assistant Director for Operations, of which there are four. 
Thus each Assistant Director for Operations is in charge of a staff of approxi- 
mately 30 professional and clerical personnel and is directly responsible for the 
expeditious handling of roighly one-fourth of the workload. 

Each Assistant Director participates in and supervises the processing of the 
work assigned to his operating sections and units, is the officer of the Division 
responsible for maintaining the Commission’s standards and policies under the 
acts, and the Commission’s rules. In the cases assigned to him, he is the principal 
contact with the public, issuers, underwriters, attorneys, and others. He deals 
with the full Commission and with registrants as to the application of our 
rules and requirements, and supervises or participates in all conferences 

The fifth Assistant Director supervises, in cooperation with the General 
Counsel's Office and the Commission, all questions of interpretation of our 
statutes, 

The day-to-day operations and handling of staff and technical matters pertain 
ing to the cases have been delegated to these five officers. No matter leaves the 
Division which has not passed through the hands of one of these Assistant 
Directors. The Commission firmly believes that the effective functioning of this 
Division requires the type of executive direction presently employed. 

The Division of Trading and Exchanges, as presently organized, consists of 
four Branches, each headed by an Assistant Director. They are: The Branch 
of Enforcement and Interpretation; the Branch of Over-the-Counter Markets; 
the Branch of Trading Practices and Exchange Markets; and the Branch of 
Industry and Financial Analysis. As is indicated in the justification of the 
budget estimate heretofore submitted to the committee (pp. 17 to 30), the work 
of each of these Branches covers specific functions which have been assigned to 
the Commission under the Securities Exchange Act, or as a part of the Govern 
ment’s overall statistical program. The functions of these Branches are not 
similar. 

The overall functions of the Branch of Enforcement and Interpretation are: 
(a) The administrative supervision and coordination of the Commission's en 
forcement activities; (b) to review reports of investigations of the field staff 
and make appropriate recommendations to the Commission; (¢c) to maintain 
a decket of pending investigations and cases in litigation; (d) to process com- 
plaints indicating possible violations of the statutes administered by the Com 
mission; (e) to render interpretative advice to investors and others concerned 
with statutes administered by the Division and coordinate and supervise the 
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activities of regional offices with respect to such statutes; (f) to process the 
applications from all of the exchanges for unlisted trading privileges in any 
security; and (g) to process applications to terminate the registration of any 
security on all the exchanges 

The functions of the Branch of Over-the-Counter Markets are: (a) Examina 
tion of applications for registration and supplemental reports filed by broker 
dealers and investment advisers; (0) supervision of investigations by regional 
offices concerning violations of law by brokers and dealers and investment 
advisers, except certain investigations involving the public offering and dis 
tribution of particular issues which are supervised by the Branch of Enforce 
ment and Interpretation; (¢) supervision of broker-dealer inspections and the 
administrative proceedings against such brokers, dealers, and investment ad 
visers; (d) review of disciplinary actions by the National Association of Secu 
rities Dealers and supervision of petitions with respect to continuance of NASD 
membership under section 15A (b) (4) of the Exchange Act; and (e) examina- 
tion of amendments to NASD rules and other NASD matters 

The functions of the Branch of Trading Practices and Exchange Markets are: 
(a) The registration and regulation of national securities exchanges; (b) the 
administration of the Commission’s rules and regulations pertaining to the ad- 
mission of securities to trading on exchanges under temporary exemption and 
the suspension and delisting of securities traded on exchanges: and (c) the 
surveillance of trading on stock exchanges and in over-the-counter markets, the 

nitiation of investigations where it appears that the antimanipulative and anti- 
fraud laws may have been violated, and administration of the Commission’s 
rules and regulations with respect to the stabilization of securities prices 

The functions of the Branch of Industry and Financial Analysis are: The 
preparation of data for use in the administration of the Commission's statutes, 
including data on securities registrations, cost of flotation, the pricing of trades 
made by brokers as contained in broker-dealer inspection reports, statisties 
on exchange trading and the compilation and publication of financial data ag 
a part of the Government's overall statistical program. 

The Commission has reviewed the functions of this Division to determine if 
they are being effectively administered. The review is almost complete. Changes 
may be made which involve consolidation of branches and a cut in supervisory 
personnel, but such changes will not permit a saving of any amount near $125,000. 
We believe that after the changes become effective the Division will operate more 
efficiently 

The Commission believes that the subcommittee’s report with respect to 
supervisory Staffs was not directed at supervisory staffs of other divisions and 
offices (the Division of Corporate Regulation, the Office of General Counsel, the 
Office of the Chief Accountant, the Opinion Writing Office, and the Division of 
Administrative Management). These supervisory staffs are obviously normal. 


OVERLAPPING OF FUNCTIONS BETWEEN THE CENTRAL OFFICE AND THE FIELD OFFICES 


The committee’s comment with respect to the overlapping and duplication of 
functions between the central office and the field offices is true in at least one 
respect. The examination of offering circulars and other material filed under 
the Commission's regulation A, covering securities issues of less than $300,000, 
are first examined in the regional offices and reexamined in the Division of Cor- 
poration Finance. The second examination is a temporary expedient adopted 
in March 1953, to achieve uniformity in processing these filings in all regions. 
Many complaints had been received as to lack of uniformity in different regions 
in administering the regulation. When uniformity is achieved the examination 
will be discontinued in the Division of Corporation Finance and returned to the 
regional offices within the next 2 months. Some of the Corporation Finance 
employees now assigned to this work may be transferred to the field offices to do 
the same work there. The money saving, if any, from this procedure will not, 
however, be significant 

We know of no other duplication of functions. 

The study of the operations of the field offices is continuing and if any duplica 
tion of functions is found, it will be eliminated. 


LIBRARY SERVICES 


The committee's report also states that there are 6 employees in the library to 
service 75 lawyers. There are now five employees. 
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The technical work performed by this agency requires a staff of accountants, 
financial analysts, and engineers, as well as lawyers, 

The law collection in the library includes approximately 17,000 volumes, This 
collection is regularly used by attorneys and other staff members concerned with 
legal work 

In addition, a general classified collection is maintained. This is a highly 
specialized and valuable collection. It includes general reference works, fnat 
cial and economic works, financial and economic periodicals, stock quotation 
services and legislative histories, as wel as an extensive collection of legislative 


materials and interpretative memoranda which are not bound or cataloged and 


iber of volumes 


are not, therefore, reflected in the nu 
In addition to providing library service for the staff in the Washington office 
the library services a collection of approximately 5,000 volumes in our 9 region 


offices 


EFFECT OF LLOUSE REDUCTION 


Senator SALroNnsTaLL. Last year you had $5 millicn. This year the 
budget estimate is $4,825,000, and the House allowed you $4,700,000, 
which is $300,000 under last year’s appropriation, and $125,000 under 
your budget. You would like to have your budget restored. If the 
Senate left the House amount, what service to the public would 
curtailed ¢ 

Mr. Demuuer. If the Senate left the House amount and did not 
restore the $125,000, I think there would be a curtailment all across 
the board im our services to the public unless we made all the cut in 

places, in which event, naturally, the curtailment would 
those areas. In my prepared statement I think I have indicated 
fact that in all divisions of the Commission we are laboring under a 
rather tight manpower situation, and my statement, T think, illu 
trates all of those matters statistically. 


EXEMPTION APPLICATIONS 


| would like to refer to a few areas in particular in which I think 
the public convenience as well as publi interest might suffer. We 
have a regulation under which the Commission has exempted certain 
offerings under $300,000. Under an amendment to the Securities Act. 
embodied in S. O846, this exemption is Increased to $500,000. The bill 
“us reported out b \ the House Interstate and Foreign Commerce Com 
mittee yeste ra L\ keeps the $300,000 exe mption, In any event, these 
applications for exemption from registration, because of their size and 
because they usually affect small relatively local ee and 
cause of the fact that the amount of money available in connection 
with the issue, if processed in Washington, are wails expensive. 
The administration of these so-called regulation A exemption applica 
tions is being turned over completely to the regional offices. 

That is work which will probably require some increase in person 
nel in most of the regional offices. In order to render an adequate 
service to the public, in connection with these regulation A. filings, 
we are going to need more help in the regional offices, some of which 
may perhaps be transferable from Washington. In any event, we 
cannot curtail our field activities in view of the fact that the regional 
offices are going to have a somewhat increased workload. 
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HOUSE COMMENT 


Senator Sautronstatn, May I just say this, Mr. Demmler: The 
House says: 

There is an excessive number of lawyers in the agency and the number of 
personnel in executive direction is too high. There is some overlapping and 
duplication in your central offices and field functions and the committee is of 
the opinion that some of this duplication can be avoided. There are 6 employees 
in the library to service 75 lawyers in the Washington office, and this number can 
be reduced. 

Mr. Demoter. Asa matter of fact, we have five people in the library 
and they serve not only the lawyers, but much of this work has to do 
with financial and economic material. The library staff, I think, is 
about what would be a normal standard. 

So far as people in executive direction are concerned, in our Division 
of Corporation Finance there are four Assistant Directors who super- 
vise and assist in the processing of registration statements. We think 
that this part of our staff is geared to a peak of efficiency. Because 
of the size of the issues involved and the necessity for responsible 
decisions, we need those people in executive direction in that Division. 


CONSOLIDATION PLANNED 


In our Division of Trading and Exchanges, we are considering a 
consolidation which would eliminate two positions of assistant direc- 
tor. So far as the overlapping of work between the central office and 
the regional offices is concerned, I mentioned a little while ago the 
processing of regulation A applications for exemption. We are 
moving this work to the regions. But that will not, as a matter of 
fact, reduce the budget. It will provide improved administration. 

I doubt whether we can reduce the staff of the Division of Corpo- 
ration Finance. The Securities Act of 1933 registration statements, 
which are processed in the Division, are suc h in eens that the 
Division barely keeps its head above water as is. There are 151 people 
in that Division. The registration statements, as you know, work 
through on a time schedule. Proxy statements work through on a 
time schedule. Financing is geared to a definite time sc hedule. We 
are barely able to meet these time schedules. For ex: imple, the normal 
time schedule in financing requires that the Division’s letters of com- 
ment should be received ‘by the registrant in 10 days from the time 
a registration statement is filed. Just this morning we had an issue 
which was filed on March 31, and the memorandum of comments was 


not issued until April 14, 15 days instead of 10 days. That disrupts 
the financing schedule. 


UNDERSTAFFING 

I would like to call your attention to a letter which Commissioner 

Adams received, a letter dated March 29, 1954. It is from a former 

Commissioner, to be sure, but this is what he says: 
I am hearing ¢ 

work that the SEC 

tions. 


bit of grumbling from attorneys specializing in securities 
is so understaffed that it cannot act speedily on registra- 
Perhaps a little more of such comments might encourage Congress to 
take a more realistic view of your budgetary needs. 

The Division of Corporation Finance has done a great job during 
the past year or past 9 months of clearing its backlog of unproc essed 


filing 
Anot 


calles 


nues. 
How 
natic 
men 
nece: 
repo 

Tl 
we a 
of t 
Tra 
of t 
like 
sion 
nun 
pro; 
end 
dea 
boo 
The 
exa 
ins} 
dea 
out 
cial 
tho 
of 





The 


er of 
y and 
is of 
oyees 
rcan 


rary 
o do 


k, is 


ision 
iper- 
hink 
‘ause 
sible 


sion. 


ng a 
irec- 
and 
» the 
are 
r of 
n. 
r'po- 
ents, 
the 
ople 
vork 
on a 
We 
‘mal 
‘om- 
time 
ssue 
was 
upts 


oner 
‘mer 


‘ities 
stra- 
3s to 


ring 


ssed 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 323 


filings. A lot of that has been done by uncompensated overtime. 
Another way that we accomplished it was by the elimination of a so- 
called 9-K report, which is a quarterly report of gross sales or reve- 
nues. That action eliminated about 10,000 pieces of paper per year. 
However, there has been considerable public comment about the elimi- 
nation of that report. We eliminated it because, with the recom- 
mendation of our staff, we determined that gross sales would not 
necessarily be indicative of the trend ia net operating results, and the 
report has been eliminated. 

That has helped us to clean up the backlog. But I would say that 
we are just barely keeping our heads above water. If we go to some 
of the other divisions of the Commission, we have the Division of 
Trading and Exchanges, in which we are considering the elimination 
of two assistant directors. That, of course, will not save anything 
like $125,000. Even if we can save a few more positions in that Divi- 
sion by a consolidation of branches, we will more than need that 
number of people to enable the Commission to conduct a respectable 
program of inspection of brokers and dealers. In the fiscal year 
ended June 30, 1953, we accomplished 686 inspections of brokers and 
dealers. Under the act the Commission has the power to examine the 
books and records of brokers and dealers. It is a discretionary power. 
The bill originally provided for something periodical like a bank 
examination. But under the schedule on which we are able to operate, 
inspect about 700 a year out of some 4,100 registered brokers and 
dealers. That is not a very good coverage. We have tried to work 
out scheduling with State authorities and with the National Asso- 
ciation of Securities Dealers and with stock exchanges so that even 
though we do not use another’s examinations, we avoid overinspection 
of some and underinspection of others. 


STATE INSPECTIONS 


But the State inspections are very scattered. My written state- 
ment has some statistics on that subject. State inspections are not 
particularly effective. We think we ought to do a vastly superior job 
in broker-dealer inspections. We estimate that for the current fiscal 
year we will be up from 686 to 750 inspections. That is not enough. 
The public, I think, is under the impression that brokers and dealers 
are inspected pretty much like banks, but they are not. 

Senator SALTONSTALL. What division does that come under ? 

Mr. Demnter. That is under the regional oflices. We have about 
42 broker-dealer inspectors, but a substantial portion of their time 
represents work done on investigation of complaints, taking them off 
their regular work as broker-dealer inspectors. 

Senator SALTonsTALL. I was just wondering, in this broker-dealer 
inspections, how much of that is done by the stock exchange for the 
securities firms themselves, their associations ? 

Mr. Demmuer. The National Association of Securities Dealers 
makes an inspection for pricing practices, and so forth. They do not 
inspect for violations of our acts. The stock exchanges inspect pri- 
marily for financial problems, capital requirements, and the like, and 
do not inspect for violations of our acts. The State inspection, which 
is very scattered, and unsupported by sufficient funds from the States, 
of course, inspects for violation of the laws of the particular State and 
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has no relation to our acts. Our inspection does uncover many viola- 
tions or apparent \ iolations which are not uncovered by any State or 
stock-exchange inspection. For example, violation of regulation T, 
which regulates margin requirements, violation of our capital rules, 
violation of rules on hypothecation of customer securities and that 
sort of thing. 


ACTION ON VIOLATIONS 


Senator SALTONSTALL, How m: ny of these i Inspec tions do you mi ake 
each year? What action do you t: ake if there are violations? Do you 
give them so much time to cure the violations, or do you punish them, 
or what do you do? 

Mr. DemMuer. That, of course, depends on the circumstances, It 
may take the form of a formal investigation or the filing of a com- 
plaint, but in most cases, as for ex: imple failure to meet the capital 
requirements, a warning is given. It all depends on the seriousness 
and the apparent violative intent on the part of the violator, In my 
testimony before the House Subcommittee on Appropriations, on 
page 237, there is a summary of the violations found, the types of 
violations: 

Firms in financial difficulty, 40 firms out of 686 inspected ; viola- 
tions of Regulation T of the Federal Reserve Board, 141: violations 
of hypothecation rules, 40. Of course those are not all judicially 
proved violations, but if you consider that each year we examine less 
than one-fourth of the total number of firms and find presums able vio- 
lations in that number, a better coverage, I think would be in the pub- 
lic interest, and might eliminate some real four-alarm fires. 

Senator Sarronstatn. To repeat, did you say—what did you call 
them, the class A or group A securities? 


REGULATION A EXEMPTIONS 


Mr. Demure. I was speaking of Regulation A, which concerns 
securities which are exempt from registration under the 1933 act. 

Senator Savronstaty. That was in what amount? Well, define 
what is a Regulation A security. 

Mr. Demourr. Any public offering of securities in an aggregate 
amount of less than $300,000 in any one 12-month period may be 
exempt under the rules and regul: ations of the Commission from full 
registration under the Securities Act of 1933. 

Senator Sauronsraus.. So that if one company, we will say issued 
less than $300,000 in a year, they would come within this Regula- 
tion A? 

Mr. Demouer. That is right. 

Senator Sarronstatn. You tried to raise that to $500,000 and the 
House said “No.” Is that right? 

Mr. Demmuer. The committee said “No.” 

Senator Satronstrauti. So there would be no change in that? 

Mr. Demmuer. Unless it is changed in conference, because the Sen- 
ate has already said “Yes.” 

Senator Savronstatu. That would be an authority. That would 
not come before the Appropriations Committee. 

Mr. Demmuer. No, but whether the amount is raised so it would 
increase the number of such offerings or not, an increased burden 
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would be placed on our regional offices in any event, because now part 
of the processing of these so-called Regulation A filings is done in 
Washington. ‘That is administratively unsound or at least awkward, 
and it is inconvenient for the public. We are turning that back to 
the field offices. 

Senator SavronsraLL. You are trying to pass work out of your 
Washington office 

Mr. Demoier. That is right. 


REGIONAL OFFICE PERSON NEL 


Senator SavronsTaLL. What you want the increased personnel for 
is for the inspections; is that right 4 

Mr. Demmtuer. Yes, sir. Let me put it this way: We feel we are 
so tightly strung in Washington that we cannot cut down here any 
significant amount, and we need to have our regional office personnel 
increased enough to handle the burden of full responsibility for Regu 
lation A filings and also for an improved and more effective broker 
dealer inspection program. When I say 

Senator SavronsraLty. Well, $125,000 is not going to do all of 
that, not as it is spent in the Federal Government it will not. 

Mr. Demmuer. We realize that, but I think we have to be realistic 
about what we ask for. I would say, sir, that it will help. 

Senator SavronstaLn. How many people would that employ, and 
about at what grade of salary ? 

Mr. Demmutirr. About 23 people. As I mentioned in my written 
statement today, if we had about 20 people to place around in differ- 
ent regional offices, we could have an improved broker-dealer inspec 
tion program and a more effective processing of these Regulation A 
filings. 

To the extent that we can do a little more streamlining in Wash 
ington, we might have a few more people for the regional] offices. 

Senator Savronstautt. Do you think you can do any more stream 
lining ? 

Mr. Demmuerr. Yes, sit 

Senator SALTONSTALL. So that if you do some more streamlining 
here, you get approximately 23 more ‘people and most of whom would 
go into your regional offices ? 

Mr. DemMuer. Yes, sir. 

Senator Savronsraut. And those 23 more people, plus what you 
now have, would permit you to make some more of these inspections ? 

Mr. DemMLer. Yes, sir. 

Senator Sauironstatn, And your inspections now last year 
amounted to how many ? 


TOTAL INSPECTIONS 


Mr. Demmuer. For the fiscal year ended June 30, 1953, it was 686. 
We hope we are going to make 750 for the current fiscal year. 

Senator Savronsraui. That is 750 if you get your full quota of 
people? 

Mr. Demmter. No, we are hoping to do that this year with our 
present quota. We would like to hit something higher than that. For 
example, for the three years prior to 1953—— 
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Senator SatronstaLt. You mean you would want more money than 
the $125,000? If you get the $125,000 you expect to increase it to 750 
inspections in that $125,000 2 

Mr. Demoter. I am talking about the current fiscal year working 
under our present $5 million benefit we hope to hit 750. 

Senator SarronsTaLL. That is before the end of this year? 

Mr. Demmter. Yes. 

Senator SattonsraLt. How many would you effect next year in 
fiscal 1955 if you got your full amount of money? 

Mr. Demoier. I think I would be a rather brave person to estimate. 
I should certainly think that we ought to be able to do 900. But any 
estimate of that sort must necesarily be conditioned upon a number of 
other factors. For example, it depends on the inflow into the regional 
office of regulation A filings. We cannot prophesy how many that 
will be. 

Senator Sarronstatu. Then, what you say is you are reorganizing 
the work of the Commission by spreading it into the field ? 

Mr. DemmMer. We are trying to do that to the maximum extent 
possible. 

Senator SavronsTatL. And to that extent, and because of the ex- 
perimental nature, you cannot calculate your work on the same basis 
as it has been done in the past ? 


INSPECTION PROCEDURES 


Mr. Demmter. I think that is right, we cannot. For example, we 
have found that broker-dealer inspections were conducted under about 
as many standards and almost as many different types of procedures 
as we have regional offices. We are working on a uniform manual 
that will act at least asa guide. Naturally you cannot measure a com- 
pany which specializes in mining securities in Reno, Nev., by exactly 
the same standards as an over-the-counter house in Chicago or New 
York, but nevertheless there can be more exact standards. We ought 
to improve our coverage, too. We have such a guide in draft form 
now, almost ready to submit to our regional offices for comment. 

Senator SavronsraLL. How long have you been Chairman of the 
Commission ? 

Mr. Demmter. Since June 17, 1953. 

Senator SaLronsrauy. Just a little under a year? 

Mr. DemMuer. Yes, sit 


COMMISSION MEMBERS 


Senator SaLronsTaLi. You have five members on the Commission ? 

Mr. Demmuer. We have five members of the Commission, all of 
whom are here today. Mr. Paul Rowen of Boston, Mr. Adams of 
Hartford, and J. Sinclair Armstrong of Chicago, and A. Jackson 
Goodwin of Alabama. 

Mr. Armstrong and Mr. Goodwin came to the Commission in July 
of 1953. Mr. Adams came in the spring of 1952. Mr. Rowen was 
appointed to the C ommission in 1948. 

Senator SALTONSTALL. So 3 of the 5 commissioners are in their first 
year of service? 
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Mr. Demmuer. Yes, sir. I wonder if I might make one other 
comment. 


AVERAGE EMPLOYMENT 


Senator Sauronstatu. Certainly. 

It has been called to my attention that you had an average, under 
the House appropriations, you will have to operate in fiscal 1955 with 
an average employment of about 694 compared with an average of 
744 for this fiscal year. The present staff is 723 and 831 was the 
figure for last year. From the net of 694, approximately 7 will be 
deducted to compensate for man-years lost through mandatory liqui- 
dation of accumulated leave. 

Previously you said there would be 711, and you would drop about 
a hundred. Is that correct ? 

Mr. DemMuer. We have 723. I think we have notices out on about 
6 more. So we will be down to 717 in about a month. That was what 
we gave to the House. If we take off $125,000, that will take off 25 more 
employees and we will be down to about 684. 

Senator SatronsraLi. You had something else? 


BACKLOG 


Mr. Demmnter. I had just 1 or 2 more things to say: Almost all of 
this is in my statement. In our Division of Corporate Regulation, 
which administers the Public Utility Holding Company Act and the 
Investment Company Act, we are not in a position to reduce the staff 
because there are backlogs there that should be eliminated. Slow 
processing should be corrected. Under the Investment Company Act, 
which, as you doubtless know, has very severe restrictions on trans- 
actions with affiliated interests, applications have to be filed with the 
Commission prior to the consummation of transactions. ‘Those appli- 
cations should be processed rapidly. Otherwise, the market basis for 
the transaction frequently changes in the interim. We are not proces- 
sing those as rapidly as we should. We also have many applications 
for exe mptions under the Holding Company Act. The applicant does 
not care because the exemption is automatic until the application is 
acted upon. Out of some 47 or more applic ae that we have pend- 
ing, there may be some which should be denied, but they have not been 
processed through to the point of hearing. 


INTERVENTION IN PRIVATE LITIGATION 


So all along the line we are just getting by. We thought we might 
cut down a little in our participation as amicus curiae, in private liti- 
gation involving construction, let us say, of section 16, the insider 
trading provision of the Exchange Act. We have had some very 
adverse comments from the courts on our failure to intervene as amicus 
curiae and explain our own rules to the court. 

We had a judge announce last week from the bench to our general 
counsel, Mr. Timbers, who also is here today, that he felt it was the 
duty of the Commission to intervene in cases in which the construc- 
tion of its statutes became an issue. So as soon as we pull back from 
anything, there is, as I have indicated, some indication of dissatisfac- 
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tion. We realize that you cannot satisfy everybody all the time, but 
I feel that we have made in our request to the Bureau of the Budget, 
and in our representations to the House and now in our representa- 
tions to this committee, a claim for what honestly we believe to be our 
fiscal requirements. I have no mental reservations about urging upon 
the committee the fact that we have presented what we believe to be 
an honest budget. 

Senator SarronstautL. Thank you, Mr. Chairman. 

The Chair would be very surprised if any group coming before us 
here would have any more doubt than you. Thank you very much. 

Mr. Demnter. Thank you, sir. 

Senator SatronstaLu. Mr. Brossard ? 

Mr. Brossarp. Yes, sir. 


Senator SALTONSTALL. You have four members of the United States 
Tariff Commission and several of your assistants, is that right ? 
Mr. Brossarp. Yes, sir. 


UNITED STATES TARIFF COMMISSION 


STATEMENTS OF EDGAR B. BROSSARD, CHAIRMAN; LYNN R. 
EDMINSTER, COMMISSIONER; GEORGE McGILL, COMMISSIONER; 
WALTER R. SCHREIBER, COMMISSIONER; DONN N. BENT, SECRE- 
TARY; LOYLE A. MORRISON, DIRECTOR OF INVESTIGATION; 
LOUIS S. BALLIF, CHIEF, TECHNICAL SERVICES; BEN D. DORF- 
MAN, CHIEF ECONOMIST; PAUL KAPLOWITZ, GENERAL COUNSEL 


PREPARED STATEMENT 


Senator Savronstaty. You have a letter addressed to me dated April 
8, and you have a statement which we will put into the record at this 
point. 


(The documents referred to follow :) 


UnitTep States Tarirr COMMISSION, 


Washington, D. C., April 8, 1954. 
Hon. Leverett SALTONSTALL, 


Chairman, Subcommittee in charge of 
Independent Offices Appropriations Bill, 1955, 
United States Senate, Washington, D. C. 


Dear SENATOR SALTONSTALL: In response to your letter of March 29, 1954, 1 
am glad to submit a brief statement concerning the Tariff Commission’s pro- 
gram and fiscal needs for 1955, together with a more detailed discussion of cer- 
tain changes which we wish to suggest in the Independent Offices bill as passed 
by the House of Representatives. 

Your committee has previously been furnished with copies of the Tariff Com- 
mission’s justification of its appropriation estimates for 1955, as submitted to 
the House Appropriations Committee on December 11, 1953. These, together 
with the report on the hearing before the House Committee on January 5, 1954 
(pt. I, p. 99 through 155), contain detailed information relating to the Commis- 
sion’s prospective workload and resulting financial needs, as of the dates indi- 
cated. 

For the present purpose we believe it is necessary only to emphasize that in 
nearly every department of its activity the Commission is faced with its greatest 
volume of work for many years, Thus, in each of its categories of public investi- 
gations: Under section 7 of the Trade Agreements Extension Act of 1951 (the 
escape clause) ; under section 22 of the Agricultural Adjustment Act; and under 
sections 332, 336, and 337 of the Tariff Act of 1930, the Commission has an 
increasing number of cases pending and in prospect. 
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In those important phases of its work, in addition to its public investigations, 
which involve advisory relationships with Congress and the President, the Com- 
mission is also faced with unprecedented responsibilities. The report of the 
Commission on Foreign Economic Policy (the Randall Commission) issued Jan- 
uary 23, followed on January 30 by a minority report have, whatever their legis- 
lative outcome, reopened a period of study and discussion which has occasioned 
considerable work on the Tariff Commission’s part and which will inevitably 
lead to greater activity during the coming fiscal year. Thus, on March 11, 1954, 
the Commission received the following resolution of the Senate Finance Com- 
mittee: 

“Resolved, That the Tariff Commission is hereby directed pursuant to section 
8382 (2) of the Tariff Act of 1930, as amended, to make an investigation and re- 
port to the Senate Committee on Finance, the findings of the Commission with 
respect to each article being imported into the United States which, in the 
calendar year 1953 had an average equivalent duty rate of 50 percent ad valorem 
or higher, as to (1) the limit to which a modification, imposition, or continuance 
of such rate of duty may be made or extended without causing or threatening 
serious injury to the domestic industry producing like or directly competitive 
articles; and (2) if increases in duties or additional import restrictions are re 
quired to avoid serious injury to the domestic industry producing like or directly 
competitive articles, the minimum increases in duties or additional import re- 
strictions required. 

“Such report shall be made by the Tariff Commission to the chairman of the 
Senate Committee on Finance not later than December 1, 1954.” 

While the Commission is still engaged in analysis of the commodities affected 
by this resolution and expects in the near future to publish a complete list of such 
commodities, it is evident that several hundred products will be involved, re 
quiring in each case careful investigation and possibly public hearings. Among 
others, the commodities involve such industries as those producing synthetic 
organic chemicals, earthenware, chinaware, optical goods, scissors, shears, razors, 
rifles, pistols, watches, clocks, liquor, woolen products, silk fabrics, beads, buttons, 
dolls, toys, fireworks, metal articles, lace, gloves and mittens, cotton fabrics, to 
baceo pipes, and numerous others. It is evident that the handling of this resolu- 
tion alone will be a tremendous task affecting all segments of the Commission 
and that the work involved will be heaviest during the fiscal year 1955. 

In addition, the Commission will inevitably be called upon for technical assist- 
ance and information in connection with any legislation which may be proposed 
or considered incident to the President’s message to Congress dated March 30, 
1954, submitting his recommendations concerning the foreign economic policy of 
the United States. 

The President’s message proposes “simplification of commodity definitions, 
classifications, and rate structure,” and adds: “To this end I shall propose legis 
lation providing for the simplification of the commodity definitions and rate 
structures in the Tariff Act, after a study by the Tariff Commission, and subject to 
appropriate standards to be established by the Congress.” 

This proposal alone, should it be adopted by the Congress, would constitute a 
tremendous task affecting all segments of the Commission. It would require 
an increase—and certainly not a decrease—in the Commission's staff. It may 
be noted further that the President’s message proposes that the “peril points 
and escanpe-clause procedures would, of course, be preserved * * *”, and that 
the Tariff Commission continue to exercise its present duties in this connection. 

Enough has been said, we feel, to demonstrate that the Commission will be 
faced during fiscal 1955 with the heaviest and most important responsibilities in 
its history. It is in the light of these responsibilities that we wish to analyze 
in some detail the recent action by the House of Representatives and to request 
that your committee make certain changes in the indenendent offices bill as 
approved by the House. The committee report (No. 1428) accompanying the 
independent offices appropriation bill (H. R. 8583) contains on page 27 the follow- 
ing provision relating to the Tariff Commission: 

“The committee has allowed $1,250,000 for this Commission which is a reduce 
tion of $41,375 below the amount available in 1954 and a reduction of $77,000 in 
the estimate. During the hearings it was testified that this agency is asked on 
many occasions by other agencies to conduct special studies and develop informa- 
tion on special subjects, It is estimated that the equivalent of 11 positions at an 
annual cost of $66,000 are engaged in this type of work. The committee seriously 
questions the need to furnish such information on a comprehensive scale and has 
accordingly reduced the amount required by $66,000. If such studies are neces 
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sary, the Tariff Commission should be reimbursed for the estimated cost of 
providing such service, and the bill contains language which will so provide.” 

We believe the committee’s action indicated above was based upon our failure 
to make entirely clear to the committee the nature of the work performed by 
this Commission in cooperation with other Federal committees and agencies. 
We wish accordingly to bring to your attention the following considerations 
affecting the item referred to. 

1. The provision in the committee’s report quoted above apparently refers to 
item F entitled “Assistance to Other Government Agencies” in the comparative 
man-year table shown on page 103 of the independent offices hearings and on 
page 7 of the Commission's justification An estimate for this item of 11 man- 
years is indicated for both 1954 and 1955. In terms of dollars this figure of 
11 man-years was estimated at approximately $66,000. 

2. It appears from the language on page 27 of the committee’s report quoted 
above that the committee has the impression that this time consists of a small 
number of major projects for which it would be feasible to arrange for reimburse- 
ment with the other agencies affected. 

A study of our work reports indicates that this is in nowise the case. Thus 
a review of our work reports for the 9 months of the current fiscal year alone 
indicates that the item of assistance to other Government agencies includes at 
least 11 interagency committees and 40 additional separate governmental units. 
These are as follows: 


Agriculture Department Defense Materials Procurement Admin- 
Department of the Army istration 

Bureau of the Census Defense Mobilization Administration 
BDSA Department of Defense 

Commerce Department Export-Import Bank 

Interior Department Federal Trade Commission 

Bureau of Mines Foreign Operations Administration 
Justice Department General Services Administration 
Labor Department International Monetary Fund 
Bureau of Labor Statistics Library of Congress 

Navy Department Maritime Commission 

State Department Mutual Security Administration 
Bureau of Customs National Labor Relations Board 
Internal Revenue Office of Defense Mobilization 
Treasury Department Office of Price Stabilization 

Bureau of the Budget Renegotiation Board 

National Archives Reconstruction Finance Corporation 
Central Intelligence Agency War Claims Commission 

Civil Defense The White House 

Civil Service Commission Small Business Administration 
Commission on Foreign Economie Policy 


A further review of our records indicates that virtually every member of the 
Commission’s technical staff and a large number of its GMerical and administra- 
tive staff have been concerned in this phase of our work. The subjects on which 
the information have been furnished are almost as varied as the commodities 
involved in commerce, industry, and agriculture and include, for a brief period 
only, the following, among others— 





Canned beef Film photostats Shingles 
Potatoes Mahogany from Japan Cigarette paper 
Cocoa Hardboard Molasses 

Sugar Abrasive paper Tuna 

Nuts Wood F luorspar 


Fruits 
Vegetables 

Mica 

Chinaware 
Optical glass 
Chinese products 
Water chestnuts 
Granite 
Glassware 
Naphtholine syenite 
Asbestos 


Wrapping paper 
Jewelry 

Hair 

Optical instruments 
Lighting carbons 
Pottery 

Plastics 
Chemicals 
Coaltars 
Plywood 
Pulpwood 


Building machinery 
Quartz crystals 
Salt cake 
Camphorwood 
Christmas trees 
Wagon oak 
Veneer 

Cedar chips 
Paperboard 
Fiberboard 
Furs 
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Silk Wool India sawmills 
Bamboo Figs Softwood lumber 
Mother of pearl Tomatoes Paper 

Industrial diamonds Gypsum Postcards 
Graphite Whitewares Processed board 
Rubber Tile Sash and trim 
Tobacco Cement Leather 

Tea Potash 

Ginger Lumber 


From the above statements, it is evident that rather than being composed of 
a few major special studies or projects, the items included in the Commission’s 
estimate for assistance to other Government agencies involve over 5G govern 
mental units, almost the entire staff of the Commission, scores of separate com 
niodities, projects, and subjects, and literally hundreds of separate inquiries from 
hundreds of separate points in the other Government agencies affected 

3. We believe it is evident from the information shown under (2) above that it 
would be wholly impracticable to make arrangements for reimbursement with all 
the avencies concerned and to process the rather elaborate procedures which 
would be involved. We believe that the Congress would not contemplate that 
such an elaborate and extensive number of bookkeeping opcrations would be 
in the interest of governmental efficiency, even if it were possible 

4. The Tariff Commission is a highly specialized agency, yet within its special 
ized sphere of activity it covers a tremendously wide range of products and 
subjects. It thus follows that as an integral part of the entire Government, 
including the legislative, executive, and judicial branches, the Commission 
is called upon literally hundreds of times each year to contribute its particular 
knowledge to subjects arising in other branches and agencies of the Government 
The assistance which is furnished to these agencies takes many forms, ranging 
from telephone calls to participation in interagency committees, to consultations 
in the office, to response to letters or questionnaires, and only rarely to formal 
projects which could perhaps be made the subject of formal arrangements for 
reimbursement. 

The Congress has many times emphasized the principle that effective admin 
istration of the Government as a whole requires the various agencies, insofar 
as possible, to cooperate with and assist eich other in specialized activities in 
which each is most expert. Such cooperation and specialization is clearly in 
the interest of overall Government economy, as may be illustrated by visualizing 
the expense which would be required to staff each of the agencies listed under 
(2), above, with experts in all phases of tariff administration. Thus, section 
334 of the Tariff Act of 1930 directs the ‘Tariff Commission to participate in 
such cooperation : 

“The Commission shall in appropriate matters act in conjunction and co 
operation with the Treasury Department, the Department of Commerce, the 
Federal Trade Commission, or any other departments, or independent establish 
ments of the Government, and such departments and independent establish 
ments of the Government shall cooperate fully with the Commission for the 
purposes of aiding and assisting in its work, and, when directed by the President, 
shall furnish to the Commission, on its request, all records, papers, and informa 
tion in their possession relating to any of the subjects of investigation by the 
Commission and shall detail, from time to time, such officials and employees to 
said Commission as he may direct.” 

Similar language is included in the basic act of almost all agencies of the 
Government, for example, section 310 of Public Law 215, 88d Congress, estab 
lishing the Commission on Foreign Economic Policy, provides in part as follows 

“(bh) OBTAINING OFFICIAL DATA The Commission is authorized to request 
from any department, agency, or independent instrumentality of the Govern 
ment anv information it deems necessary to carry out its functions under this 
title: and each such department, agency, and instrumentality is authorized to 
furnish such information to the Commission, upon request made by the Chairman 
or by the Vice Chairman when acting as Chairman.” 

5. The Tariff Commission’s technical staff is organized primarily on the basis 
of the commodity class’fications of the tariff act. The Commission’s staff is 
so small that each expert must cover a considerable range of commodities, 
though in the same broad field. Thus it is usually the advice of the individual 
expert which is sought by the other Government agencies concerned. This 
particular activity on the average consumes only a very small fraction of his 














332 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


time. If it were possible for the Commission to eliminate entirely the function 
of cooperating with and furnishing information to other agencies it would still 
not be possible to eliminate the need for a single one of the all too few specialists 
which make up its commodity staff. 

The situation is wholly dilferent from one which might obtain where a sepa- 
rate group of employees was engaged in the particular task of furnishing in- 
formation to other agencies. The functions which the Commission performs 
with respect to other Federal agencies are indeed comparable in every way with 
those which it performs with respect to congressional committees and individual 
Members of Congress, and with industrial, trade, and commercial groups in 
private business. In most cases it is literally true that the Commission is in a 
position to furnish information which can be secured from no other source or 
secured only by very laborious and time-consuming methods on the part of 
Members of Congress, other Government agencies, or business groups concerned. 

. * . . + * 7. 

Since, as we have explained, it is wholly impracticable to seek reimbursement 
for the Commission's activities in cooperation with other agencies, and as such 
activities cannot in any case be eliminated, the effect of the House reduction 
is clearly to reduce the Commission’s staff and its overall effectiveness. We do 
not believe that this was the intention of the House committee. 

We urge, in view of all of the foregoing considerations, that your committee 
propose amendments to the independent offices bill (H. R. 8588), as approved 
by the House, by restoring the Tariff Commission's requested appropriation and 
eliminating the proviso prohibiting studies at the request 
without reimbursement, as follows: 

(1) Page 39, line 23, strike “$1,250,000” and substitute “$1,827,000.” 

(2) Page 40, lines 5, 6, 7, 8, and 9, strike the clause beginning on line 5 
“Provided further” and all language following on the lines indicated. 

We appreciate this opportunity to present our views, and shall be happy, of 


of other agencies 


course, to furnish any additional information or assistance which the com- 
mittee may desire. 
Sincerely yours, 
EXpGar B. Brossarp, 
Chairman. 


OPENING STATEMENT OF CHAIRMAN EpGAr B. Brossarp, UNITED STATES TARIFF 
COM MISSION 


Mr. Chairman and members of the committee, we are glad of this opportunity 
to appear before you, and appreciate the courtesy and attention wtih which your 
committee has always considered the problems of the Tariff Commission. 

The details of our workload and our resulting fiscal needs are available to 
the committee in the justifications which we have submitted and in our letter 
of April 8 to Chairman Saltonstall. 

At this time we wish to review very briefly the Commission’s activities and 
to request certain changes in the independent offices bill as passed by the House 
of Representatives. In every phase of its work, the Commission is now faced 
wth unprecedented responsibilities. In each of its categories of public investi- 
gations, including section 7 of the Trade Agreements Extension Act of 1951, 
as amended (the “escape clause’), section 22 of the Agricultural Adjustment 
Act, as amended, and sections 332, 336, and 337 of the Tariff Act of 1080, the 
Commission has an increasing number of cases pending and in prospect. In 
those important aspects of its work in addition to public investigations which 
involve advisory relationships with Congress and the President, the Commission 
is also faced with heavy responsibilities. The report of the Commission on 
Foreign Economie Policy and minority report of that Commission, whatever 
may be their legislative outcome, have already occasioned substantial work on 
the Commission’s part, and the resulting consideration of these measures by 
the Congress will inevitably require substantial additional work by the Com- 
mission during the coming fiscal year. An important part of this work is already 
assured through the adoption of a resolution by the Senate Committee on 
Finance which directs the Commission to conduct investigations involving several 
hundred individual commodities. 

It may be noted further that the President’s recent message to Congress pro- 
poses the simplification of commodity definitions and rate structures in the 


Tarif 
it be 
segm 
decre 

Th 


proce 
conti 
acco! 
befo 
comi 
M1 
face 
its h 
som 
you! 
by t 
offic 
sion 
tion 
the 
mat 
tion 
ann 
ous 
and 
nec 
pro 
Vy 
to) 
thi: 
We 
fec 
1 
ite 
ma 
a 
is 
ye! 


ab 
nu 
me 


th 
Ge 
tic 
C 
st 

th 
in 





nection 
1 still 
alists 


sepa- 
ig in- 
forms 
with 
‘idual 
ps in 
‘ina 
ce or 
rt of 
rned 
. 


ment 
such 
ction 
le do 


ittee 
‘oved 

and 
ncies 


ne 


y, of 
com- 


RIFF 


nity 
your 


ep to 
tter 


and 
use 
iced 
»sti- 
051, 
ent 
the 
In 
1ich 
sion 
on 
ver 
on 
by 
pm- 
andy 
on 
Tal 


ITO- 
the 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 333 


Tariff Act after a study by the Tariff Commission. This proposal alone, should 
it be adopted by the Congress, would constitute a tremendous task affecting all 
segments of the Commission. It would indeed require an increase rather than a 
decrease in the Commission’s staff. 

The President's message also proposes that “peril points in escape-clause 
procedures would, of course, be preserved” and that the Tariff Commission 
continue to exercise its present responsibilities in this connection. It is evident, 
accordingly, that the large volume of escape-clause investigations now pending 
before the Commission will continue and in all probability increase during the 
coming year. 

Fnough has been said we feel, to demonstrate that the Commission will be 
faced during fiscal 1955 with the heaviest and most important responsibilities in 
its history. It is in the light of these responsibilities that we wish to analyze in 
some detail the recent action by the House of Representatives and to request that 
your committee make certain changes in the independent offices bill as approved 
by the House. The committee Report No. 1428 accompanying the independent 
offices appropriation bill (H. R. 8583) contains on page 27 the following provi 
sion relating to the Tariff Commission 

“The committee has allowed $1,250,000 for this Commission which is a reduc 
tion of $41,375 below the amount available in 1954 and a reduction of $77,000 in 
the estimate. During the hearings it was testified that this agency is asked on 
many occasions by other agencies to conduct special studies and develop informa 
tion on special subjects. It is estimated that the equivalent of 11 positions at an 
annual cost of $66,000 are engaged in this type of work. The committee seri 
ously questions the need to furnish such information on a comprehensive scale 
and has accordingly reduced the amount required by $66,000. If such studies are 
necessary, the Tariff Commission should be reimbursed for the estimated cost of 
providing such service, and the bill contains language which will so provide.” 

We believe the committee’s action indicated above was based upon our failure 
to make entirely clear to the committee the nature of the work performed by 
this Commission in cooperation with other Federal committees and agencies 
We wish accordingly to bring to your attention the following considerations af 
fecting the item referred to 

1. The provision in the committee’s report quoted above apparently refers to 
item F, entitled “Assistance to other Government agencies,” in the comparative 
man-year table shown on page 108 of the independent offices hearings and on page 
7 of the Commission’s justification. An estimate for this item of 11 man-years 
is indicated for both 1954 and 1955. In terms of dollars, this figure of 11 man 
years was estimated at approximately $66,000 

2. It appears from the language on page 27 of the committee’s report quoted 
above that the committee has the impression that this time consists of a small 
number of major projects for which it would be feasible to arrange for reimburse 
ment with the other agencies affected. 

A study of our work reports indicates that this is in nowise the case. Thus for 
the 9 months of the current fiscal year alone the item of “Assistance to other 
Government agencies” includes at least 11 interagency committees and 40 addi- 
tional separate governmental units. 

A further review of our records indicates that virtually every member of the 
Commission's technical staff and a large number of its clerical and administrative 
staff have been concerned in this phase of our work. The subjects on which 
the information have been furnished are almost as varied as the commodities 
involved in commerce, industry, and agriculture 

From the above statements, it is evident that rather than being composed of 
a few major special studies or projects, the items included in the Commission's 
estimate for “Assistance to other Government agencies” involve over 50 
rovernmental units, almost the entire staff of the Commission, scores of separate 
commodities, projects, and subjects, and literally hundreds of separate inquiries 
from hundreds of separate points in the other Government agencies affected 

3. We believe it is evident from the information shown under (2) above that 
it would be wholly impracticable to make arrangements for reimbursement 
with all the agencies concerned and to process the rather elaborate procedures 
which would be involved. We believe that the Congress would not contem 
plate that such an elaborate and extensive number of bookkeeping operations 
would he in the interest of governmental efficiency, even if it were possible 

t. The Tariff Commission is a highly specialized agency, yet within its spe 
cialized sphere of activity it covers a tremendously wide range of products and 
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subjects. It thus follows that as an integral part of the entire Government, 
including the legislative, executive, and judicial branches, the Commission is 
called upon literally hundreds of times each year to contribute its particular 
knowledge to subjects arising in other branches and agencies of the Government. 
The assistance which is furnished by these agencies takes many forms, ranging 
from telephone calls to participation in interagency committees, to consultations 
in the office, to response to letters or questionnaires, and only rarely to formal 
projects which could perhaps be made the subject of formal arrangements for 
reimbursement. 

The Congress has many times emphasized the principle that effective adminis- 
tration of the Government as a whole requires the various agencies, insofar as 
possible, to cooperate with and assist each other in specialized activities in 
which each is most expert. Such cooperation and specialization is clearly in 
the interest of overall Government economy, as may be illustrated by visualizing 
the expense which would be required to staff each of the agencies listed under 
(2), above, with experts in all phases of tariff administration. 

Language is included in the basic act of almost all agencies of the Government, 
for example, which requires them to assist and cooperate with each other. 

5. The Tariff Commission’s technical staff is organized primarily on the basis 
of the commodity classifications of the Tariff Act. The Commission's staff is 
so small that each expert must cover a considerable range of commodities, though 
in the same broad field. Thus, it is usually the advice of the individual expert 
which is sought by the other Government agencies concerned. This particular 
activity on the average consumes only a very small fraction of his time. If it 
were possible for the Commission to eliminate entirely the function of cooperat- 
ing with and furnishing information to other agencies it would still not be 
possible to eliminate the need for a single one of the all too few specialists which 
make up its commodity staff. 

The situation is wholly different from one which might obtain where a 


separate group of employees was engaged in the particular task of furnishing 
information to other agencies. The functions which the Commission performs 
with respect to other Federal agencies are indeed comparable in every way with 
those which it performs with respect to Congressional Committees and individual 
Members of Congress, and with in‘’ustrial, trade, and commercial groups in 
private business. In most cases it is literally true that the Commission is in a 
position to furnish information which can be secured from no other source or 
secured only by very laborious and time-consuming methods on the part of 
Members of Congress, other Government agencies, or business groups concerned. 

The Tariff Commission’s appropriation request as submitted to the House 
Appropriations Committee totals $1,333,600 and provides for an estimated aver- 
age employment of 199. This figure compares with an estimated average em- 
ployment of 198 during the current fiscal year, and is thus suflicient merely to 
continue the present level of Commission activity. As we have indicated, all 
available factors make it evident that the workload in the coming year will 
substantially increase. The effect of the House reduction of $77,000 in the 
Commission’s requested appropriation would be to reduce its average employ- 
ment by approximately 13. We helieve, as we have stated, that such a reduction 
was not intended by the House, but that its action was based upon a mis- 
understanding of the nature of the Commission's activities in cooperation with 
other Federal agencies. 

We urge, in view of all of the foregoing considerations, that your Committee 
propose amendments to the independent offices bill (H. R. 8583), as approved 
hy the House, by restoring the Tariff Commission’s requested appropriation and 
eliminating the proviso prohibiting studies at the request of other agencies with- 
out reimbursement, as follows: 

(1) Page 39, line 28, strike “$1,250,000” and substitute “$1,327,000.” 

(2) Page 40, lines 5, 6, 7, 8, 


and 9, strike the clause beginning on line 5 
“Provided further” 


and all language following on the lines indicated. 

We appreciate this opportunity to present our views, and shall be happy, of 
course, to answer any questions or to furnish any additional information or 
assistance which the committee may desire. 


HOUSE ACTION 


Senator Sauronstatn. The Chair understands that last year you 
had an appropriation of $1,291,375. The budget estimated $1,327,000, 
and the House allowed you $1,250,000, which is $41,375 under the 1954 
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appropriation and $77,000 under the estimates. You ask for the full 
amount of the estimates and you ask for a language change. 

The Chair understands that that language is that you would like 
to strike out the proviso that the House put in that no part of the 
foregoing appropriation shall be used for making any special study, 
investigation or report at the request of any other agency of the 
executive branch of the Government unless reimbursement is made 
for the cost thereof. 

Let us take that up first. As the Chair would interpret, it would 
mean that if you are asked "e make a study, we will say, for the 
Department of Agriculture, that you could not make that study 
unless they put up the money first. 

Mr. Brossarp. That is what the House meant by that statement. 

Senator Savronstaty. Are you asked to make any of those studies? 

Mr. Brossarp. Well, all of our studies are made for some other 
agency, every one of them. They are made at the request of the 
Congress, they are made at the request of the President, or of either 
House of Congress, or of the Ways and Means Committee of the 
House, or of the Finance Committee of the Senate, or as provided 
for in the law, they are made mandatory whenever an interested 
party makes an application for an investigation. We are given 
authority to make i on our own initiative but we rarely 
if ever have exercised it. We have had so much other work to do 
that we have never been ‘able to. 

Senator SatronsTaLLt. Supposing it was left in, what would 
happen ? 

Mr. Brossarp. If it is left in, I don’t know how we could operate. 
As a matter of fact, if it were left in, then all the other agencies of 
the Government would have to employ staffs to do the things which 
we are doing, because the things which we do for other agencies are 
the specialized things which we are staffed to do and which we do 
anyway as part of our regular business, 

Senator SALToNsTALL. But all this says is that they require you 
be paid for it, and to ask the departments to pay you. 

Mr. Brossard. When they cut this out they misunderstood. I 
talked to Mr. Phillips about it afterwards. They thought that this 
$77,000 that we had specified before them was composed of projects 
which could be budgeted and which could be worked as legaran 
projects, and that the other Government agencies could compensate 
us for such work. 

Senator SALTONSTALL. Senator Thve, we are considering the last of 
the matters on this afternoon, the Tariff Commission. The Tariff 
Commission has asked for $77,000 more, which is the amount of the 
budget estimate, and to eliminate the language that the House put in 
which would require an agency which requests a report of the Tariff 
Commission to pay for that re port. The Chairman of the ¢ Paes 
sion, Mr. Brossard, was saying that he believes that that limitation 
would be impractical. 

Would you continue, Mr. Brossard ? 

Mr. Brossarp. The House understood, I think from what we had 
said, that that item covered a small number of major projects for 
which it would be feasible to arrange reimbursement with the other 
agencies affected. A study of our work reports indicates this is in no 
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way the truth. A quick review of our work reports for the 9 months 
of the current fiscal year alone, indicates that the item of assistance to 
other Government agencies includes at least 11 interagency com- 
mittees and 40 additional separate governmental inits and almost a 
two-page list of various departmental agencies that were affected. 

Senator Savronstaty, Has that gone into the record? 

Mr. Brossarp. Yes; it is in the letter which I sent to you. 

If we were to attempt to have those agencies keep the records and 
books required to project these things, it would cost the Government 
many times more than it does to have us do it this way. 

Senator Savronsrat. What you say is it is impractical because of 
the tie-in of the work with various departments and of the divisions to 
have that cost accounted so that there could be any reasonable basis 
for reimbursing you? 

Mr. Brossarp. Yes. It would cost far more to have us compen- 
sated for in that way than it does now. As a matter of fact, that is 
why the Congress, ever since the Tariff Commission was organized, 
has requested the Tariff Commission to cooperate with other agencies 
of the Government, because we have the technical staff, and we have 
that information readily available and keep it up to date. Conse- 
quently, rather than attempt to staff their own groups to do this kind 
of work which we do, they call and ask us for it. We let our man, our 
technical man, answer the telephone or make the tabulation for them 
instead of them trying to put technical people on each Government 
agency’s staff. 

Senator SavTonsTaLt. And that all comes out of your current ap- 
propriation which is $1,337,000. 

Mr. Brossarp. That is right, sir. 

Senator SaLTonsTaLtt. What would you use this $77,000 for if you 
put it back? 

Br. BrossArp. We would use it for what we have used it for in the 
past, this very sort of cooperation that we are required to do under 
the law and that nobody would have any other agency in the whole 
Government do. 


TOTAL PERSONNEL 


Senator SavronsTaLL. How many people have you working for you 
now ¢ 

Mr. Brossarp. About 194. 

Mr. Benv. It is about 194 at the last count. 

Senator SavTonsraLL. And if this 77,000 was cut out, how many 
would it cut out? 

Mr. Benr. It would reduce the staff by, I estimate around 20 
people. It actually amounts to about 15 man-years, but by the time 
you go through a reduction in force, and pay their salaries during 
the months’ notice and terminal leave and so on, you perhaps end up 
with about 20 fewer positions. 

Senator SarTonstat.. Twenty people out? 

Mr. Bent. That is approximately right. 

Senator SavronstaLyt. How does your force compare today with 
your force a year ago ¢ 

Mr. Bent. It is just a shade under. We have been just under 200 
now for some length of time. I think it may be worth adding that the 
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full amount of the appropriation requested contemplates 199 man- 
years, or average employment, as compared with an average of 198 
in the current year. So in effect, it just is enough to keep us at our 
present level. It is actually no increase. 


WORK BACKLOG 


Senator SavronstaLL. What is your backlog of work? 

Mr. Brossarp. It is really quite substantial. We have been work- 
ing under deadlines all year until our staff has worked overtime every 
night, and has worked every Saturday, which is not required. ‘To 
meet the deadline on the big lead and zine investigation which was 
requested of us by the Ways and Means Committee of the House and 
Finance Committee of the Senate, which fixed the date of March 31, 
we could not possibly get it done then, and we had to go to the com 
mittees to ask them for an — of time until at least the 20th of 
April, which they both granted, because they said they knew what our 
situation was. 

Senator SALTONSTALL. Since the start of the new administration, has 
there been an increase or decrease in your work ¢ 

Mr. Brossarp. There has been an increase in the work in several 
respects. 

Senator SaAutronstALu. How much of an increase ? 


DAIRY INVESTIGATION 


Mr. Brossarp. I cannot tell you exactly how much, but we have 
been unable to do the jobs except the jobs that were Tequired on a 
deadline date. We had to give priority to those, But to start off 
with, we had the big dairy investigation which the President re- 
quested us to make after the Secret iry of Agriculture requested him 
to request it, because under section 22 of the Agricultural — 
ment Act the President is the only one that can request an investig 
tion of that kind of the Commission, and in order to get those 1 
ucts out from under section 104 of the Defense Act, they asked us 
to make an investigation and gave us a deadline on it. 

We all broke our necks trying to meet that deadline. We did do 
it, and we no more than got out from under that when applications 
for other investigations came in. Before that was done, as a matter 
of fact, this lead ‘and zine investigation was put on our shoulders and 
ever since we have had inc reasing requests for escape clause inves- 
tigations—— 


ESCAPE CLAUSE INVESTIGATIONS 


Senator SautronstaLL. That is the next question I was going to 
ask. How many requests for escape clauses have you pending now / 
Mr. Bent. We now have 16 under the escape clause. At the begin 
ning of this fiscal year the number was nine on July 1, 1953. It is 

now 16. 

Senator SAvronsraLi. So it has increased by seven. 

Mr. Brossarp. That is right. 

Senator Sarronsrauy. How many decisions did you make on escape 
clauses ¢ 

Mr. Brossarp. During that period five have been completed. 
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Senator Savronsrat,. You started with nine. You started with 
9 last year, and you completed 5, and carried over 4, and you have 16 
new ones ¢ 

Mr. Brossarp. We have 16 pending, so that was 12 new ones. 

Senator SatronsTaLy. Those come from the industries, do they 
not ¢ 

Mr. Brossarp. That is correct. 

Senator Sarronsta. Is there a peri) clause? 

Mr. Brossarp. The peril point, yes, that is still effective and is a 
part of section 7 of the ‘Trade Agreements Extension Act of 1951. 

Senator SaLvonstat.. How many cases have you under the peril 
point? 

Mr. Brossarv. We do not have any, and will not have any until 
there is a negotiation for a new trade agreement. When there is a 
negotiation for a new trade agreement, the President issues a list of 
items on which there may be consideration in the trade agreement, and 
gives the Tariff Commission a copy of that. Then we publish that list 
and we hold hearings on the list and have to make a report to him on it. 
We have had a new big request from the Senate Finance Committee 
just recently involving in effect the peril point findings on all items 
on which the present duty is 50 percent or more, which will involve 
something like 400 items. That is really a colossal task which amounts 
to a peri! point on something like 400 items, requested by the Finance 
Committee, and that is a command, 


EFFECT OF RANDALL REPORT 


Senator Sarvtonstaty. If the Randall report which the President 
submitted to the Congress is adopted, it will increase your work, will 
it not? 

Mr. Brossarp. It will, because they have provided in the report, and 
the President mentioned it in his message the other day, that the ad- 
ministration would request the Tariff Commission to make an in- 
vestigation and report on the simplification and classification matters 
in the Tariff Act. 

Senator Sarronstratn. If the Randall commission report were not 
adopted and the present law carried through for another year or 2 
years, then your work would go ahead ? 

Mr. Brossarp. It would go ahead just the same, and undoubtedly it 
would increase, because there are more and more of these industries 
that feel aggrieved at the present time because of increased competi- 
tion from abroad, and when they do, and when the duty has been 
affected by a reduction of the duty and as a result of trade agreement 
negotiations, they have an out under the escape clause and file an ap- 
plication for an investigation. 

Senator Sautonsrar.. If that is true, and the law is extended, either 
with or without the Randall commission, your work is increasing 
rather than decreasing ? 

Mr. Brossarp. Yes, sir. 

Senator Sarronstati. How many of these cases that have no dead- 
line have you hanging fire ? 

Mr. Brossarp. These 16. And they all have a 9-month deadline. 

Senator Sarronstauy. I thought you had so many deadline cases, 
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Mr. Brossarp. I meant these 9-month deadlines. Many of the 
others have a deadline fixed. If, as the President said with the dairy 
products investigation do this so we can act on it before July 1, 
we had something like 8 weeks in that investigation. That was 
mandatory. 

Mr. Bent. We do have, Mr. Chairman, about four other matters 
which do not happen to have statutory deadlines attached to them. 
That is 1 under section 337, and 1 under section 336, and 2 under seec- 
tion 332 of the Tariff Act. We do not at the moment have any pend- 
ing under section 22 of the Agricultural Adjustment Act, but we have 
completed four of those during this fiscal year, and there doubtless 
will be many others in the months ahead. 


CHINAWARE PRODUCTION COSTS 


Mr. Brossarp. We have been laboring under this one under section 
336, which is an investigation of the costs of production of chinaware, 
for 2 years now, and because of the pressure of other business we have 
not yet finished it, 

Senator Savronsrauu. If this $77,000 was put back, you would em- 
ploy how many more people ? 

Mr. Brossarp. We would keep our staff about as it is. 

Senator Tre. If you lose the $77,000 you are going to have to re- 
duce almost 11? 

Mr. Brossarp. 20 persons. 

Mr. Benr. Around 20 from the estimated average employment of 
199. 

Senator Tuyr. Can you employ 20 under $77,000? 

Mr. Bent. No, sir, But it is in reverse. uf you lose $77,000 that 
would account for about 13 man-years. You have to give all of those 
people at least a month’s notice. They all have terminal leave. You 
are not usually able to make the reduction in the upper brackets of the 
staff. That means that you have to reduce more people down the line. 
It is only an estimate, but I would judge it would be in the neighbor- 
hood of 20. 

Senator SauronstaLu. Then Mr. Brossard, you are against striking 
out this proviso that the House put in, even though it would mean more 
money to you, because you think it is perfectly utterly impractical to 
keep the books on it? 

Mr. Brossarp. I am in favor of striking it out because it is utterly 
oe, 

Senator Sauronstatu. That is what I mean. You are in favor of 
striking it out because it is utterly impractical. 

Mr. Brossarp. Utterly impractical and would cost the Government 
far more money to get the work done. I have talked with the chair- 
man of the House committee on that. 


REPORTED COMPLETED 


Senator Sautronsraty. Let me ask you this one more question: 
How many reports have you turned over to the President, sir, in the 
last 6 months? 

Mr. Brent. We have completed 10. 
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Senator SavronstaLL. Ten reports that you made to the President? 

Mr. Brossarp. That includes, however, this 1 large report on dairy 
products, which has about 10 or 11 items. 

Senator Savronsraty. In how many of those reports were you 
sustained by the President? 

Mr. Benr. Just a moment. I don’t know that I have it just divided 
by that period, but I have some figures here going clear back through 
recorded history that might be of interest to you. We have sent 
eight reports to the President. I am sorry, I was incorrect before. 

Mr. Brossarp. That is all told, under the escape provisions. 

Mr. Ben. Of those, 3 were rejected, 3 were accepted, and on 2 he 
requested additional information. 

Mr. Brossarp. That is the escape clause. 

Senator Sauronsratu. That is within the past year? 

Mr. Brossarp. No, the whole history. There have only been eight 
reports under the escape clause that have been sent by the Tariff 
Commission to the President recommending restoration or modifica- 
tion of the rates. 

Senator Savronsrauty. And that escape clause has been in the law 
since the 80th Congress ¢ 

Mr. Brossarp. Since 1948. 

Mr. Benr. The actual statute was in 1951, before that we operated 
under an Executive order of the President. 

Senator SALvronsraLu. Senator Thye, have you any questions? 

Senator Tuyr. No, I do not. 

Senator SatronsraLL. Senator Dworshak ? 


LEAD AND ZINC MINING 


Senator DworsnHak. Are you really going to have that report avail- 
able on April 20, dealing with the status of the lead and zine mining 
industry ¢ 

Mr. Brossarn. So help us, we are. It is all done and it is in the 
hands of the reproducing group now. 

Senator Dworsuak. Everybody is waiting pretty breathlessly for 
that report. 

Mr. Ses arD. To have it on your hands and off ours will be a 
great, relief. 

Senator DworsHakx. You better come up with some good recom- 
mendations. 

Mr. Brossarp. That is what you do not want of the Tariff Com- 
mission, to recommend. That is the prerogative of the Congress 
and we meticulously refrain from telling you what you ought to 
do as a matter of policy. We will give you the facts and you recom- 
mend it. 

Senator Satronstaty. Thank you very much, Mr. Brossard. 

Mr. Brossarp. Thank you. I am glad to have had this opportunity 
to discuss our budget needs with you. 

Senator SauronstaLL. That completes the work of the committee 
for this afternoon. We will reconvene on Monday morning at 10 
o'clock. 

(Whereupon, at 3:35 p. m., Friday, April 16, 1954, the committee 
was recessed, to reconvene at 10 a. m., Monday, April 19, 1954.) 
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MONDAY, APRIL 19, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, BG. 


The subcommittee met at 10 a. m., pursuant to recess, in room P—63, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommit- 
tee) presiding. 

Present: Senators Saltonstall, Dworshak, and Hill. 


TENNESSEE VALLEY AUTHORITY 


STATEMENTS OF GORDON R. CLAPP, CHAIRMAN OF THE BOARD; 
G. 0. WESSENAUER, MANAGER OF POWER; JOHN OLIVER, GEN- 
ERAL MANAGER; AND L. J. VAN MOL, BUDGET OFFICER 


PREPARED STATEMENT 


Senator SALTONsSTALL. The committee will come to order. 

The hearing this morning is with respect to the Tennessee Valley 
Authority and we expect to get a statement from Mr. Nichols of the 
Atomic Energy Commission, connected therewith. 

Is Mr. Clapp here ¢ 

Mr. Criaprr. Yes, Mr. Chairman. 

Senator SauronstaLtn. Mr. Clapp, you have a very full letter dated 
April 8, together with a statement. If there is no objection we will 
put that in the record at this point. 

(The letter and statement referred to follow :) 


TENNESSEE VALLEY AUTHORITY, 
Knogville, Tenn., April 8, 1954 
Hon. Levererr SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, Committee on Appropria 
tions, 
United States Senate, Washington, D. C. 

My DEAR SENATOR SALTONSTALL: This is in response to your letter of March 
29 in which you asked that we indicate the changes in the independent offices 
appropriation bill for 1955 which we consider essential. The bill as passed by 
the House provides for an appropriation of $103,582,000 which is $38,218,000 less 
than the $141,800,000 recommended by the President. We respectfully request 
restoration of the full amount eliminated by the House. Favorable action upon 
our request would thus be in complete accord with the President’s program 
an appropriation of $141,800,000, including $600,000 for resource development 
which was specifically eliminated by the House. 

The House committee report on the bill explains its action in reducing the 
appropriation request. It suggests that total expenditures be made in accord 
with the President’s budget and that all of the cut in appropriated funds, except 
for resource development and automobiles, be made up by drawing upon TVA’s 


341 











342 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


corporate fund. Thus the suggested financial arrangement would not apply to 
reductions totaling $729,500 ($600,000 in resource development activities, 
$40,000 in related administrative expenses, and $89,500 in the amount included 
for replacement of passenger vehicles). The committee contemplated that the 
$37,488,500 remainder of the reduction in appropriations would be achieved by 
reducing drastically the working capital which the President’s budget assumed 
would be available for month-to-month operations of TVA’s power and fertilizer 
programs 

We urge restoration of the President's estimate for the reasons stated briefly 
below and in more detail in the accompanying statements. 

Proposed reduction in corporate fund reserve and working capital to replace 
amount cut from appropriation request.—The House bill does not direct TVA to 
deplete its cash working capital by using it to finance facilities and programs 
which the President’s budget recommended be financed from appropriations. 
However, the explanation of the reduction in appropriated funds stron¢ly im- 
plies that the House committee considers the facilities represented by the $37,- 
488,500 cut from the President's budget to be necessary as recommended, but 
leaves to TVA the responsibility for deciding whether to draw upon its corporate 
fund reserves to finance the facilities or to postpone or discontinue projects and 
programs covered by the President's budget. The facilities to which the reduc- 
tion of $37.5 million is related are essential; it is also necessary for TVA to 
maintain a reasonable cash reserve for contingencies and working capital. 
Restoration of the cut, which would conform to the President’s budget recom- 
mendation, is the prudent solution to the dilemma the House bill creates for 
TVA. 

Attachment I explains TVA’s conclusion more fully; following is a summary of 
the reasons why TVA must retain a reasonable reserve for contingencies in its 
corporate fund budget. The amount of cash working capital shown in the 
budget as of June 30, 1955, is, of course, an estimate which may or may not be 
realized Even if realized it will be less than 2% percent of TVA’s capital 
assets. In comparison, the American Gas & Electric Co. and its subsidiary 
operating companies, with an annual energy output of about half of TVA’s, had 
liquid assets (cash and Government securities) of $40 million at the beginning 
of this year out of total assets of a little less than a billion dollars, or about 4 
percent. This is fairly typical of electric companies. If most of the assumed 
balance as of June 30, 1955, were budgeted now to be spent during the coming 
year for other purposes we would have to assume less margin for deviations 
from estimates of revenues and expense than we have any right or reason to 
assume. Moreover, without a reasonable cash reserve TVA cannot use business- 
like flexibility in purchases of coal and other supplies or in methods of opera- 
tion. Nor would it be able to meet the variable expenses occasioned by unfore- 
seen emergencies, The amount of cash working capital recommended in the 
budget is, in our judgment, the minimum required to assure continuous opera- 
tion of the TVA system and a continuation of businesslike management. We 
urge that the 1955 program be financed in the manner recommended in the 
President’s budget; this will require restoration of the amount eliminated by 
the House bill. 

Resource development.—The President's budget proposes $1,200,000 ($600,000 
from corporate funds and $600,000 from appropriated funds). The House, in 
reducing the total estimate in the President's budget by $38,218,000, eliminated 
the $600,000 provided from appropriated funds; it left $600,000 for the resource 
development program, and stipulated that no more than that amount be obtained 
from TVA’s corporate funds. We do not object to financing one-half of the 
program from corporate funds; we do request restoration of the $600,000 of 
appropriated funds together with $40,000 of related administrative and general 
expenses. If the appropriation of $600,000 is not restored, and the ceiling of 
$600,000 on corporate funds for this purpose remains, the amount available for 
the resource development program would not be sufficient to get results commen- 
surate with the expenditure. 

The full amount included in the budget will provide for continuation, on a 
minimum basis, of TVA’s work with the States, counties, private landowners, 
and timber operators in reforestation, fire control, and all other forestry activi- 
ties; TVA’s participation with the States and with rural communities in a pro- 
gram to improve soil conservation and encourage greater diversification of farm 
production; soil and water conservation demonstrations in small watersheds 
tributary to the Tennessee River system; the making of topographic maps used 
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by a large number of public and private agencies in planning and carrying out 
physical changes in the region; and consultation with State and local public 
agencies and private organizations to bring about the further economic develop 
ment of this region. (See attachment IIL.) 

Automobiles.—The President's budzet included provision for TVA to replace 
211 automobiles. The House bill reduces this number to 100. In the interest of 
economy and efficiency of operations, we urge that TVA be allowed to make the 
automobile replacements requested in the budget. The appropriation for the cur 
rent fiscal year allows no replacements; excessive mileage requirements beyond 
the most economic useful life of a part of our transportation equipment will 
inevitably result in higher costs per mile. The proposed replacement of 211 will 
help keep costs at the low level our carefully recorded fleet experience shows 
feasible. (See attachment IIT.) 

We understand we will have an opportunity to present these matters to your 
committee in hearings set for April 19. We look forward to the opportunity to 
explain and defend the President’s budget request at that time 

Sincerely yours, 
Gorvon R. CLAPP, 
Chairman of the Board 
Attachments. 


I. EFFECTS OF REDUCTION IN CASH WORKING CAPITAL 


The House committee's report suggested that almost all of the amount elimi 
nated by the House bill, namely, $37,488,500, be transferred from the appro- 
priation account to corporate funds although no language was included in the 
bill to this effect. Sotting aside any questions of the extent to which the TVA 
Act authorizes the use of proceeds for these activities, the proposal would reduce 
the estimated cash working capital as of June 30, 1955, to dangerously low 
levels. The estimated cash balance of $46.8 million would be made up of 
$39.9 million estimated to be accumulated from power proceeds and the re- 
mainder from other sources. The bulk of the expenditures assigned to corporate 
instead of appropriated funds would come from the power proceeds with 
prospective effect of reducing the estimated power proceeds balance for con 
tingencies and working capital to $5 million or less. TVA, operating the world’s 
largest power system, involving a capital investment of over a billion dollars, 
thus would be planning to spend or commit all of its estimated revenues except 
for an amount less than one-third of 1 percent of its total power assets. If 
the svggestion of the House committee report were followed, TVA would by 
its own decision place the power program in a very precarious cash position and 
make it impossible to operate the system on a businesslike basis, or to assure 
continuous operations. 

Generally speaking, large industries, including utility systems, maintain liquid 
assets of 5 to 10 percent or more of their total assets. This practice, developed 
from years of experience and the application of business judgments, is necessary 
to allow for margins of variation between estimated and actual revenue and 
expense and also to permit management to take advantage of opportunities for 
economies in purchase of supplies and equipment which cannot be realized with- 
out cash or an authority to use short-term credit. TVA does not have the 
authority to use credit nor does it seek such authority. Working cash is there- 
fore essential to efficient operating procedures. The $39.9 million estimate 
of liquid assets projected for June 30, 1955, amounts to about 2% percent of 
TVA’'s expected total power program assets at that time. This is a relatively 
small amount of cash in comparison with most business operations, but the 
suggestion of the House committee that the reduction in appropriation be met 
by using TVA’s corporate fund reserve would, if followed, reduce the amount 
of the reserve to about one-third of 1 percent of TVA’s total power program 
assets. 

The $39.9 million reserve fund estimated to be available at the end of fiscal 
year 1955 is not money in hand; nor is it certain to be in hand. In preparing 
a budget for TVA or any other enterprise, it is, of course, necessary to estimate 
the probable financial results of operation in future periods. While the budget 
estimates should represent an informed opinion as to financial probabilities, 
the actual results of operations will always vary from estimates. These varia- 
tions may be plus or minus, and even with the best possible forecasting the 
denarture from estimates may prove to be large, especially when buying and 
selling are involved. There could be very much less cash available to TVA 
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during fiscal year 1955. For example, curtailment of the atomicenergy pro- 
gram as a result of international agreements, a serious business recession, or 
a substantial inflation are all conditions for which no provision is made in the 
budget except for the part of estimated proceeds reserved in cash to meet 
contingencies. In addition, budget estimates are based upon average streamflow 
conditions, although TVA must be prepared to meet the contingency of dry 
weather and reduced streamflow which, in turn, requires greater reliance upon 
steam-generated power and that increases the cost of electricity and requires 
the greater use of coal in the amount of many millions of dollars. In 1953, 
because of drought, net income was about $15 million less than had been esti- 
mated in advance on the assumption of average streamflow conditions. The 
estimates of cash balances make no assumptions of catastrophe or other abnormal 
expenses. TVA has saved a great deal of money by insuring its own risks, but 
self-insurance requires a substantial cash fund usable in an emergency. 

Whatever the amount of cash available at the end of the year, it will not have 
been removed from the United States Treasury where TVA funds are held. The 
action suggested by the House committee, while reducing the cash available to 
TVA for operating on a businesslike basis, would not improve the overall cash 
position of the Government 


Il. RESTORATION OF APPROPRIATION FOR RKRESOURCE-DEVELOPMENT PROGRAM 


Che independent offices appropriation bill for 1955 as passed by the House of 
Representatives limits expenditures for TVA’s resource-development program to 
$600,000 to be derived from corporate funds. This is one-half of the estimate 
presented to the Congress in the President's budget and is $750,000 below the 
amount allowed for the current year. 

The full amount included in the budget, namely, $1,200,000, will provide for 
continuation, on a minimum basis, of TVA’s work with the States, counties, 
private landowners, and timber operators in reforestation, fire control, and all 
other forestry activities; TVA’s participation with the States and with rural 
communities in a program to improve soil conservation and encourage greater 
diversification of farm production ; soil and water conservation demonstrations in 
small watersheds tributary to the Tennessee River system; the making of topo- 
graphic maps used by a large number of public and private agencies in planning 
and carrying out physical changes in the region; and consultation with State 
and local public agencies and private organizations to bring about the further 
economic development of this region, 

This is not a new program; its methods have been tested, and they have been 
productive in the past. Nor is it an expanding activity. The trend of growing 
State responsibility and expenditure has been the result of a carefully scheduled 
financial participation by the TVA. TVA expenditures in the program since 
1947 consistently have declined as State and local agencies have gained strength 
and spent. more of their funds in these programs. A ceiling of $600,000 will 
disrupt these joint arrangements and for all practical purposes withdraw TVA 
from its partnership with the State and local agencies in this important work. 

The minimum budget for an effective resource-development program in 1955 
is the $1.2 million as requested. To appreciate this one need only consider the 
2 alternative courses under a budget of $600,000. One would be a pro rata reduc- 
tion of all resource development activities to 50 percent of their present level. 
This would reduce the small number of specialized staff positions to the point 
where the opportunity for professional service would be too inconsequential to 
be attractive. The other course would be complete elimination of certain pro- 
grams and activities. For instance, the already much restricted forestry pro- 
gram is projected at $450,000, and tributary watershed development at $443,000. 
Hither one of these major activities would use so much of the total allowed by 
the House that no other significant activity could be undertaken under the 
$600,000 ceiling. 

The experiments and demonstrations in tributary watershed development in 
the Tennessee Valley are an important part of the TVA program because farm 
income, erosion control, and rural depopulation are still serious problems. 
Within the past few months the Governor of one of the valley States wrote TVA: 
“* * * We are now prepared to assume a leading part in the rendering of 
technical and professional advice and assistance to local groups in such localized 
(watershed programs) * * *. We will necessarily need to continue to look to 
TVA for substantial assistance in making such a program a success.” The 
State’s initiative should be encouraged. If TVA is unable to provide assistance 
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under the leadership of the State, a new opportunity to shift from Federal 
to State responsibility in this field will have been lost. The reduction by the 
House bill threatens abandonment of TVA’s work in forestry. In a region 
in which 82 percent of the forest lands are privately owned, where useful forest 
growth could be trebled, at a time when large-scale wood-using industry is 
experimenting with plant location in the valley, activities directed toward re 
forestation, forest protection, and better forest management are of critical 
importance. TVA’s forestry staff works with the forest agencies of the States 

ter improvement of privately owned lands. To capitalize on past efforts 
his program should be allowed to run its course rather than being brought now 
to an untimely end. 

The activities affected by the appropriation cut make up an integrated resource 
program in the Tennessee Valley In a period when the national economy is 
voing through a period of adjustment, when rural families in the region are 
moving from farm to city, when workers are returning to the region from jobs 
they once held in northern cities, where the sickness of the coal industry has 
brought depressed communities, much will depend on timely, well-informed 
action by State and local governments and private citizens. Well-informed 
action requires a minimum amount of research, and such research has been sup 
plied through the resource development program. Fact finding about regional 
problems in economics and use of resources has helped leaders in the area to 
oncentrate on important programs. Research has uncovered economic danger 
spots, discovered and described opportunities in forestry, agricultural, and 
industrial development, compared accomplishment in the several parts of the 
region, and provided essential basic data for flood zoning and community 
planning 

As substitute for the use of Federal appropriated funds for the resource 
development program, the House proposes that financial responsibility for these 
activities be assumed by State and local agencies. The record of public resource 
development programs conducted by TVA and by the State agencies of the 
region shows clearly that the valley States are supporting resource develop 
ment by much larger appropriations than they once did. They spent $5,600,000 
on resource development in 1934; in 1952 they spent $45,300,000. TVA’s peak 
expenditure for resource development was made in 1947 when about $4 million 
was used, exclusive of funds for farm test demonstration and basic agronomic 
research. The estimate for 1955 is $1,200,000. Since 1947 the TVA estimate 
has been progressively reduced. These shifts demonstate the process of orderly 
transfer, as opposed to an arbitrary abandonment of projects in which the 
States’ part is growing as public understanding and recognition of the activities 
increase. 

To reduce the TVA program to half its proposed budget, and expect State and 
local agencies quickly to make up the difference will not bring the expected 
result. 

The history of forest protection over the past 20 years affords an example of 
the value of orderly transfer. The most urgent problem confronting the region 
in the 1930's was that of forest fires on private lands. States and counties had 
to be stimulated to protect forest lands from fires. This was done by demon 
stration and technical assistance and educational work in which TVA took an 
active part. Fire protection is now available in 102 of the 125 counties in the 
valley, supported in part by county and State funds, whereas few of the pri- 
vately owned lands were protected in 1933. TVA was next able to show how 
State and local agencies could profitably turn their attention to fire prevention 
as opposed to fire suppression. Now TVA has moved to still another project; 
a study to determine in this region at what level public expenditures for fire 
control can be best maintained to assure optimum returns to landowners, an 
improved tax base, and increased employment. 

TVA believes that, while State and local finances are growing stronger, the 
significance and character of regional resource development are such as to 
justify the budget proposed. TVA further believes that its character warrants 
continued Federal participation in it through use of appropriations. 


Ill, REPLACEMENT OF PASSENGER MOTOR VEHICLES 


TVA operates in an area of about 80,000 square miles with a distance of more 
than 600 miles between its extremities. In order to provide economical trans- 
portation of its technical, supervisory, and administrative employees among 
their various points of duty, TVA operates a fleet of 845 passenger motor vehicles. 
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All cars are standard models in the lowest cost bracket. Most of the cars are 
used in connection with the heavy construction program and operation of the 
TVA power system. Many of the job locations are inaccessible except by auto- 
mobile and, in most cases, even where common-carrier service is available, travel 
by car is more economical and less time consuming. These vehicles are driven 
by regular employees and not by chauffeurs. 

The control and maintenance of these vehicles, as well as many other types 
of transportation equipment, are centered in a single place. This arrangement 
provides for operation of equipment with a high degree of economy if units can 
be replaced when they reach an age or mileage accumulation which makes them 
no longer economical to operate in comparison with newer units. 

TVA will have 241 units at the start of fiscal year 1955 which should be 
replaced in accord with standards providing for replacement with new units 
after 60,000 miles of use or 6 years of age. The economies inherent in making 
such replacements are illustrated by a comparison of repair costs. Because of 
inability to replace automobiles during war years, in fiscal year 1947 the average 
accumulated mileage of vehicles in service was 72,000, and the direct repair 
cost per mile of operation was 2.49 cents. Through the next several years replace- 
ments were generally permitted in accord with the approved standards, and by 
1953 the average accumulated mileage had been reduced to 30,208, and the 
repair costs per mile of operation to 1.20 cents. This reduction in repair costs 
indicates an annual saving of about $130,000. 

At June 30, 1955, the fleet is expected to be composed of units as follows: 


June 30, 1955 June 30, 1955 
Assuming | Assuming | Assuming Assuming 
100 replace- | 211 replace- 100 replace- 211 renlace- 
ments ments ments | ments 
| 
Model year | Mileage 

1949 29 70,000 to 100,000 141 | 30 
1950 7v 60,000 to 70,000 108 108 
1951 212 209 50,000 to 60,000... 92 | 92 
1952 235 235 40,000 to 50,000 184 | 184 
1953 190 190 30,000 to 40,000 130 130 
1954 100 211 Under 30,000 : 190 301 
Total ' 845 R45 Ti asce ox 845 845 


The Independent Offices Appropriation Act, 1954, does not provide for re- 
placement of any passenger cars, and TVA must continue to operate cars well 
beyond their limits of maximum economy. Other standards developed by the 
executive branch generally permit replacement in any one year of no more than 
25 percent of the total vehicles in use. In view of the fact that replacements in 
1955 must take care of 2 years’ accumulated use, the maximum replacements 
permitted under the standards still would not provide for enough replacements 
to achieve maximum economy. To fall far below such standards, as required 
by the House bill, would entail much greater losses in economy and might intro- 
duce serious hazards to safety resulting from forced use of old, wornout cars 
beyond their limits of safe operation. TVA requests that the appropriation 
language be changed to provide for replacement of 211 passenger cars. 


REQUEST FOR RESTORATION OF HOUSE CUT 


Senator Sauronstatyi. Last year you had $188,371,000. The budget 
estimates this year were $141,800,000. The House allowance was 
$103,582,000, or a cut over the amount of the budget estimates of 
$38,218,000 which you are asking to have restored. 

Then, on resource development, you had $1,350,000 last year. The 
budget estimates called for a consolidation in the appropriation that 
was given to you. You asked for a language change in that. Is the 
Chair correct in that? 
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RESOURCE DEVELOPMENT 


Mr. Cuiarr. That is correct; if I might just make one comment to 
make sure it is very clear in the record. 

The $38,218,000 cut by the House that you specified in your first 
statement includes the $600,000 cut by the House for resource de- 
velopment which they would net allow to be covered by corporate 
funds, though most of the rest of the cut they would allow us to cover 
by our corporate funds. The $600,000 reduction applied to resource 
development also involves an additional $40,000 which is the pro- 
gram’s share of administrative and general expense. 

Senator SALTonsTaLL. With respect to the $600,000 from the cor- 
porate fund you mean that the House did not allow you to spend 
that for capital improvement or resource development ¢ 

Mr. Crarr. For resource development. ‘The President’s budget 
proposed a resource development item of $1,200,000 to be made up 
equally from corporate funds and from appropriations. 

The House cut the $600,000 for resource development from the ap- 
propriation leaving the other $600,000 to be provided from corporate 
funds. 

Senator Sauronstatit. The Chair understands, therefore, the lan- 
guage change that you request would be to permit you to put that 
$600,000 back in the appropriation ; is that correct ¢ 

Mr. Cuiarr. That is correct, plus restoration of the $40,000 admin- 
istrative and general expense for that program plus the remainder of 
the cut for other programs. 

Senator SALToNsTALL. From the corporate fund ¢ 

Mr. Ciarr. From appropriations. 

Senator SatTonsTa.y. From appropriations. 

That is under the item of “Salaries, expenses, and construction” ? 

Mr. Crapr. That is right. 

Senator SALTONSTALL. So that the discussion from our point of view 
before any general discussion is to this effect: that you would like to 
have returned $38,218,000 under the general heading of “Salaries, 
expenses, and construction” 

Mr. Ciarr. Yes, that is right. 

Senator SALTONSTALL. And to include a language change that would 
allow you to spend $600,000 of that general appropriation for resource 
development to be matched by $600,000 from your corporate funds? 

Mr. Ciapr. That is correct, Mr. Chairman. 

Senator SALTonsTALL. So that the language change is involved in 
the change in the additional amount that you request ? 

Mr. Criarr. That is right. 

Senator Satronstrati. Therefore, the issue, so far as the House is 
concerned, regardless of any other amendments that may be offered, 
comes down to the question: Should the Senate put back or restore 
$38,218,000 to the appropriation, which would be the budget estimate, 
and include the opportunity to spend $600,000 for resource develop- 
ment ¢ 


REPLACEMENT OF AUTOMOBILES 


Mr. Crarr. That is correct, Mr. Chairman, with the small addi- 
tional item of the amount cut for automobiles. 
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Senator SaLtronsraLL, The Chair has never heard that before and 
neither has Senator Hill, so we can get into that. That is another 
language change there. 

Mr. Cuapp. Yes, sir. 

Senator Sarronsrauu. Let us get it all before us. What does that 
mean in automobiles ¢ 

Mr. Ciapr. The House reduced the item for automobiles by $89,500 
allowing us to replace 100 automobiles instead of the 211 that we re- 
quested. 

Senator SavronsraLy. You request permission out of your appro- 
priations to replace 211 cars and the House allowed you to replace 
100 cars # 

Mr. Crarr. That is correct, sir. 

Senator SattonstanL. Thank you, sir. 


Will you proceed, Mr. Clapp ¢ 
GENERAL STATEMENT 


Mr. Ciarr. Thank you, Mr. Chairman. 1 can be brief in describ 
ine the problem that this House eul brings upon the Te: As you 
have stated, the House reduced the appropriation by $38,218,000 and 
suggested in the House committee report that all except the amount 
related to the automobiles which I have referred to and to the resource 
development item of $600,000, which I have referred to, might be 
financed out of our corporate fund reserves, 

That in effect said, though it did not direct, that the programs 
covered by the appropriation amount that was cut by the House were 
approved by the committee and by the House, but that we are to look 
for the money LO finance them from our col porate fund reserve, 

That presents a very serious dilemma to the TVA in this way. 

Senator SALTONSTALL, Would you excuse the Chair for a second ¢ 

Senator Kefauver, the Chair sees you sitting over there. Do you 
wish an opportunity to speak at this time, using your prerogative as a 
Senator, or would you prefer to wait and hear the discussion ¢ 

Senator Kerrauver. Senator Gore and I would rather wait until 
later on. Other Senators will be coming in also. 

Senator SALPONSTALL. Senator Gore, you feel the same way # 

Senator Gore. Yes, sir. , 


RESERVE FOR CONTIN GEN CLES 


Mr. Cuarr. We estimate for our 1955 budget that by the end of the 
fiscal year 1955 we will have a reserve in our corporate fund for 
contingencies that arise in the operation of the power system of some 
$39.9 million, 

The House, by cutting the $38.2 million from the appropriation and 
suggesting that we finance those programs out of the corporate fund 
reserve IS suggesting that we dip into this corporate fund reserve for 
purposes other than for which it is intended. 

We would be very reluctant to do that because it would jeopardize 
our ability to operate the TVA power system in the most effective, 
efficient..and economical manner in the years ahead. 

This corporate fund reserve is set up in our estimates in accord with 
the usual practice of business organizations to provide some liquid 
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working capital for unspecified purposes, however clirectly related to 
the operation. Most utilities, for example, will have up to 4 or 5 per 
cent of their assets in liquid reserves. 

The largest steel company has about 11 percent. The largest auto 
mobile manufacturer has about 8 percent. The cash reserves in our 
estimates are for the purpose of meeting the contingencies which may 
be caused, for example, by the weather. 

If we get less than average streamflow and therefore have less 
hydroelectric power from that streamflow, we have to put some more 

team capacity at work on our system. We have to burn more coal. 

That increases the expense of our operation. 

Therefore, our expense goes up over what we estimate, assuming 
average streamflow conditions. Again if we find that the coal market 
offers more favorable opportunities to buy large quantities of coal, 
and we are buying many, many millions of tons of coal a year, we 
should be prepared to take advantage of making those purchases at 
lower cost than we had estimated, and we use cash in our reserve fund 
in order to do it. Consequently, if we were to commit a projected re 
serve to be applied to the activities and programs that are effected by 
this $38.2 million cut by the House, we would be jeopardizing the 
potential efficient and economic operation of our system. 

Senator Sauronsrau. Is this the fact, from hasty perusal? You 
have an estimated reserve of liquid assets of $38.89 million at the end 
of June 30, 1955. 

The House has cut you $38,218,000. The House says that that eut 
should come out of this reserve; is that correct ? 

Mr. CLaApp. They suggested that we do that; yes, sir. 


DEPRECIATION FUND 


Senator SALTONSTALL. Does the TVA carry a depreciation fund ? 

Mr. Crarre. We do not carry it in cash, Senator, 

Senator SALTONSTALL. Not in cash ¢ 

Mr. CLAPP. No. 

Senator Savronstaty. What are your liquid assets at the present 
time? What do they consist of and what is their total amount # 


rOTAL LIQUID ASSETS 


Mr. Cxuarr. Our liquid assets are in cash or in receivables, Mr. 
Chairman. They are about $38 million at the present time, mostly 
cash. 

Senator SavronsTALL. $38 million im cash ¢ 

Mr. Cuiapr. That is right. 

Senator Sauronsratn. And that is set up against a depreciation 
fund, a reserve fund, a surplus fund, or what 4 

Mr. Ciapp. You could call it in the nature of surplus, designated 
however, as a reserve for contingencies. 

Senator SALTonsTaALL. Reserve for contingencies ¢ 

Mr. Cuapr. That is right. 

Senator SAvronsTaLL. Is there anything else that is liquid in your 
resources except cash ¢ 

Have you any Government bonds, for instance ‘ 
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Have you any investments of any character that you could liquidate 
quickly ¢ 

Mr. Ciarp. No, we have not. 

Senator SavronsTaLL. So you have your permanent improvements 
as a part of your overall capital construction position plus $38 million 
in cash 4 

Mr. Cuapp. That is correct, sir. 

Senator SaLTonsTaLL. That i$ an estimated reserve for contingen- 
cies over and above your estimated operating costs ? 

Mr. Crarr. That is right. 

Senator SarroNsraLtt. What you argue is that that is a necessary 
reserve for any emergencies or to buy coal, we will say, at a discount, 
or as an offset against additional increased expenses. What is your 
overall capital investment ? 


OVERALL CAPITAL INVESTMENT 


Mr. Cuarr. Our overall capital investment in completed plant in 
the power system as of June 30, 1953, Mr. Chairman, was $803,409,000., 

Then we have in progress construction totaling about $205 million, 
not yet of course, in operation. 

Senator SauronsraL, Is that a depreciated amount ? 

Mr. Crarr. Yes, it is. 

Senator SarronstaLyi. So that you have a capital in your business, 
so to speak, of $1,108 million in round figures. 

Mr. Carr. Call it $1 billion. 

Senator SarronstaLi. And your only liquid reserve as apposed to 
that is $38 million ? 

Mr. Cxiarp. That is correct, sir. 


PERCENTAGE OF RESERVE 


Senator SarronstaLy. You are quicker thanIam. What is that per- 
centage, that’s about 8 percent ? 

Mr. WesseNnaver. Yes, sir. 

Senator SavronstarL. Three and one-half percent ? 

Mr. Wessenaver. Yes. 

Senator Hiii. According to the memorandum, I noticed you state it 
is 214 percent. 

Mr. Wessznaver. The memorandum, I believe, Senator Hill, refers 
to the situation as it would exist at the end of 1955 when our total 
assets will have increased. 

Senator SaLronsTa.LL. So that at the present time you have approxi- 
mately 314 percent reserve, and as Senator Hill points out, that will be 
approximately 21/ » percent at the end of the fiscal year 1955? 

Mr. Crarp. That is correct. 

Senator Satronstaty. From your knowledge of private power 
companies what is the average liquid reserve of the private power com- 
panies; do you know? 

Mr. Criapr. According to our calculations it would run around 3, 4, 
or 5 percent. 

Senator Sarronstaty. So that this $38 million would be just about 
the average but not in excess of the average of an ordinarily well- 
operated private power company ? 
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Mr. Crarr. Certainly not in excess of the average. It is probably 
below the average. 

Senator SatronstaLu. The private power comps anies of course carry 
their liquid assets as opposed to a depreciation reserve, do they not, and 
a surplus account and maybe 1 or 2 other accounts ? 

Mr. Wessenavuer. The percentages we were using, Senator, are 
based on their liquid assets, which would be either in the form of cash 
or in Government securities which are readily converted to cash, in rela- 
tionship to their total assets. 


EFFECT OF HOUSE ACTION 


Senator SauronstaLu. If the House figures carry through, you 
would theoretically absorb, unless you could reduce your expenses, all 
your liquid reserves; is that correct? 

Mr. Crarr. Practically so. 

Senator Savronstrau.. That would mean, would it not, that if your 
expenses carried on in the coming year, in ‘the fiscal year 1955 to 1956, 
that you would have to ask for a larger appropriation 

Mr. Ciarv. Yes, and at times, the emergencies that might develop 
might not permit time to meet them by seeking appropriations. 

I would like to be very clear, Mr. Chairman, about the crucial 
ture of this reserve in our operation as compared with what it might 
be in a private company. We do not have access to credit. We cannot 
take out short term paper. We cannot issue bonds. The only sources 
of cash available to use in this connection are the revenues we receive 
from the sale of power. I should mention another item that adds to 
the total reserve to the extent of about $5 or $6 million by 1955 namely 
proceeds from the sale of fertilizer and other miscellaneous receipts 

The reduction, therefore, of our cash reserve as suggested by the 
House would really put us in a straitjacket so far as our cash position 
is concerned, 


GROSS RECEIPTS 


Senator Sauronstauty. The Chair asks you this, Mr. Clapp; what 
are your gross receipts estimated at at the present time ? 

Mr. Cuarrp. We estimate for 1955 that they will be in excess of $200 
million from power and about $22 million from other sources, includ 
ing fertilizer. 

In fiscal year 1953 the actual revenue was $105.004,000 from the 
sale of power, $20,300,000 from fertilizer and munitions, and miscel 
laneous receipts of about $5 million. 

For 1954 on an estimated basis we anticipate a total revenue from 
the sale of power of $135 million and $22 million from fertilizer and 
munitions and about $2 million from other sources. 

Senator SarronsraLu. That is your income estimated for the next 
fiscal year ? 

Mr. Cuiapp. This fiscal year. 

Senator Sauronstati. You mean the fiscal year 1954 or 1955? 

Mr. Ciarp. In the fiscal year 1954, the one we are in now. 

Senator SauronsTaLu. So that you will have an estimated income of 
$159 million approximately ? 

Mr. Crarr. That is right. 
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I have left out some reimbursable services which we perform for 
other agencies and for which we get reimbursed by them. 

Senator SauronsTati. So that you would expect your revenues to 
increase then the difference between $159 million this year and $220 
million next year? 

Mr. Ciapp. Yes, sir. 

Senator Sauronstauw. Those of course, are gross revenues, are they 
not, or are those net? 

Mr. Capp. No; those are gross revenues. 

Senator Satronsta.y. In addition to that you had this year $188 
million of appropriations; is that correct ¢ 

Mr. Criarr. That is correct, sir. 

Senator Sautonstrati. You had a gross income from Government 
funds and from revenues of $347 million in round figures; is that 
right ? 

Mr. Crarr. I think that is correct, sir, as I follow your arithmetic. 

Senator Sauronstatn. What the Chair has done is to take your 
estimated revenues of $159 million and add $188 million, too. In the 
same way, for next year, you would have $220 million of estimated 
revenues, and you would have appropriations under the budget of 
$141 million more, or a total of $361 million. 

Mr. Crapp. That is right, sir. 


CONSTRUCTION 


Senator Savronstatn. On an increased capitalization of $205 mil- 
lion in round figures. You have construction now of $205 million. 
Would that all be in operation by the end of next year? 

Mr. Carr. No; it will not all come into operation by the end of 
next year; some of it in 1956. 

Senator Sauronstatn. Then on a basis of revenue your reserves are 
a little more than 10 percent. If you take estimated revenues of 
appropriations and amounts coming in of $159 million your estimated 
revenues from Government appropriations and the revenues are $347 
million: is that right? 

Mr. Cuarr. A large part of that. Mr. Chairman, is appropriations 
committed to capital investment. The great bulk of the appropria- 
tions that we have been receiving in these past years has been for what 
we classify as acquisition of assets, which means building steam plants, 
and adding transmission lines and the like. 

Senator Sarronsrati. Approximately how much of that $188 mil- 
lion is for current operating expenses? 

Mr. Crarp. None for power. None at all for power expense. 

It would include several million dollars for the nonpower expense 
programs, such as resource development, navigation and flood control 
and the like. 

Senator Sarronstati. Then what would you estimate of the appro- 
priations from the Government of this year of $188 million would go 
into current operating revenues? 

Mr. Crapr. It would be less than $6 million. 

Senator Satronstaty. $6 million? 

Mr. Crapp. Less than $6 million. 
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Senator SaLronsTaLy. Call it an even $6 million. You would have 


$165 million of revenues which would come from $159 million from 


receipts and $6 million from Government appropriations. 

Mr. Criarr. I am troubled a little bit by your use of revenues as 
applied to appropriations. 

Senator SALToNsTALL. Call it income. 

You would have income of $165 million ? 

Mr. Ciarre. We would have funds available in that amount. 

Senator SaLrronsTALL. Yes. 

Mr. Crarr. The large part of the appropriated funds goes into 
capital investment; and the large part of revenues, the proceeds from 
the power system, goes into cost of operation, the expense of operation. 


PERCENTAGE OF RESERVE TO INCOME 


Senator SALronsTaLu. What I was trying to do was to get the per 
centage of your reserve, $38 million, as opposed to your gross income. 
We say that it is approximately 314 percent of your present capital 
investment. I was interested to find out veted much it represented in 
connection with your income in one fiscal yea 

Mr. Crarr. Relating it to the power oper: ion one could take the 
estimated reserve for contingencies in our corporate funds for power 
and relate it to the amount of revenues we anticipate we will get from 
power and that will be between 15 and 20 percent. 

Senator SavronsTaLt. You mean $38 million would represent be- 
tween 15 and 20 percent ? 

Mr. Criarr. Of the revenues from power. 

Senator SatronsraLu. So that your liquid assets are equal to ap- 
proximately 314 percent of your capital and represent between 15 
and 20 pe recent of your Income in any 1 year‘ 

Mr. Ci ues P. That is about right. 

Senator SauronsraLy. That you feel is absolutely essential for con 
servative Je ‘ration ¢ 

Mr. Cuapp. Yes, sir. 

Senator Sarronsratyi. And it is a question for the Congress to de 
cide whether they want to boil you down really te nothing on a reserve 
this year with the idea of reducing your expenses. 


REDUCTION OF EXPENSES 


Is there any way you can reduce your expenses this year ! 

Mr. Ciapp. Our expenses in power operation are effected very vitally 
by weather—rainfall and streamflow—and effected by fluctuations 
in cost of labor, materials, and equipment. The opportunity to reduce 
expenses in produci ing power is om ‘ted more by that weather factor 
than perhaps any other thing, and in making our estimates, of course, 
we assume average streamflow conditions. 

If we get less than average streamflow conditions, it runs our 
expense up. 

If we get better than average streamflow conditions, it will bring 
our expense down 

CONSTRUCTION PROGRAM 


Senator Satronstatu. The House report says that there is included 
in the bill $120,700,000 to continue construction in 1955 for a total of 
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26 power units, including 22 units and 6 steam plants in various stages 
of construction. No reduction has been made in this item. No new 
steam plants are proposed or recommended for construction in 1955. 

The committee has made a reduction of $12 million in the appro- 
priation financed budget for transmission facilities and has trans- 
ferred this item to the c orpor: ate program. 

That $12 million theoretically comes out of this $ 
correct ? 

Mr. Criarr. That was their suggestion, yes. 

Senator Sauronsraty. And the. corporate budget contains $25 mil- 
lion for these facilities already and it is suggested that the entire 
amount of $37 million be provided from this source. 

If that is true, then they used $12 million of this $38 million to 
come out of your reserves, and what do they use the other $26 million 
for? 

Mr. Crarr. The other $26 million is made up of an unspecified cate- 
gory covered by $25 million, to which they did not relate specific 
activities or specific facilities that were contemplated in our appro- 
priation budget. 

They did suggest that we finance out of corporate fund reserves not 
only the $12 million for transmission, but $152,000 for some site im- 
provements, and visitor facilities, and parking areas at our dams, 

$125,000 that we had budgeted for investigations for future projects 
to be built later, and $211,500 for general facilities, such as office 
facilities and equipment, transportation facilities, and so on. 

Those all add up to $37,488,500; that amount plus the $640,000 for 
resource development and $89,500 for automobiles, makes the total 
appropriation cut of $38,218,000. 


ge 


38 million; is that 


1956 CARRYOVER 


Senator SavronstaLtit. The House report says that the carryover 
into 1956 is estimated in the 1955 budget at $46,817,712. That is the 
amount. that they feel can be reduced. 

If their figure is correct. that would reduce that from $46 million 
to $8 million approximately; is that correct ? 

Mr. Criapp. That is right, sir. 

Senator Sauronsraun. So that you would estimate that you would 
increase your reserves, or your reserves at the end of 1955 would be 
S46 million. 

The House says take $38 million out of that and leave you $8 mil- 
lion, and what is vour present amount in that? 

You say $38 million ? 

Mr. Criaprp. In reserve, ves. 

Senator Savronstau.. You would expect to increase it from $38 
million to $46 million this year. The House says take $38 million 
out and decrease it from $38 million to $8 million ? 

Mr. Crarr. That is roughly correct, sir. 

Senator Sauvronstatn. They would say use the money partly with 
respect to $12 million of it for building these transmission facilities 
and the balance outside of $600,000 for resource development for these 
various projections that you have just mentioned ? 

Mr. Crarr. That is right, sir, 
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Senator Savronstrau.. These projections that you just mentioned 
would be termed capital improvements, would they not? 

Mr. Cuarr. Capital improvements, or acquisition of minor equip 
ment. 


AEC-PRIVATE POWER CONTRACT 
(See p 37) 


Senator SavronstaLy. Before the Chair turns you over to Senator 
Hill for any questions he may have, may the Chair say that when the 
Atomic Energy Commission was before this committee, under the 
questioning of Senator Hill there was discussion of considering exten 
sion of transmission facilities or the building up by private power 
companies, making a contract between the Atomic Energy Commis 
sion and private power companies. 

Under the agreement with the committee, General Nichols was to 
testify here this morning. He has called the Chair up twice and the 
Chair has also talked with the Budget Director over the telephone, 
Mr. Hughes, twice. They state to the Chair that the terms of the 
contract are not sufficiently and thoroughly worked out yet to appeai 
here this morning. 

They hope to be able to within a week and before this record is closed. 
The Chair asked Mr. Nichols if he would give us a letter. The letter 
has just been delivered. 

The Chair has not read it. May he read it to you, Mr. Clapp? 

Have you seen this letter? 

Mr. Criarp. I have not seen it. 1 have just been told about it. 

Senator Sarronsratn. This is headed “United States Atomic 
Energy Commission, dated April 17, 1954.” It reads as follows: 


DEAR SENATOR SALTONSTALL: Confirming my conversation with you on Friday 
April 16, I wish to inform you that the Atomic Energy Commission has received 
a proposal in writing from the Middle South Utilities, Inc. and the Southern 
Co. in response to the President's budget Inessage and to the Bureau of the 
Budget's request to the AEC to explore the possibility of reducing existing com 
mitments of the TVA to the AEC by 600,000 kilowatts. The proposal results 
from a series of meetings between representatives of the AKC, the Federal 
Power Commission and the sponsoring companies. It proposes a fair and 
equitable arrangement which could serve as a basis for negotiations leading 
to a definitive contract. 

Essentially the proposal would provide for the AEC contracting with the 
sponsoring companies for the supply of power. The private power source would 
interconnect with the TVA network in the vicinity of Memphis. The sponsoi 
ing companies would secure private financing for the necessary facilities and 
would provide power at what appears to be reasonable rates. Preliminary 
examination indicates that the difference in cost between the sponsor's revised 
proposal and our present TVA contract for supply of power at Paducah is 
accounted for by State and Federal taxes. It should be pointed out, however, 
that sufficient time has not elapsed since receipt of this proposal for the TVA 
to examine the proposal and for the Bureau of the Budget to analyze and deter 
mine if acceptance of the proposal is in the best interest of the United States 

At a conference on April 16, 1954, called by the Director of the Bureau of the 
Budget, Mr. Gordon Clapp, Chairman of the Board of Directors, TVA, and the 
Geneial Manager of the AEC agreed to jointly analyze the proposal with expec 
tation that data could be provided the Bureau of the Budget so that an orderly 
presentation could be made to your committee on Monday, April 25, or any time 
thereafter. It is felt that any presentation by the AEC prior to completion 
of this joint analysis would be incomplete, and, in any event, recomméndation 
cannot be made pertaining to acceptance of the proposal prior to the completion 
of the analysis. 

Sincerely yours, 
K. D. NrcHOLS, General Manager 
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That indicates that you are working on that subject and by a week 
from today you will expect to be able to report to this committee, and 
you and General Nichols together, if you have a firm proposal that 
will permit you to make this contract; is that correct? 

Mr. Crapr. That is our understanding, Mr. Chairman. May I 
make this one further comment about the procedure which I under- 
stand will be followed ? 

I think this is in accord with the way I understood the last part 
of the letter. 

We will be working with the Atomic Energy Commission and the 
Bureau of the Budget this week analyzing this proposal together 
and we understand that the Bureau of the Budget expects to reach 
a conclusion within the week as to what it would propose. That is 
the plan we understand will be followed. 

Senator Sarronstatn. Mr. Nichols was quite optimistic that it 
would be worked out and could be worked out at a fair rate. Is that 
your feeling too? 

Mr. Crarr. I would not want to be that optimistic. With respect to 
the proposal that we have seen, and seen only within the last couple 
of days, we have not had an opportunity to analyze it and I would 
not want to attempt to characterize it at this stage. 

Senator SavronstaL.. The committee was to hold hearings on other 
subjects through the rest of this week which we hoped would be con- 
cluded by Friday. They might run over into the following week. 

When do vou think that you and Mr. Nichols could come forward 
with a definite recommendation to this committee? 

Mr. Crapr. As far as we are concerned we see no reason why the 
analysis of the private company offer to AEC cannot be finished well 
within this current week. 

Senator Savronsraun. So far as you are concerned you would try 
to get that analysis through, and vou would cooperate to get that 
analysis through the Burean of the Budget, and up to this committee, 
say, by next Monday, as Mr. Nichols says? 

Mr. Crarr. I see no reason why that cannot be done. 

Senator Sauronstat,. Have you anything more that you would 
like to tell us regarding the use of these funds which were taken away 
from you by the House? 

The Chair has tried to cover it by questions in a layman’s way, not 
in an expert’s way. 

Mr. Crarr. I think you have covered it very well, Mr. Chairman. 
I hope I have made it clear that the House by its action, plus its sug- 
gestion in the House committee report, puts us in a dilemma because 
they in effect approve all of the programs and items of capital im- 
provement covered by the $38 million which they have cut, but 
suggest that we take the money necessary for those activities and 
capital improvements out of our corporate reserve fund. 


EFFECT OF HOUSE ACTION 


We, in the interest of prudent and conservative management of 
this power system, would be extremely reluctant to do that. The 
T'VA Board believes such an action is unwise in the extreme. 

We understand the way the bill is passed by the House that it still 
leaves it in our discretion to make that choice, the choice being to leave 
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on 


our corporate fund reserve intact and not go ahead with some of these 
items covered by the $38 million which was cut. If we do not go ahead 
with the items that were covered by the $38 million cut by the House, 
we will suffer some delays in construction schedules in connection with 
the power plants and the transmission lines we are now building, and 
that may alter the ability of the TVA to meet its commitments to the 
Atomic Energy Commission, and to other consumers of TVA elec- 
tricity. 

On the other hand, if we take the money out of the corporate reserve 
fund to make up what the House cut out, we jeopardize the cash posi- 
tion of the TVA and jeopardize its operation through contingencies 
which could, and frequently do, arise. 

Senator Satronstratu. This money primarily is going into construc- 
tion. What you say is that if you have to go along with the House 
proposal you will have to cut your reserves down, from $38 million to 
$8 million and there may be slippages in there that would take more 
than that would take, more than the present contracts called for, or 
what the present estimates call for, so that you would be in an ex- 
tremely short position ? 

Mr. Ciarr. Extremely short. We would be jeopardizing our oper- 
ating position or we would be jeopardizing our construction program. 

Senator Savronsratn. And we would have to appropriate more 
money next year? Where we would cut this year we would have to ap- 
propriate more money next year ? 

Mr. Carr. Yes, and we might have to gamble on the hope that none 
of these operating contingencies developed if our reserve funds were 
already committed to something else. 


POSSIBILITY OF CUT IN EXPENSES 


Senator SarronstaLu. Can you cut your expenses any ? 

Mr. Ciarr. We do everything we can, Mr. Chairman, to cut our ex- 
penses, and our operating record on that, I think, is excellent and will 
stand examination and comparison with any other operation of its 
kind. The availability of a cash reserve fund helps us to make econo- 
mies; lack of cash can increase our expense. 

Variations in expense that we are concerned with in connection with 
reserve funds are those over which we have no control, such as rising 
prices of labor, material and equipment, and I say, again, the weather. 
In this business the weather is very, very, important. 


REPLACEMENT OF AUTOMOBILES 


Senator SaLronstaty. Just one other question, and the Chair ap- 
preciates very much the courtesy of Senator Hill in letting him com- 
plete his questions. 

He will try to do the same for the Senator. 

With regard to the automobiles that will be replaced, if you get 
your way, replacing 211, you would eliminate all of your 1949 and 1950 
models, and 3 of your 1951 models? 

Mr. Ciapp. That is correct. 

Senator Satronsratt. How far would the 1949 models have gone 
approximately ? 

Mr. Ciarp. Generally, they have run above 70,000 miles each. 
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Senator SALToNsTALL. And the 1950 models, the same? 

Mr. Criarr. The 1950 models would have some in that range, but 
more of them perhaps within the 60,000 to 70,000 mile range. 

Our operating record shows that under average circumstances by 
the time we reach 60.000 miles on these automobiles it is more eco- 


nomical to replace them, to sell and replace them with new ones, 


than it is to continue to operate them. 

There are exceptions, of course, but that is the average experience. 

Senator SautronstatL. What it amounts to is that the direct repair 
cost. per mile of operation for anything over 70,000 is 2.49 cents and 
in the newer cars approximately 1.20 cents; is that correct? 

Mr. Ciarp. That is right. 

Senator Savronstauy. There is an increase of approximately 1.30 
cents which amounts to about $130,000 on repair costs in your judg- 
ment ¢ 

Mr. Ciarrp. That is right, Senator. 

Senator Satronsraty, You say with respect to the saving here: 

This reduction in repair costs indicates an annual saving of about $130,000. 

Mr. Crapr. That is right. 

Senator SavronstatL. Thank you very much, Mr. Clapp. 

Senator Hill, have vou any questions? 


USE OF LIQUID RESERVES 


Senator Hitz. Mr. Clapp, you have brought out that you have no 
control over these contingencies such as weather, and the cost of 
materials, and cost of labor, and re of that kind. As the Chair 
has so well expressed it—he used the term “boiled it down”—it puts 
you in a position where you have to use up these liquid reserves. 
Then vou are in a position that no other company that you know 
of would be in: is that not true? 

Mr. Crarr. That is right, Senator. 

We have no authority to use credit. 

Senator Hi. In ether words, you cannot go to a bank and bor- 
row money if vou need money. You cannot issue bonds if you need 
long-term credit. 

Mr. Crarp. That is right. 

Senator Hiri. Therefore, if these liquid reserves are denied you 
might find yourself in the position, might you not, where you cer- 
tainly could not operate on a businesslike basis and you might find 
it impossible to assure continuous operation ? 

Mr. Crapr. That is correct. 

If we had a series of contingencies that defied all the laws of 
averages and happened to us all at once it could be disastrous. Even 
1 or 2 or 3 of these contingencies arising could create great fluctua- 
tions in the expense of operation. 

Senator Hitt. And some of this disaster might directly and im- 
mediately affect, for instance, the Atomic Energy Commission, which 
is national defense: is that correct ? 

Mr. Ciarp. It could, sir; yes, sir. 

Senator Hii. It could immediately and directly affect other na- 
tional defense production; is that right? 

Mr. Crapp. Yes. 
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Our power service to the chemical industry, the metals industries, 
and, as a matter of fact, a wide variety of industrial loads, served by 
the municipalities and rural electric cooperatives, and some directly 
by the TVA. 

The availability of a cash reserve makes it possible for us to meet 
these contingencies in stride and thereby abate a crisis and frequently 
prevent a crisis. 


RESERVES COMPARED WITH PRIVATE COMPANTES 


Senator Hitz. Are not your reserves that about a minimum even 
today in terms of what other utilities, private utilities, and other com- 
panies carry as reserves ¢ 

Mr. Crapp. Yes; they are. 

We have been doing our best to build these reserves up as the 
system has grown larger so that it would bear a better relationship 
to the size of our system. For the cash reserve suddenly to be re 
duced to little or nothing would put us in a very very bad managerial 
and operating situation. 

Senator Hitt. In other words, to boil it down, there would be no 
way in the world for you to know that you could meet your respons!- 
bilities under the law and carry on continuous operations; is that 

ight ? 

Mr. Crapp. I think that is a fair statement, Senator. 

Senator Huu. Mr. Clapp, you have confined yourself of course, as 
we well understand why, to the question of the budget estimate. 

Even if the Senate should restore and the House agreed to such a 
restoration of the funds back to the budget estimate what would 
your power situation so far as meeting the needs and demands for 
power supply in the TVA area, say, in 1957 ¢ 


POWER CAPACITY SILORTAGI 


Mr. Ciapr. Senator, the budget that we are here explaining and 
defending, is such that even if the money is restored by the Senate 
and the Congress, which the House cut out, we will go into 1957 on 
the basis of this full program without sufficient power capacity to 
meet the loads we forecast will be here. 

Senator Hitt. How much will be your estimated shortage ? 

Mr. Carr. In this budget which is before the Congress as a part 
of the President’s budget, we see a system by 1957 capable of carrying 
a load of 9,483,000 kilowatts. Our present estimate of the power 
demands for that same time, namely, the end of 1957, is 9,500,000 kilo- 
watts, which actually shows a small deficit of two-tenths of 1 percent. 

Most utilities and we more than most, have consistently sought to 
keep the expansion of our capacity in this system ahead of the demand, 
and we have for years, been trying to achieve a margin over demand 
for future years that. would go up to 7, 8, 9, or 10 percent. 

Most utilities theoretically, shoot for an even higher percentage 
than that. Very few of them achieve it. 

The TVA area will face a power deficiency in 1957 even if the AEC 
should relieve us of the 600,000 kilowatts commitment that was re- 
ferred to in the letter from the General Manager of the AE( 
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Senator Hitz. Even if you got the 600,000 mentioned in the letter 
released back to you from the AEC, you would still have a definite 
power shortage in 1957 for the needs and demaads of your material 

Mr. Cuarp. We have no question about that in our minds, Senator. 

Senator Hinn. If you got the 600,000 released to you from the AEC 
to meet this shortage in 1957 what would have to be done today ¢ 

Mr. Ciarre. With the release of that 600,000 of the AEC Paducah 
load we would still be deficient in power capacity in 1957. The Ten- 
nessee Valley would be caught in a very tight power situation, 

The only way that can be cured is for the TVA to begin to build 
new capacity. It takes about 3 years to do so. That was a problem 
we pointed out a year ago and it is a problem we have pointed out 
many, many times before this committee. 

It means starting to build at least 3 years ahead of your forecast 
in order to be able to meet these requirements. 

Senator Hm.. How much would you start to build today if you 
could to meet these future demands in 1957? 

Mr. Crarr. If we got relief from the 600,000 kilowatts that the 
AEC desires, and if we were free to go ahead with our program, we 
would start to build right away about 8 more steam units. I should 
correct that, Senator. The 8 units I referred to is based on the suppo- 
sition that we would continue to supply the 600,000 kilowatts at 
Paducah. 

Senator Hitt. I was going to ask that. 

If you did not get back this 600,000 and were required to meet that 
commitment which you now have under contract with AEC today, 
you would need how much? 

What I want to know is how much capacity you would need to add 
if you did not get the 600,000 kilowatts back from the AEC, and how 
much you would need if you did get back the 600,000 ¢ 


NEW CONSTRUCTION NEEDED 


Mr. Crarp. If we do get back the 600,000 from the AEC we would 
need to begin construction of 850,000 kilowatts of new capacity to 
become available by 1957. If we continue to serve the AEC with this 
600,000 kilowatts at Paducah, in our judgment, in order to be on the 
safe side, for 1957, we ought to start building a program that would 
total 1,450,000 kilowatts of new capacity. 

That figure is large because this year are not making substantial 
additions in new starts. We have thus lost a year in starting new 
capacity, while our loads continue to grow. 

Senator Hrii. Do you have the estimates of how much appropria- 
tion you would need this year to meet your situation if you got the 
600,000 kilowatts back ? 

How much would you need in appropriations to meet the situa- 
tion if you did not get back the 600,000 ? 

Mr. Crapp. I can give you those figures, Senator, if you will give 
me just a minute. 

A safe figure on that, Senator, would be about $85 million. 

Senator Hitt. You mean if you got back the 600,000 or if you did 
not get it back? I want that clear for the record. 

Mr. Crarr. If we do not get back the 600,000 kilowatts from the 
AEC we would then need about $85 million to start the new steam 
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plants and new units in order to achieve the kind of margin we think 
we ought to have by 1957. 

Senator Hitz. If you do get back 600,000, how much would you 
need ¢ 

Mr. Ciarr. We would need at least half of that. 

Senator Hini. You a need at least half of that; some $45 
million, say. 

Mr. Crarr. Call it $45 million. 

Senator Hint. And even if you get back the 600,000 but do not get 
any additional funds, you would foresee a short: age in 1957? 


ESTIMATES FOR FUTURE LOADS 


Mr. Ciarr. That is correct, sir 

Our estimates for future loads are on a very conservative basis. 
The probabilities that these estimates would be realized so far as our 
requirements are concerned assume reasonably good business conditions 
and assume continued development of the use of electricity in the 
Tennessee Valley area, including industrial development and indus 
trial use. Unless something severe happens in general business con 
ditions, we would have no reason to doubt the validity or wisdom of 
these estimates for future power requirements. 

Senator Hitt. In other words, unless something unusual happens, 
you would have these power requirements to meet what we might 
call normal growth; is that not true? 

Mr. Crapr. That is correct, sir. 

Senator Hiiu. And the history of growth in power use for the last 
20 years say—I am not only thinking of TVA, but also private power 
companies throughout the United States—has been that you have 
been in a tight situation? 

Mr. Crapper. Certainly, very tight. 

Senator Hiii. That applies, say, not only to the Tennessee Valley 
with TVA; that applies to private power companies and applies 
throughout the United States; is that not true? 

Mr. Cuiapp. That is right, Senator, and it is a very serious problem. 

We tried last fall at the request of the Atomic Energy Commission 
to gather up some odd bits of electric energy in systems all the way 
from the gulf to the Great Lakes in order to make it possible for them 
to keep their production up full scale and we were not able to get 
them all the power they needed. We quit looking after the prices 
got up between 114 to 2 cents a kilowatt-hour; that being for whole 
sale power. 

That illustrates how drastically tight the situation is. It may be 
that at any given month as you look at it, it may seem a lot better as 
blocks of new capacity come in on various systems, let us say, in the 
area east of the Mississippi. But as soon as those new units come 
in they get committed very, very quickly and margins that were then 
predicted disappear and the situation in that case then gets tight. 

Senator Hin. And it is tight today ? 

Mr. Cuapr. It is tight today. 

Senator Hitt. And has been tight for a good many years; has it 
not ? 

Mr. Crarr. That is right, sir. 











362 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Senator Hit. Therefore, if the past be any guide for the future, 
you have to have this additional power; is that not true? 


BUDGET ASSUMPTIONS 


Mr. Crarr. It certainly seems so to us, Senator, and I should add 
this: The figures that are projected in our budget for 1957 which 
produced this deficit of two-tenths of 1 percent assumes that there 
will be no increase in Federal loads, no increase in national defense 
loads, no increase in the atomic energy loads. However, this budget 
was no more than in print when we received a request from the Atomic 
Energy Commission saying that they wanted us to tell them how we 
would supply them with 200,000 kilowatts of additional power begin- 
ning in the next 2 or 3 years. 

Under the budget as projected we were told to assume there would 
be no such request or that if such request were made the Bureau of the 
Budget would, of course, consider it from scratch and recommend a 
supplemental appropriation for TVA to build new capacity. 

I cited that not only because it is a real problem with us at the pres- 
ent time, but it is also a good illustration of the so-called minor adjust- 
ments that the defense industries make in their productive capacity 
which call upon the TVA then for substantial quantities of power, 
which it cannot squeeze out of capacity it does not have. 

Two hundred thousand kilowatts, for example, is the equivalent of 
two Norris Dams. It is the equivalent, of, let us say, a couple of units 
at the new Johnsonville steam plant. 

It takes time to get the money and it takes time to build steam 
plants. Our projection, therefore, as it appears in the President’s 
budget showing this deficit of two-tenths of 1 percent, is based on 
the supposition that there will be no such increases, even though such 
increased demands have already been made upon us. 

Senator Huw. And did not include this particular increase which 
you have just adverted to; that is, the 200,000 kilowatts for the Atomic 
Energy Commission ? 

Mr. Capp. That is correct, sir. That came up within a few weeks 
after the 1955 budget request had been announced. 

Senator Hirx. And did not include any other request of that 
nature, did it? 

I mean, anything outside of the normal natural growth that might 
be expected ? 

Mr. Crarp. That is right. 

Senator Hirz.. Is that correct? 

Mr. Crapr. That is correct. 

Senator Hii. Your estimates looking into the future, the calcula- 
tions by which you arrived at this estimate of shortage did not include 
anything outside of what you looked upon as just normal and natural 
growth, nothing special like this 200,000 kilowatts from AEC; is 
that right? 

Mr. Crarr. That is correct 

We were told by the Bureau of the Budget to eliminate any margin 
for later increases in Atomic Energy or national defense loads. 


to 
ba 


sti 


1S 


co) 


eX 
thi 
ye 
ca 
ne: 
tio 
we 
ex! 
ad 
at. 


str 


son 
al 
pla 


we 


TV 
En 





INDEPENDENT OFFICES APPROPRIATIONS, 1955 363 


COST OF AEC POWER 


Senator Hrix. Did you say you could not find power for AEC 
perhaps until it got up to what, 2 cents a kilowatt hour ¢ 

Mr. Crarp. Yes, Senator, we quit looking for power for AEC’s 
interim demands wher the price got that high. AEC did not want 
to pay such high prices; they preferred to get along with less than 
full production. AEC stopped buying when the price got above 1 
cent a kilowatt-hour. When you try to mobilize emergency power 
supply for an emergency interim operation one indication of a powe1 
shortage is the price quotation you get. The price quotations reflect 
the kind of obsolete generating capacity that would have to be brought 
in on neighboring systems in order to supply power when there is 
a power shortage. 

I cited that as an index of how tight the power supply situation 
was last fall. 

Senator Hiri. You spoke about needing an additional $85 million 
to start construction for power supply in the event you did not get 
back the 600,000 kilowatts: is that correct ? 

Mr. Criarr. That is right, sir. 

Senator Hinu. And some $45 million for additions to start con 
struction now to power supply even if you did get back the 600,000; 
is that correct ? 

Mr. Ciaprp. That is correct, sir. 


FULTON STEAM PLANT 


Senator Hitt. Would this additional power supply that you need 
contemplate the construction of the Fulton steam plant ? 

Mr. Carr. It certainly would, sir. The best judgment of ow 
experienced engineers clearly puts first priority for new capacity at 
the Fulton site. We discussed this matter before this committee a 
year ago. We explained that for reasons of economy we locate new 
capacity in those parts of our area having more load in relation to 
nearest supply. We consider ease and cost of transmission connec 
tions, and availability of sites. In order to meet this 1957 situation 
we would need over and above the Fulton plant, additional units in 
existing steam plants now on our system. The next increment to be 
added after the Fulton plant according to our plans would come best 
at the Johnsonville steam plant. 

Senator Hin, You definitely have a need then to start the con 
struction of the Fulton steam plant ? 

Mr. CLapr. We certainly do, Senator. 


COMPARISON OF AEC POWER COSTS 


Senator Hitz. I had the thought, Mr. Clapp, that I might ask you 
some questions about cost of power supplied to the AEC by the TVA 
and the cost of power supplied to the AEC by the EEI, the Joppa 
plant. Would you like to go into that now, or next Monday when 
we go into the whole question ¢ 

Mr. Criapr. I might make this comment on it now, Senator. The 
TVA is very proud of the arrangement that it made with the Atomic 
Energy Commission to supply power at the Paducah plant. We 
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supply power to AEC from the Shawnee steam plant that the Con- 
gress appropriated money for. We set out to build four units there 
initially; that assignment is completed.- We have four units now 
supplying power to the Atomic Energy Commission at Paducah and 
the rates which we quoted to the AEC at the time we came in seeking 
the funds from this Congress have been realized as a result of our 
ability to build the Shawnee steam plant well within our estimates. 
Our neighbors across the river have not done quite so well. Their 
costs are considerably higher than they estimated at the time they got 
their contract from the Atomic Energy Commission. Their costs 
according to the latest figures we have seen filed with the Securities 
und Exchange Commission increased about 45 percent over the esti- 
mates they presented at the time the AEC gave them the contract. 

Senator Hiti. That 45 percent amounts to what, about $58 million, 
or something like that? What is the latest figure? 

Mr. Ciarre. Mr. Wessenauer tells me that the AEC testified in the 
House that the increase over their estimate was about $58 million on 
the construction of the steam plant and of course that would have 
to be reflected and is being reflected in higher rates. 


COST-PLUS CONTRACT 


Senator Hm. Was it not what we eall a cost plus contract ? 

In other words, no matter how much the costs went over the esti- 
mate. the Government would pay the costs? 

Mr. Cuare. That is right. 

Senator Hini, And the way the increase in cost is recovered is by 
raising the rates: is that not right ? 

Mr. Crarpr. That is right. The nature of the contract between 
Electric Energy, Inc., and the AEC provided for escalators in prac- 
tically all variables common to such construction and operation in- 
cluding the cost of construction. Consequently, the gross overrun of 
the original estimate by Electric Energy, Inc., and its one-time con- 
tractor, Ebasco, which was later deprived of the contract, goes right 
into the increased cost paid by the Atomic Energy Commission to 
Electric Energy, Inc. Our contract gave them a firm price for the 
ymwer., 

If we had exceeded our estimates in the construction of the Shawnee 
plant, which we did not do and have not done, that would not have 
affected the cost of power to the Atomic Energy Commission from 
the TVA. Our contract does have other escalators like coal costs, but 
in the Joppa proposition—the Ebasco business—the Electric Energy 
contract with the AEC was in fact a cost-plus contract and the tax- 
pavers will have to pick up the check. 

Senator Hnwx. According to the latest figures, that was an addi- 
tional $50 million? 

Mr. Ciarp. That is right, to be reflected in higher power rates than 
they originally quoted. 


OVEC PLANT 


Senator Hm. And as I recall the testimony, the additional figure 
on the OVEC plant in Ohio was some $32 million ? 

Mr. Crarr. As T recall it in that testimony they have upped their 
estimates for construction about 10 percent, I believe. 
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Senator Hi. How did your performance, so far as meeting your 


schedules, compare at the Shawnee plant with the EEI at the Joppa 
plant ? 


TVA CONSTRUCTION SCHEDULES 


Mr. Crapp. Senator, the Electric Energy, Inc., proposition was 
scheduled to bring its first unit at Joppa into operation in the fall of 
i952. We were scheduled to bring our unit into operation at Shawnee 
about 3 months later. All the priorities that were granted under 
the priority system prevailing at that time under the Korean emer 
gency, were set to help achieve that schedule. We were to come in 
second, with Electric Energy to come in first. Both of us were late in 
our schedules because of difficulties in getting equipment and other 
matters, but the TVA got its first unit on the line in April of this 
last year, well ahead of Joppa. 

Senator Hix. April 1953? 

Mr. Cuapr. April 1953, and we got our second unit on the line 
before the first unit at Joppa was put on the line. We got our third 
and fourth units at Shawnee on the line before they had more than 
2 of their 4 completed. I do not know whether they have their third 
one on the line yet or not. I hope they have. We not only beat them 
on the schedule, but we did so within the estimates we had presented 
at the time we got the money to build the plant. 

Senator Hin. In other words, you met your estimates and you beat 
them badly also on your schedules, so far as producing and getting 
the use for the AEC plant ? 

Mr. Cuarr. Yes, and, Senator, I think that little arnt has a 
very direct bearing on how well the taxpayers fare in these arrange 
ments for supplying power to the largest power consumer in the coun- 
try, namely, the Atomic Energy Commission. It makes it pretty 
clear that the TVA knows how to build things. It has a pretty good 
record in achieving its deadlines. It has an excellen i record in build 
ing within the estimates which we present to the Congress when we 
come in to ask for the money to make these capital investments. 
Every time we do that we are giving the taxpayers a better deal on 
these things than they can get anywhere else. If you will indulge 
me for just a second, I would like to add that we are able to do that 
because we have an organization that in all these years has held itself 
to that kind of a measurement, namely, doing what it promised to do. 


ESTIMATES COMPARED WITH ACTUAL COSTS 


We occasionally have slipped and we occasionally have overrun our 
estimates, but in all of these 20 years of building dams and steam 
plants our actual costs have come within seven-tenths of 1 percent of 
the estimates that we have presented to the Congress when we first 
sought the funds to build these facilities and we are proud of that 
record. 

Senator Hity. That is an exceptionally fine record. 

Senator SavronstatL. Mr. Clapp, while you may not entirely ap- 
prove, you are not asking for any new extensions of capital improve- 
ments where the budget did not recommend; is that right? 

Mr. Crapp. We are confining our recommendations, Mr. Chair- 
man, to the President’s budget; that is correct. 
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Senator SauronsTaLL. Your statement to Senator Hill would indi- 
cate that you thought you made a good record and maybe you did not 
approve of everything with respect to cutting down, but you are going 
ahead with it as the budget has directed you? 

Mr. Cuarr. We play this game, Senator, according to the rules, yes, 
sir. 

Senator H1ii. You play according to the rule which is the rule that 
you operate under the budget ; is that right ? 

Mr. Cxapp. That is right, Senator Hill. 


TRANSMISSION FACILITIES 


Senator Sauvronstatt. The House cut $12 million from transmis- 
sion system facilities. If this contract with the power companies goes 
through, will you still need that $12 million? 

Mr. Ciapr. Yes; and actually if that contract with these companies 
and the AEC goes through, our estimates for transmission require- 
ments for 1955 may be inadequate, because you noticed in that letter 
that this proposal contemplates the delivery of that power to the 
TVA. We in turn are to make power available to the AEC for the 
account of the companies. However, I do not want to get into a pre- 
mature discussion of a proposition which has yet to be analyzed. 

Senator Savronstantn. Perhaps the Chair had better withhold that 
question until we come up with this firm or clearer understanding of 
what this contract is. 

Mr. Crarr. I would prefer that. 

Senator Sarronstau.. It is perfectly obvious from what you now 
say that we should not try to do that by correspondence. We should 
do that by hearing with Mr. Nichols and yourself and some repre- 
sentatives of the power companies present. That is correct, is it not? 

Mr. Ciarr. That certainly would be preferable from our point of 
view. The proposal in question is full of complexities not apparent 
on the surface. 

Senator Sarronstaty. So from the point of view of additional 
facilities under the present budget, where the House apparently cut 
you down $12 million on transmission system facilities, we will post- 
pone further discussion on that. Have you anything more that you 
wish to add on this $600,000? As the Chair understands it, that is a 
question of whether you take that entirely from your corporate funds 
or whether you ti ake half from your corporate funds and half from 
your appropriations; is that right? 

Mr. Ciarr. If I may, sir, that is not the way the House action leaves 
it. 

Senator Savronsrau.. You went over this and perhaps I did not 
understand it. 


ABSENCE OF HOUSE COMMENT 


Mr. Ciarr. The House in cutting the $600,000 from the appropria- 
tion for resource development did not say that we could take that 
$600.000 from the corporate funds. The budget as proposed pro- 
vided $600,000 already from corporate funds plus $600,000 from ap- 
propriated funds, and when the House cut the appropriation $600,000 
they said that will leave only $600,000 for the resource development 
program. They cut it in half. 





Ss 


yea 
coo!) 


= 


it 


. 


a 


TS 


md oh Ie pa 


go | 


N 
tha 
by 
pro 
no! 
cies 
not 
the 
gra 
OOO 
atte 


you 
fire 
ties 
div 
ons 
Sys 


ort 
gra 


rf hss 


as | 
cor 


qui 


rf 


rr se 


— 


the 
res 





ot 


ny 


1S- 


eS 


Ww 


ld 
t? 
of 


nt 


ot 





j 
| 
| 
| 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 367 


Senator SaALronsrat.. That is the issue that we went through last 
year on timber development and that sort of thing, of a program 
cooperating with the States? 

Mr. Ciapr. That is correct, sir. It is exceedingly important, though 
it is a small item in our budget. 

Senator SALTONSTALL. You estimate that the TV A share of that pro 
gram should be $1,200,000 ? 

Mr. CLApp. That is the minimum program in our judgment, Senator. 

Senator SaLronstatt. And the House says it should be $600,000? 

Mr. Ciarp. That is correct. 

Senator Satronstaut.. Therefore, the issue is whether you should 
go into that difference of $600,000? : 


RESOURCE DEVELOPMENT 


Mr. Crapp. Yes; and the most important comment I can make on 
that is this: Unhke many programs that are carried on exclusively 
by the agency that is getting the money—TVA in this case—these 
programs that are referred to under resource development are in 
most instances joint programs with the State, county, and local agen 
cies. If we attempt to scale that program down to 50 percent it 
not only affects what we will do, but also affects what the States, and 
the county and the local agencies may do in these cooperative pro 
grams. If we cannot maintain a minimum program of around $1,200,- 
000 it raises serious questions in our minds as to whether we should 
attempt to carry it on at all. 


COOPERATION WITH STATES 


Senator Savronsratn. The program would involve according to 
your formal statement cooperation with the States, in reforestation, 
fire control, and all other forestry activities with the rural-communi 
ties program to improve soil conservation and encourage greater 
diversification of farm production; soil- and water-conservation dem 
onstrations in small watersheds tributary to the Tennessee Rive: 
system; and making topographic maps. That is what that pro 
gram is? 

Mr. Crarr. That is right, sir. 

Senator SarronsraLh. It is just a question of dollars and cents 
as to what the Congress will agree to as to how much is the national 
contribution to those programs in those States? 

Mr. Cuare. That is right, sir. 

Senator SavronstaLL. How much was it this past year? We had 
quite a discussion on it. 

Mr. Carr. This current year it is $1,350,000. 

Senator SALTONSTALL. It would be a cut from $1,300,000 to $600,000 ¢ 

Mr. Criarr. That is correct. 

Senator Sauvronstaty. Thank you. 


CONTRIBUTION OF STATES 


Senator Hinz. Is it not true that whereas the TVA, which means 
the Federal Government has been reducing its contributions to this 
resource-development program, on the other hand under the stimu 
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lation of your Federal contributions the States and the counties and 
the local communities will greatly increase theirs ? 

Mr. Ciarr. That is entirely true, Senator, and if I may give you 
some figures on that, I think it is very striking. 

Senator Hix, In other words, on page 5 of your statement, Special 
Statement on Resource Development, in 1934 the States, counties, and 
local communities spent on resource development $5,600,000, whereas 
by 1952 they had increased their expenses to $45,300,000? 

Mr. Criapr. That is right, and a large part of that increase by the 
States, I think justly can be attributed to the stimulating effect of these 
cooperative arrangements that we have worked out with them in many, 
many fields. The peculiar function of the TVA in this program of 
resource development is to help to get some things started, help get 
the States committed to the purpose of carrying them out jointly with 
the TV A, and help get people to understand the importance of having 
those things done by State, county, and local agencies so that their own 
tax find will then go more freely to support them. As this takes place 
the TVA withdraws funds from its part of the activity and begins to 
face new problems and develop new programs with the States that will 
meet new problems as the region grows and develops. 

Senator Hiri. And it is your thought that if Congress should fol- 
low the action of the House in cutting this down to just $600,000 it 
might well be fatal to these programs? In other words, it might be 
of so little help that you would not be able to carry on these programs; 
is that right? 

Mr. Ciapr. That is our fear, Senator. It is not simply a matter 
of reducing the program by 50 percent. Actually this program ex- 
pense is made up largely of small staffs of highly trained professional 
people in their respective fields—in forestry, in economics, in soils, and 
other special fields—and if we would attempt to cut this program by 
50 percent we would reach the point where the opportunity for such 
professional service gets so small that we cannot keep people who are 
competent to do the work. 

Senator Hirz, And the program, if course, ties in immediately with 
and is an integral part of your water-resource development: is that 
not right ? 


INFLUENCE OF TVA PROGRAMS 


Mr. Crarp. That is correct. The work in tributary watershed dem- 
onstrations which we have been getting under wav in the last few 
vears will in time have an important bearing on the more effective 
conservation and the use of the water resources of the whole Tennes- 
see Valley of which the develonment of the Tennessee river system has 
heen the foundation stone. The work that we are doing with the 
States in reforestation and in encouraging them to build up better 
programs of fire control and, above all, to build up better forest-man- 
agement programs with private landowners will of course give the val- 
ley a greater protective cover, bring about better use of water and land 
resources not otherwise suited to agricultural crops, and, by no means 
least important, add to job opportunities and the income from our 
forestry resource of the valley area. These programs have achieved a 
momentum over these years that have attracted more and more State 
funds, and employment of more State technical experts in their State 
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agencies. TVA’s objective in these programs is to help the States 
build stronger programs of their own with the technical assistance and 
advice from the TVA, and then as the States take over we face the 
next set of problems that a developing region ought to face and take in 
stride. 

This program, therefore, Senator, is much more important to the 
full functioning of the TVA than the amounts of dollars involved. 1 
hope I have made that point clear, 

Senator Hur. And it is part and parcel of flood control, is it not? 

Mr. Ciarr. It is. It is part and parcel of the whole idea behind 
the creation of the TVA, as I understand it, which was to set up an 
agency that would help, by working with the States and local agencies 
and the people of the area, deve lop the resources of this region to the 
stand: rd of production and efficiency which those resources and the 
pe ople deserve. 

Senator Hitt. And integrate development ? 

Mr. Crapr. That is right. 

Senator Hux. Including, among other things, conservation of soil. 
These programs are immediate and part and parcel of soil conser 
vation? 

Mr. Crave. Indeed they are. And one of the most important in- 
gredients is this process of cooperation with State and local agencies, 
stimulating them to take more and more responsibility and put more 
and more of their own money into the conservation and development 
of their national resources. Soil conservation instead of being a Fed 
eral program gets built into their own local community programs. 


TRIBUTARY WATERSHED DEVELOPMENT 


The tributary watershed development that ee and the State 
agencies, including the University of ‘Tennessee, and the State health 
commissioner and the local agencies in the three counties that com- 
prise the Chestuee ws atershed which runs into the Hiwassee River, 
a tributary of the Tennessee, is making very important strides in the 
field of soil conservation and the improvement of agricultural pro 
duction, greater diversity of crops, better management of forest lands, 
encouragement of industrial development which relates to its re 
sources. We see a growing interest on the part of county courts who 
vote money from their own local budgets to take part in these 
programs. 

Senator Hnwx. As I understand, Mr. Chairman, you put in the 
records to begin with, Mr. Clapp’s statement # 

Senator SatronstrauuL. That is right. 

Senator Dworshak, do you have any “ stions? 

Senator Dworsuax. Just a few, Mr. Chairman. 


DUPLICATION OF EFFORTS 


Mr. Clapp, it is frequently contended that there is overlapping and 
duplication of efforts within the TVA in conflict with the Department 
of Agriculture, Department of Interior, or other Federal agencies. 
Is that true? 

Where do you differentiate and where do you draw the line between 
specific programs and activities of TVA and the normal functions 
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of these other departments which we find throughout the country ¢ 
Mr. Crarr. At times that can be a problem, Senator, but it is not a 


problem in the Tennessee Valley. ‘TVA has a major function in the 
field of chemical research, for example, relating to fertilizer and muni- 
tions. As related to fertilizer, we have a committee on research with 


the United States Department of Agriculture. Through this com- 
mittee we get together periodically with USDA representatives to 
review the research projects they are interested in and the research 
projects we are interested in. We are carrying on some projects in 
our research laboratories at Muscle Shoals in which the United States 
Department of Agriculture is very much interested. Results from 
these projects will be shared. 

In the field of soil conservation and agricultural conservation work 
we encourage the State agencies to coordinate all agricultural activities 
and localities. It is a problem in many areas—this problem of the 
relationship of Federal agencies to local agencies in the agricultural 
field. Federal agencies frequently bypass the States, and frequently 
bypass the State agricultural extension services. The TVA from the 
beginning entered into agreements with agricultur al colleges of the 
seven land-grant colleges of the Valley States and the extension serv- 
ices. ‘The widespread test demonstration program, for example, which 
is now on a greatly reduced scale, was the joint program of TVA and 
the States with the supervision provided in the counties by the county 
agents. 


COORDINATION ACTIVITIES 


Senator Dworsuax. And then you do not actually supplant the 
activities of the Federal agencies or even of the State bureaus and 
agencies: you merely coordinate and you do not try to have TV A as 
the supervisory agency ? 

Mr. Ciarr. No, we do not try to have TVA as the supervisory 
agency. We do have agreements with the State agencies as to the pur- 
pose of an activity in which we are jointly contributing or engaged, 
the methods by which reports will be developed so that all can learn 
what goes on and how successful it has been or what mistakes it has 
made. We agree on the duration of programs to achieve certain 
goals, at which time the whole program is then reexamined jointly. 

It has been a very closely knit cooperative arrangement. We have 
had arguments in times past in our relationship with the Soil Conser- 
vation Service, which is inclined to go directly into soil conservation 
districts, bypassing the States, but even some of those difficulties are 
now being alleviated. 

Senator SauronstaLt. Thank you, Mr. Clapp. Have you anything 
more to say on the part of the agency ? 

Mr. Crarr. I think you have given me the opportunity to say all 
of any consequence bearing upon this budget, Mr. Chairman. 

Senator Sauronstatt. Thank you, sir. Thank you for appearing. 


COMMITTEF PROCEDURE 


Perhaps now the Chair would announce the procedure. We hope 
to have a hearing at 2 o’clock this afternoon. If the two Senators 
who are present would care to make their brief statements at the pres- 
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ent time, while the Chair himself has to go over and act as acting 
majority leader, Senators Dworshak and Hill will be here and will 
gladly listen to your statements and put them into the record. 

This afternoon the Chair would hope to hear the Governor of Ten 
nessee first and then there is a representative of the power company, 
Mr. Moses, and then a number of people from the Tennessee Valley 
area who would like to speak. The Chair earnestly hopes that these 
talks may be to the point so that the hearing may be concluded this 
afternoon. ; 

Senator Kefauver, would you and Senator Gore like to speak 
briefly at the present time or perhaps come in at the tail end of the 
proceeding this afternoon after hearing the various witnesses? The 
Chair would ask Senator Kefauver that question first ? 

Senator Krerauver. Mr. Chairman, I appreciate this opportunity, 
but I would rather make my statement at the tail end of the proceed 
ings. We have many witnesses here from Kentucky and Mississippi 
and Alabama and Tennessee and other States, and they came from a 
distance. I would rather that the committee would hear as many of 
them as possible. We are here all the time and we can make our state- 
ments later on. 

Senator Savronstau.. That is a very diplomatic statement, Sena- 
tor Kefauver. Senator Gore, how do you feel? Do you want to speak 
now, or do you want to exercise the same diplomacy that the senior 
Senator from Tennessee exercised ? 

Senator Gore. I am not under the immediate compulsion of my col 
league, but I do not wish to take any back seat in diplomacy. I have 
no statement to make right now, but I will have one to make to you 
by way of the buttonhole a little bit later. 

Senator Savronstrautn. All right, sir. The Chair understands thor 
oughly what button hole means. 

Then we will recess this hearing until 2 o’clock, at which time the 
Governor of Tennessee will be here, Governor Clement, who will be the 
first speaker. We will try to start promptly at 2. Then Mr. Moses, 
who is representing various power companies in connection with this 
contract and so on, will appear; then there are various witnesses from 
the area. 

Mr. Davis, do you wish to speak briefly now ? 


STATEMENT OF HON. CLIFFORD DAVIS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TENNESSEE 


Mr. Davis. One-half minute. 

Senator Sattonstatn. The Chair himself has to leave to take over 
the floor. Ifthe Chair remembers, your statement last year was very 
brief. 

Mr. Davis. Mr. Chairman, Memphis, Tenn., is the largest city, of 
course, in the State. In other years Maj. Thomas Allen, the president 
of the Memphis Light, Gas and Water Division, has made what we 
always thought was a very excellent factual statement. Unfor- 
tunately, he is ill, very ill, but he has provided this statement and of 
course we are very anxious that you gentlemen should be able to read 
into the record, and if you have lots of time I would ask permission 
to read it myself for you, but I am not making that request. 











372 INDEPENDENT OFFICES APPROPRIATIONS, 195 


However, I do ask, Mr. Chairman, that it be made a part of the 
reccrd at this point, and I think it would be well to follow the state- 
ment made by Mr. Clapp. 

Senator Savronstauy. All right. Without objection that will be 
done and that will be put in the record at this point. 


(The statement referred to follows :) 
Apri 16, 1954. 
To the Honorable Leveretr SALTONBTALL, 
Chairman, Subcommittee on Independent Offices of the 
Senate Appropriations Committee, 
Washington, D. C.: 

The Memphis Light, Gas and Water Division is a branch of the city government 
of Memphis Tenn. This division owns and operates the utilities that supply the 
citizens of Memphis and Shelby County with electric energy and natural gas and 
also provides a water supply for the city of Memphis and immediate environs, 

The division's electrical department serves the whole of Shelby County in 
which Memphis and other communities are located, and distributes electric power 
for all domestic, commercial, industrial, and public uses. 

In 1983, when the TVA Act was passed, the Authority took over Wilson Dam 
at Muscle Shoals and the steam plant nearby. Memphis provided a large market 
close at hand for the power generated at Muscle Shoals, and subsequently at 
Wheeler and Pickwick Dams. 

Memphis recognized the value of low-cost hydropower from the beginning, and 
as early as 1935 contracted with TVA for all the power necessary to supply the 
municipally owned system. The Memphis distribution system has been designed 
and shaped with no other intent at any time than to continue this partnership 
with TVA and has invested $52,174,358.41 in electric plant, planned in all par- 
ticulars to use power generated by TVA’s system. To change this program now 
would call for costly redesign and reconstruction to fit the Memphis distribution 
system to any new plan. 

Cheap hydro power, supported by steam plants, was the inducement that per- 
suaded the city of Memphis to undertake the distribution of power to the people 
of Memphis and Shelby County in a publicly owned undertaking. 

In the beginning, TVA needed the city of Memphis to provide a market for its 
surplus power 

The rapid development of the system of hydro powerplants supplied the power 
that made alumivum available in adequate quantities early in World War II. 
It was the availability of large blocks of power that produced the aluminum with 
which to build the planes needed by the airborne forces of the Army and the 
Navy. Likewise the possibility of quickly making available large blocks of 
cheap hydro power attracted the Oak Ridge plants that played such an impor- 
tant part in the development of the atomic bomb. 

The undertaking that had its beginning with one dam and its supporting steam 
plant at Muscle Shoals, for which there seemed to be no feasible use between 
the close of World War I and the passage of the TVA Act, has grown into one 
of the largest power producers in the world today. 

Power consumed in the Tennessee Valley area is used primarily for two 
separate and distinct purposes. The availability of large blocks of power at 
favorable rates has developed the use of electricity for rural, domestic, com- 
mercial, and industrial purposes at an astounding rate, but equally astounding 
is the tremendous demand of the United States Government for the production of 
large blocks of power to be sold directly to governmental institutions or to be used 
by industry for supplying governmental needs. This tremendous growth in the 
consumption of power not only by the municipalities and cooperatives served by 
TVA, but also by the enormous demands for defense, soon exceeded the overall 
capacities of all the dams that could be developed on the Tennessee River and its 
tributaries, as well as the Cumberland River. Naturally to increase the output 
of the hydro facilities, steam plants were an essential step in firming up the 
hydro power and in the development of additional capacity beyond the capacity in 
the hydro system. But the city of Memphis is still looking to hydro power to 
provide a source of low-cost electric energy by reducing the combined cost of 
steam and hydro power much below the cost of steam power alone. The produc- 
tion cost of hydro power is only 1.14 mills per kilowatt-hour as against 3.45 mills 
per kilowatt-hour for power generated in steam plants. Surely it is self-evident 
that no matter what the ratio between steam and hydro power may be that the 
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combined cost is less than the cost of steam power alone. How can we, in the 
city of Memphis, see any reason for surrendering this advantageous supply of 
electricity for any less favorable source of power. 

TVA now owns a 50,000-kilowatt steam plan in the city of Memphis. The 
power from this plant flows largely to the downtown business section of the city. 
This plant has run almost without interruption. 

tjoth the Arkansas Power & Light Co. and Mississippi Power & Light Co. have 
all the while been connected into TVA’s scuth terminal station at Memphis and 
therefore connected to the Memphis system. Power flows back and forth over 
these connections on an interchange basis. At times, power from these com 
panies flows through the Memphis system, and out over TVA’s lines to the east 
and northeast beyond Memphis. These companies have been glad to buy power 
from TVA when they needed it and TVA has been glad to purchase power from 
these companies to meet the tremendous loads imposed by the distributors of 
the area and by the Government of the United States on TVA’s system. 

Nor are we in Memphis indebted to anyone for the power we buy from TVA 
We pay for it on time each month in the year and we pay enough to cover every 
item of cost to TVA and to provide the Government with a net return whicad has 
averaged well over 4 percent. We pay enough to enable TVA to pay the United 
States Government the funds loaned by the United States Treasury to build 
TVA’s plants and transmission lines. Certainly these funds are loans. If they 
were not loans, why should we be returning the money? When the debt is finally 
canceled, the whole Nation will own the system paid for out of rates charged 
by TVA for power. 

We are not concerned with the location of the plants supplying the city of 
Memphis. What we need is power. It is logical that a plant be located at Ful 
ton, but any other suitable location will do as well if condensing water is avail 
able in large quantity and if the river channel is suitable for the delivery of coal 
by barge from the southern Illinois and the west Kentucky fields at low freight 
rates. The riverbanks must be stable. The geology at Fulton provides a stable 
bank. This location suits the needs of the Kentucky area west of the Tennessee 
River, all of west Tennessee, and northern Mississippi. The location is sufficiently 
far from any community to avoid any serious results from fly ash or sulfur dis 
charged from the chimneys of the plant. The location is such as to deliver power 
to the area it will serve with low line losses. The Fulton plant was not designed 
for the sole purpose of supplying the city of Memphis. It was designed to supply 
the area as heretofore described. 

It is interesting to note that for the 12 months ending June 30, 1953, in the 
area west of the Tennessee River and west of the Alabama-Mississippi line, 
422,269 cutomers were served by the municipalities and cooperatives operating 
in this area. They purchased a total of 2,907,470,000 kilowatt-hours. Memphis 
served 145,559 of these customers and consumed 1,459,861,000 kilowatt-hours for 
the year. Memphis, therefore, served 34.47 percent of all the customers in the 
area and consumed 50.21 percent of all the power used in this area. 

It might be interesting to add that the western distributors of TVA power in 
the area described served 82.88 percent of all the customers served by munici- 
palities and cooperatives buying power from TVA and these customers consumed 
26.52 percent of the total production of TVA sold to municipalities and coopera- 
tives. 

Technical analyses of the output of a plant such as that proposed for Fulton 
shows that a portion of the power would come into Memphis, but it also shows 
that a very substantial part of the powe: would flow into the areas northeast, 
east, and southeast of Fulton. The actual distribution of power from the Fulton 
plant, as is the case in all of TVA’s plants, would depend entirely upon the avail- 
ability of water for hydropower, the peaks on the system, and the demands not 
only of Memphis but all its other customers. 

Why should Memphis not build its own plant? The President has asked this 
question. Why should we invest in a relatively small, isolated steam plant using 
small turbines which consume more coal per kilowatt hour than the large tur 
bines used by TVA? Why should we provide an idle standby unit representing a 
large item in the cost of the plant, when TVA can utilize one spare unit in any 
of its plants to carry loads during periods of shutdown for maintenance and 
repairs by supplying the power through its network of transmission lines? 
TVA can shift the load from plant to plant to reduce to a minimum the. spare 
capacity required in its system. Why should Memphis operate a plant at 65 
to 70 percent of its operating capacity, exclusive of spares, when TVA can operate 
its big units at practically full load and therefore at maximum efficiency? 
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Why should Memphis lose enormous value of buying coal in large quantities 
which TVA must provide to supply all its plants? 

But it would be desirable for Memphis to build its own plant rather than buy 
power at prices higher than the cost would be in its own plant, and Memphis can 
see no source of power other than TVA where power could be bought at rates 
equal to, or less than, the cost to Memphis if Memphis built its own plant. 


TVA is the best source of power for this area for the following 
reasons: 


1. Hydropower is cheap. 

2. Hydropower combined with steam power is cheaper than steam power 
alone. 

3. Large steam plants using large units can produce power for less cost 
than small plants with small units. 

1. The large number of plants—both hydro and steam—and the connecting 
network of transmission lines offer the best possible assurance of continuity 
of service, with a minimum of spare units. 

5. The TVA transmission network permits the shifting of loads between 
hydro and steam to best conserve the water supply when water is short and 
to best conserve the use of coal when water is abundant. 

6. The multiplicity of TVA’s units and the connecting network of trans- 
mission lines permit the shifting of loads from hydro to steam and from 
steam to hydro, and from plant to plant, to maintain the highest possible 
efficiency every hour of the year. 

7. TVA provides the only possible overall control of a river system, flowing 
in seven States. This control is used for the threefold purpose of flood 
control, transportation, and power, and this control reduces possible flood 
damage in the Cumberland, Tennessee, and Mississippi Rivers to a minimum 
and maintains a safe river channel for transportation, which, in itself, is 
an advantage to TVA as the barges that supply the coal to most of TVA’s 
plants ride the rivers. 

8. Only the Government can function as the controlling authority in a 
system having the scope of the TVA operation. 

The Government should recognize that the very reasons why Memphis desires 
to buy power from TVA are exactly the reasons why the Government is buying 
tremendous blocks of power from TVA. We are not interested in any ideology 
of any kind. Weare interested in the free choice of a free people, based on sound 
business principles, to buy power under an agreement which is of benefit to both 
parties to the contract. It is free enterprise in which the citizens of Memphis 
have elected to serve themselves, and the history to date is that the operation of 
the electric utility by the city using TVA power has been a very profitable venture 
for the citizens who own and operate this business. 

Memphis has been described as a fringe city. Memphis responded to the Gov- 
ernment’s invitation to buy power from TVA almost immediately after the pass- 
age of the TVA Act. Memphis is not on the outskirts of anything. We are in the 
very center of a tristate area of magnificent possibilities. Cheap hydropower 
has been of immense valne not only to Memphis but to this whole area from one 
end to the other. It has been of value to the entire United States. To repeat 
here the statistics already in the possession of the Senate is unnecessary. It is 


paying back the cost with a profit. 

Memphis is growing at a terrific rate. The use of all three services provided by 
this division is growing beyond our wildest imagination. We need power and we 
need more power than we have ever needed before. The logical answer to all our 
power pri blems is the TVA. 

Respectfully submitted. 

TuHos, H. ALLEN, President, 
Memphis Light, Gas & Water Division. 


Senator SauronstaLyt. The meeting will now recess until 2 o’clock 
in this room. 
(Thereupon, a recess was taken until 2 p. m.) 
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AFTERNOON SESSION 
TENNESSEE VALLEY AUTHORITY 


STATEMENT OF HON. FRANK G. CLEMENT, GOVERNOR OF THE 
STATE OF TENNESSEE 


GENERAL STATEMENT 


Senator Dworsuak. The committee will come to order, please. We 
will be pleased to hear at this time Gov. Frank G. Clement of Ten 
nessee. 

Governor CLiemMentT. To you distinguished Senators, I want to ex 
press again my appreciation for the opportunity of appearing here 
in this spot about a subject that means very much to us. I would 
like to make this word of explanation at the very beginning. You 
will recall I appeared here 1 year ago, and since then other witnesses 
have also testified both here and in the House. I do not deem it 
necessary to go into the technical side of this subject as much as 
we have heretofore. Therefore, I want it understood that it is not 
that we are unwilling to discuss kilowatts and capacities and things 
that we have discussed in more detail heretofore, but it is that we 
are assuming it is not necessary and would be more or less repetitious. 

We are, of course, willing to furnish any information the com- 
mittee may desire in addition to that which we are prepared to fur 
nish today. I appreciate very much this opportunity of appearing 
before this subcommittee again. I want to express my thanks for 
your patience and courtesy. It is remarkable courtesy that you con 
tinue patiently to hear out a group of citizens whose views and posi 
tions with respect to the Tennessee ae Authority and its future 
seems to find so little support in the Gevernment today. We have, 
during the past year, become almost commuters between the valley 
and the National C apitol, 

This is the second time I have advised with representatives of 
the executive and legislative branches of the Government to urge 
the TVA appropriations be made to meet the Authority’s estimate 
of the TVA requirements. As I confront you now, gentlemen, I 
assure you that I am not downhearted. Hope springs eternal in the 
human breast, it is said, and I am a young and hopeful man, and it 
is springing. 


TVA SITUATION 


Let me add this, too, that I am mindful of the fact that last year 
this group gave us the most sympathetic hearing we have received. 
But we have more substantial reasons for hope or at least more ob- 
jective reasons. Indeed, gentlemen, we believe that the untoward 
decisions that now overhang the TVA constitute that dark hour of 
overcasting clouds that so often occurs just before the sun breaks 
through. Something very radical, something very revolutionary, has 
happened in the TVA situation since I was here last year, gentlemen 

From the debates that have recently taken place in the House, 
would judge that Members of Congress are not well aware of this 
change. I believe that the transformation of which I am about to 
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speak is more obvious to us in the valley than it is to you up here, 
remote from the scene and absorbed in many other concerns as you 
are. On this assumption, I presume to take up your time. On this 
assumption, I came to reveal the change and arouse you to the peril 
imminent and inherent in the impending congressional action or in- 
action on TVA, not for the sake of the people of the Tennessee Valley 
but for all the people of this Nation. ; 

First, gentlemen, let us frankly reckon with what has occurred in 
the status of TVA as an agency of this Government during the past 
year. Before I seek to alarm you, let us see that we agree on the same 
contingencies and circumstances surrounding the greatest single power 
producer of our country or at least that we are all aware of these 
things even if we do not agree on their significance. 


ATTITUDE OF ADMINISTRATION 


To begin with, the manifest attitude of the national administra- 
tion toward the TVA appears to have changed. I believe the Presi- 
dent himself would redefine his meaning now if he were asked what 
he meant back in 1952 when he said: 


If I am elected President, the TVA will be operated and maintained at maxi- 
mum efficiency. 


and 


Under the new administration, the TVA will continue to serve and promote 
the prosperity of this great section of the United States. 

Moreover, gentlemen, though I appear here as their spokesman, I 
reckon that even the significance of the issue has shifted since that 
day. The paramount question is no longer the prosperity of the peo- 
ple of the valley, dear to our hearts as that may be. When we began 
to hear disturbing rumors in March of last year, a group of us came 
up here and talked to the President’s assistant, Mr. Sherman Adams, 
and to the Director of the Budget, then Mr. Dodge. Mr. Dodge 
admitted that he was preparing to lop off about $70 million from the 
TVA requirements because, he said, the TVA always overestimated 
their needs and he had independent figures showing that they did not 
need so much. 

We made what we thought was a good case for the TVA engineers, 
as estimators of their own needs, even against Mr. Dodge’s independ- 
ent experts. Then, he shifted his emphasis to the Eisenhower econ- 
omy program. 

HOUSE ACTION 


After we appeared before the House of Representatives Subcom- 
mittee on Independent Offices Appropriations, our efforts at factual 
persuasion were followed by the subcommittee’s recommending fur- 
ther cuts, and the House itself finally approved a $2 million reduction 
below the budget level. As I have indicated, you gentlemen have 
shown our position a little more sympathy. When we appeared before 
you here last June, you gave us a sort of consolation concession. 

Let us state, however, that is, that it was an important one and 
we are still grateful to you. Then, last October I had the privilege 
of conferring with the President himself, and afterward I held hopes 
that he might see maximum efficiency in the Tennessee Valley more 
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in accordance with our view of it. When the new budget came out, 
we looked hard to see if we could detect any improved attitude toward 
the TVA and for a moment we thought we did detect it. The TVA 
section did not allow anything for new construction, but it did propose 
that the Atomic Energy Commission see if it could not get a larger 
part of its prospective power needs taken care of by private power 
companies in order to release TVA from a half million kilowatts of 
its total commitment to AEC for the valley’s benefit. If the Com- 
mission could not do this, a new plant was to be built in the valley. 
The contingencies were numerous and speculative. It was far from 
a firm proposal for a power increase for us, but it did seem to indi- 
cate that the new national administration was finally acknowledging 
a responsibility for our future power needs. 

It seems, however, that we misinterpreted the significance of the 
proposal. We appeared before the House subcommittee again in 
February of this year to point out the unsoundness of the “budget 
proposal and urge badly needed new construction. We received kind 
treatment, heard no ill words spoken of TVA but the subcommittee’s 
action that followed was drastic indeed. 

The TVA champions made a valiant stand against the crippling 
amendments on the floor of the House and some of the subcommittee 
recommendations were rejected and so it stands. To sum it up, the 
['VA at this moment faces its future commitments with an aggregate 
of $165 million less in prospect than its engineers estimated these 
commitments to require. 

Gentlemen, what does this mean? There is far to much involved 
here for euphemism. Our Nation, not to mention the Tennessee 
Valley is to vitally concerned for political indirection. Let us engage 
in a realistic discussion of the situation. Let us candidly call a 
spade a spade, confront the hole that is being dug with it. 

Mr. Dodge, for example, told me that TVA engineers overesti- 
mated the organization’ s needs. As proof of this he offered me esti- 
mates made, he said, by independent authorities. Upon my insist- 
ence, on knowing who they were, he revealed that the Edison Electric 
Institute, an organization of the electric-power companies, was his 
source. Let’s call a spade a spade. Then, in the early summer, I 
believe it was, President Eisenhower said something about creeping 
socialism, that whatever it was he said got us the name of creeping 
Socialists itself down in the valley. 


NEWSPAPER INTERVIEW 


The national administration is critical of TVA after this became 
less restrained. There were a good many charges repeated which we 
had heard about before from less reputable sources and all of which 
are without foundation in fact. But before I go into more charges, 
I would like to refer to a statement that appeared in a Tennessee 
newspaper yesterday. A newspaper that carried a statement made 
by Mr. Purcell Smith, who serves here in Washington as a paid lob- 
byist, is the one I am referring to. I feel that I would be unfair to 
this committee, the United States Senate, the House of Representa- 
tives, and the national administration as well as the people of the 
valley and the TVA if I did not make reference to this statement 
which the press has stated was made by Mr. Purcell Smith, a lobbyist 
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for an organization that spent $546,000 last year on its lobbying activi- 
ties, the ‘biggest spender of all the lobbyists and according to Mr. 
Smith just about the most successful. 

Yes, he gave out an interview and in a Nashville newspaper, our 
State capital, yesterday, he was telling us down in the valley how 
he and his organization were most successful, and I am going to quote 
what he is purported to have said: 


In keeping the TVA appropriations to a reduced amount 
Smith’s boldness and baldness is shocking to us. He said: 


Our objective, of course, is that the Federal Government should not appro 
priate one nickel for TVA. 


SMITH PLAN FOR TVA 


We have heard about such Government attempts in Washington, 
but we scarcely expected to find it so openly and arrogantly asserted. 
He talked largely on various aspects and prospects of TVA and among 
other things said, and I quote him again: 

In my opinion, the next Chairman of the TVA Board assuming he will be 
the dominant figure on the Board, will have the opportunity and responsibility 
to determine what is the best way in which the customers of TVA should proe- 
vide the funds for all their future electric power requirements without going 
to the Federal Government for appropriations to pay for it. 

He seems to know more about the next Chairman of TVA than 
anybody else I have heard speak on the subject. And he also does not 
mind making known his opinions and preferences in the matter. We 
have heard people brag before, and we would be less inclined to take 
Mr. Smith seriously but for the course events have taken during the 
past year. About the aims and activities of his organization, he 
candidly confessed that— 

The ways and means of accomplishing these goals are diverse. Whatever 
method of accomplishment is used would be all right from my viewpoint. 

I daresay that he does not discriminate too much as to his means. 
But it is the degree of the success with which the Smith plan for TVA 
has met in the National Government that makes his arrogance so 
offensive. 

CHARGES AGAINST TVA 


Gentlemen, I can but assume that you will find this kind of arrogance 
offensive, too. I certainly hope that you do. I did not feel in fair- 
ness to anyone that I could let a statement, the like of which I have 
never seen before, go unnoticed. Now, in the main, the charges that 
have been made against us were, first, that TVA was creeping social- 
ism; second, that its customers were subsidized by the taxpayers of 
the country; third, that TVA was using cheap power to steal away 
industry from other regions; fourth, that TVA is unfair as a yard- 
stick for power production because it does not pay taxes or interest 
on the money it uses. These were things that the National Associa- 
tion of Electric Companies had in one way or another been publish- 
ing in advertisements and newspapers and magazine articles, and 
broadcasting over radio and television for many months. Let me 
repeat, they are all untrue. 
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But, gentlemen, let me emphasize with you here this afternoon, 
these c ha arges are no longer the paramount issue involved here. They 
do not constitute the grave question that today confronts both the 
people of the Tennessee \ Talley and their fellow citizens of the rest 
of the Nation. 


HOUSE HEARINGS 


In the House Independent Offices Subcommittee hearings, I find 
Mr. Jonas of North Carolina saying to a vice president of the Ameri 
can Gas & Electric Co.— 

Has any consideration been given on the part of your companies to the possi 
bility of acquiring the John Severe plant from TVA if suitable arrangements 
and terms could be made? 

And this vice president replied 

No; not so far. 

And Mr. Jonas putting the question to him— 


Would your company be interested in that? 


And he, of course, agreed that his company would, on suitable 
terms. The subcommittee majority attached two riders on the appro 
priation bill that would have knocked out the resale clause from the 
TVA Act and saddle TVA with interest charges on top of its exist- 
ing amortization payments. And this, even while a Presidential 
group is studying the question of charging this agency of the Federal 
Government interest in addition to liquidation charges. 


RECOMMENDATIONS OF PRESIDENTIAL GROUP 


Two, this majority recommended cutting the President’s budget 
proposal by $38,218,000 with the suggestion that TVA run on its 
operating capital, a process that is called in the private utility world 
not weaning the calf, as an administration spokesman said, but milk 
ing the company. 

I repeat all of this, gentlemen, to give you the realistic picture. 
I chanced to run across an enlightening document a few weeks ago, 
a copy of the speech delivered by Hon. Herbert Hoover, at the dia- 
mond jub ilee of the Case Institute of Technology, at Cleveland, Ohio, 
a little over a year ago. That speech was reported at the time in the 
newspapers, but I must confess to you T got no clear idea of what the 
distinguished former President was proposing from the press report. 
First, let me mention I found in that speech the now famous phrase 
“creeping socialism” that the President was to repeat a few weeks 
after it was given. 


SPEECH OF FORMER PRESIDENT HOOVER 


Mr. Hoover in that speech proposed to cure what he called the 
creeping socialism of not merely the Tennessee Valley but of this 
country generally, and he outlined his blueprint for it. I want to 
quote you his words: 

One, the Congress shall cease to make appropriations for steam and hydro 
electric plants solely for power. Two, the Congress shall follow the precedents 
of the Colorado project, that is, Boulder Dam, at which he, as President, initi 
ated the policy of selling power to the private power companies and to the bus 
bar, and to make no new appropriations for new multiple-purpose projects unless 
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the electrical power is first leased. Three, the Congress should jointly with the 
President set up a temporary Commission on the reorganization of this whole 
Federal venture in electric power with resources to employ technical assistance. 

This Commission as he outlined it would (a) reallocate the cost of 
existing projects charged to power generation, (}) set up a new sys- 
tem of bookkeeping and revise power rates at the Federal projects, 
(¢) formulate standard plans and procedures for leasing or other- 
wise turning our present Federal electric facilities over to private 
enterprise, and (¢) formulate standard plans and procedures whereby 
non-Federal agencies could in the future install, loan, or lease the 
electrical part of new multiple-purpose dams so there would never 
again be any Federal power facilities. 

Gentlemen, I recognize it is bad news for our hopes in the valley 
when the President reached out and picked Mr. Hoover to head the 
Commission he had proposed, but I by no means got the full impli- 
cation of this action then. Rarely, if ever before in all history have 
coming events been so clearly and specifically forecast, and let me add, 
nor has the propheting been given so full an opportunity to make his 
prophecy come true. It will be remembered for this thing all of the 
newspaper did. Mr. Hoover did not leave us in the dark as to the 
purpose and intent of his blueprint. And that was to get the Federal 
Government, to use his words— 


out of the business of generating and distributing power as soon as possible. 
CONTINUATION OF TVA AS FEDERAL POWER AGENCY 


As TI said, I have been filling in this background in an effort to 
bring our subject into a realistic frame of reference for discussion. 
This groun is gathered here this afternoon to tell you some detail 
about if TVA is to be continued as a Federal power agency for exist- 
ing military and civilian needs in its established territory, a very 
substantial restoration of appropriations should be made to its budget. 
The practice of milking the operating cash out of a corporation is so 
well known a device of mismanagement and destruction in the business 
world that IT should not have to go into it here. It is reprehensible 
and cannot be seriously defended to anv other purpose and intent than 
the dismemberment of TVA as to the Budget Director’s proposal that 
AEC seek to buy a half million kilowatts of its requirements from 
private-power companies and by this means release that amount of 
TVA power to civilian production in the valley, I believe you will 
agree with me, gentlemen, that the proposal is so remote from realiza- 
tion as to be retired from any practical consideration for meeting the 
valley’s needs. Although I understand that new proposals are in the 
making, we have got to have electric power, and not proposals. 


AEC FIRM OFFER 


As you know, the one firm offer AEC has had would cost the tax- 
payers $4,038,000 a year more than would the same amount of power 
under TVA’s commitment. Not only has the Commission found no 
substitute private-power source, but it has come back to TVA asking 
TVA to increase the power supply it has already contracted to give 
AEC by 200,000 kilowatts’ capacity. Surely, gentlemen, we can agree 
that under the terms of the proposal made in the President’s budget, 
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it is now obvious that the time has arrived for Congress to follow the 
sensible alternative suggested there and appropriate an adequate 
amount for the initiation of construction of the Fulton steam plant 
or some similarly efficient generating establishment to serve the west 
ern part of the TVA system. 

Albeit, I see now that more has been proposed, and more has been 
proven in this effort to shift the enormous atomic requirements for 
power onto private-power sources. I believe this situation should 
serve to instruct us, to dramatize and emphi size the radical change 
that has taken place in TVA not only in TVA but in the relation of 
this Nation to TVA. 


ESTABLISHMENT OF TVA 


Gentlemen, 10 years ago, the Tennessee Valley people were the sub 
stantial heirs of that lege ndary veil that the beloved Bob Taylor of 
our State created out of his home place, Happy Valley. We were the 
happy and prosperous beneficiaries of one of the worl d’s most success 
ful river conservation and development enterprises. We knew pros- 
perity wah peace. But when World War II came, in accord with the 
Volunteer State traditions, we joined in the warmaking with will and 
toted our share of the load. During the course of th: at war, the then 
President of the United States and the C ongress, without consulting 
us in the valley, indeed without our knowledge or consent, initiated 
there a new war industry that has no parallel in all the annals of man. 
That first step was the building of the gaseous diffusion plant for creat 
ing the atomic bomb at a site that has come to be known as Oak Ridge, 
Tenn. We have always toted our share in the loads of the defense of 
this country. We bore it then and gladly. 

Whatever misgivings we may have about engines of war, so ap- 
palling in their destruction, we are still giving our labor, our natural 
resources, and our power and our public and community services to a 
major portion of this awful enterprise for our national defense. 

Gentlemen, you sit here in your offices, in your committee rooms, and 
in the Halls of Congress, and take the initiatory action, legislate the 
plan, and authorize the money to pay for it. But I wonder how 
graphic an idea that I can give you of the enormous transformation 
that the atomic-energy enterprise has brought to us in the valley, a 
great physical transformation, to be sure, but also a profound social, 
moral, and, if you please, spiritual transformation. 


TVA NATION’S CHIEF DEFENSE POWERHOUSE 


The TVA is no longer a symbol of river development for the instruc- 
tion of our people in this conservation. TVA is this Nation’s’ chief 
defense powerhouse. I feel that that statement warrants repetition 
because I stand on it. The TVA is this Nation’s chief defense power- 
house. We wanted no steam plants in the valley 10 years ago. You 
would think to hear some of the debate that we are a people who have 
gone after steam plants like other people go after new automobiles, 
just that we like to look at a steam plant. We were living very hap 
pily on our hydropower when this National Government saw fit to 
transform us into an arsenal and expand TVA from its modest water 
powered proportions into the largest power-producing system of any 
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sort in the whole world. But, gentlemen, the revolutionary change 
is even now taking place. The character of TVA is changing before 
our eyes, so to speak. 

When we testified here last June, the reports on TVA operations 
showed that national defense was getting 35 percent of TVA’s power 
supply, and local interests of the valley were getting the remaining 65 
percent. I remember that at that time, Senator Hill, among others, 
made quite a point, and rightfully so, of that fact. Well, TV A’s report 
for the year 1953 showed, however, that instead of it being 35 national 
defense and 65 for the rest of us in the valley, it showed that half of 
their power supply is now going to national defense. But that is by 
no means all of the picture. In the existing blueprint for atomic-bomb 
construction, TVA will be furnishing by 1957, 3 years from now, 75 
percent of its power output to national-defense industry, while our 
demands of a local and civilian nature will get but 25 percent. 

Even if the TVA’s engineers’ estimates of ‘TVA’s requirements are 
all met, this would be true. TVA is about half as socialistic as a fleet 
of battleships, and twice as important to this country’s national de- 
fense. If the Congressional Record quotes him correctly, Mr. Jonas 
said in the recent House debates : 

I believe it 


the TVA- 

should pay to the American Government, for the use of the American people, 

nterest on the money we have donated to TVA for its power program. 
Donated, I think, is hardly an accurate word, since TVA is repay- 

ing the money that the Federal Government has invested in its power 

facilities, and if the national defense is not a proper enterprise in 

which to invest the taxpayers’ money, I should like to know what is. 


PROPOSED SHIFT OF ATOMIC REQUIREMENTS 


[ spoke a moment ago of more proposed and more proven in the 
recent effort to shift atomic requirements from TVA onto private 
power sources. I had in mind the evident increased cost of this to 
aforementioned taxpayers. According to the proposal made to AEC 
by the Midsouth Utility Co., if the private power company should 
take over all the TVA contracts to furnish this power, it would raise 
the cost to the American people by more than a half billion dollars 
over the life of the contracts. 

I believe the American taxpayer should be told the final price he is 
to pay for the retreat from TVA. If the Federal Government fails to 
charge the TVA income taxes on its profits, bemoaned by some, what 

loss to the taxpayer can this involve? Its profits, all of them, which 
have been considerable to date, belong to the taxpayers, as does every 
facility, part and parcel, of the entire enterprise. Taxing the TVA 
would be robbing Peter to pay Paul, and in this case Peter would be 
the taxpayer, and Paul would be the private power company. It is the 
truest economy the American taxpayer can know that TVA continue 
to supply our defense effort with cheap and abundant power. It is the 
truest economy the American people can know that TVA remain for 
this country the source and symbol of cheap and abundant power 
for all. 

Gentleman, I warn you, in straining after a mirage of socialism, 
manufactured by the private power companies lobby, do not allow 
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these leaders of the great depression days to draw us back into a 
disquietude of high rates and power scarcities. There seems to be 
those who are more concerned with the mirage of creeping socialism 
than whether or not the country will have an adequate supply of 
power. Power that will not only continue to lift our people, the 
farmer, the banker, and the candlestick maker, out of the kerosene- 
lamp age, but the power that will be necessary to manufacture those 
weapons that will give us adequate protection against any opposing 
nation. With bigger and more powerful atomic weapons being 
designed every day, with an explosive today that makes the A-bomb 
of Hiroshima and Nagasaki look like a firecracker, who can estimate 
the needs of tomorrow ? 

I am more concerned that every American mother with a son of 
fighting age feel comforted in the knowledge that America is exerting 
every ounce of know-how and enterprise and a calculated economic 
risk to keep a full emergency powerhouse against the risk of that 
son’s being avoidably sacrificed, than I am in helping the power 
companies in this country, who constitute private monopoly, to 
maintain the delusion that they are private enterprise and can lend 
any support to that cause by a policy of retrenchment. I hope you 
share my concern. 

If I may, I would like to have placed in the record at this point a 
telegram I have received from Governor Persons, of Alabama, urging 
adequate TVA appropriations. 

(The telegram referred to follows :) 

MontToGoMery, ALA., April 16, 1954 
Hon. FRANK D. CLEMENTS, 
Governor of Tennessee: 

I am sorry I cannot be in Washington to appear with you in behalf of TVA 
before the Senate Appropriations Committee. As you know, I served for 8 
years as president of Alabama Public Service Commission and know firsthand 
what TVA has meant to the area it serves. I feel it vital to national defense 
to maintain an adequate electric power potential for times of emergency and 
vital to the economic well-being of the Nation to have adequate electric power 
to properly develep the natural resources of the region. I have faith that the 
committee will not adopt a shortsighted attitude when such a policy could be 
not only economically disastrous but also very detrimental to national defense. 
As you know a great part of northern Alabama depends entirely upon TVA for 
all of its electric power. I hope you will urge the appropriation of sufficient 
funds for TVA facilities to operate efficiently. 

GORDON PERSONS, 
Governor of Alabama, 

Thank you, gentlemen. 

Senator Dworsnak. Thank you, Governor. 

Senator Hix. I do not have any questions, Mr. Chairman, but I 
do want to commend and congratulate the Governor on this very fine, 
very able, and ringing presentation which he has made this afternoon. 

Governor CLEMENT. I want to thank you gentlemen for your cour- 
tesies and say to you if there is any information which we failed to 
present. which this committee decides would be helpful, if you will 
let the Governor’s office in Tennessee know, if it concerns anything 
about TV A, we will be delighted to obtain it for you. 

Senator Dworsuak. Thank you. 

The chairman has been furnished a list of witnesses and I find that 
the next witness is Mr. C. H. Moses, chairman of the board of directors 
of the Arkansas Power & L ight Co. of Little Rock, Ark. 


45746—54——25 
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FEDERAL PREFERENCE TO PEOPLE OF TENNESSEE VALLEY 


STATEMENT OF C. H. MOSES, CHAIRMAN OF THE BOARD OF DIREC- 
TORS OF THE ARKANSAS POWER & LIGHT CO., LITTLE ROCK, 
ARK. 


GENERAL STATEMENT 


Mr. Moses. Mr. Chairman, my name is Hamilion Moses. I am a 
lawyer by profession. For a number of years, I have been a public 
utility executive. I am now an executive of the Arkansas Power & 
Light, an operating utility company in the State of Arkansas, cover- 
ing some 85 percent of the territory in that State. We are just across 
the river from TVA and have lived side by side with it since its 
inception. Our company is 1 of the 4 companies going to make 
up the Middle South utilities system which is in a kind of a half- 
moon around the western Tennessee, we being their neighbors and 
very largely their trade territory and having business in other kinds 
of contacts with the people of Tennessee. 

I do not come this afternoon to be critical of the TVA in its opera- 
tions. I do not come to ask that the utilities take it over. We have 
never had any suggestion or idea like that. TVA is of age; it belongs 
to the valley, and the valley will have to live with it from now on, 
whatever it is, however good, however bad. In the utility business, 
just across the river, and also as president of the Arkansas Economic 
Council and the State chamber of commerce, and a group of organi- 
zations known as the Association of Manufacturers and the Tourist 
Council, it has some added interest to us, because of what we think 
we see in the picture and have experienced in the picture in the last 
few years. True, I had a telegram from the chairman to appear here 
today, but if I had known about the date of the meeting, which I 
did not when I got that telegram, I would have come anyhow, because 
we have a feeling that if we ever get the Congress to understand just 
the picture down there, that it will quit being so much a political 
question and a matter of political philosophy before this committee 
up here, and it will be a matter of what is right and wrong to the peo- 
ple of the various sections of the country. We feel, in our territory, 
that we are being discriminated against, that the people of the Ten- 
nessee Valley are being given Federal preferences over other sections 
of the country that are not fair or right in anybody’s language, and 
we feel whenever you find it out, the ‘people i in other areas are going 
to make up their minds they are tired of putting up money to help 
pav for the cost of cheap power in the Tennessee Valley. 

The very eloquent and fine man that he is, who just made the state- 
ment about us being monopolies, and who seemed to feel, maybe, that 
we are not too good people because we are in the business we are in 
was the Governor and T have been in this business about which we 
are talking since 1919. Iam proud of my connection with the public- 
utility business. I think that you will find out that the utilities in 
the territories down there, everything being considered, have done as 
much for their territories as has the Tennessee Valley with the open 
door of the Federal Treasury for them through all of these many 
years, and that is just what we want to talk to you about a little bit. 


3 
4 


Toast es. 


Tl 
pens 
not ¢ 
we t. 
the f 
payl 
way: 
coul 
up 2 
then 

se 
Ark 
Met: 
Web 
plant 
The 


I car 
let y 


V 
We: 
ara 
that 
mill 
hou 
put 

yut 
, O 
for 
the 
of 7 
has 
not 
titi 
ind 
loca 
ind 
ple 
whi 
teri 
oth 

1 
our 
of ¢ 
had 
rec) 
dev 
peo 
gre: 
giv 
mel 


REC- 
OCK, 


im. a 
iblic 
er & 
ver- 
OSs 
s its 
iake 
ial f- 
and 
inds 


era 

lave 
ngs 
on, 
1eSS, 
mic 
ani 

rist 
ink 
last 
ere 
h I 
Luse 
just 
ical 
ttee 
e0- 
Ty, 
‘en- 
ons 
ind 
ing 


elp 


ite- 
hat 
in 
we 
lic- 
in 
as 
en 
ny 





INDEPENDENT OFFICRS APPROPRIATIONS, 1955 385 


TVA POWER RATES 


They say, first, that TVA is paying its way, paying all of its ex- 
penses, all of its taxes, and all of its interest. If that is true, we have 
not a word to say and have not any business here. Our belief is, and 
we think we can demonstrate it to any man who will put his pencil to 
the figures, that that is not true. It 1s not paying interest. It is not 
paying anything except token taxes. We run across that In so many 
ways. We know of a number of industries we have lost because we 
could not give TVA rates. I have had various communities call me 
up and say industry wants to come to our State and if we can give 
them the TVA rate, they are ready to announce that they will come. 

Senator McClellan called several of us to his office at a meeting of the 
Arkansas delegation, at which was the representative of the Reynolds 
Metals-Co. He said: 


We have the aluminum and I am tired of hearing that we cannot get an aluminum 
plant because we do not have the power. I want to know what the situation Is. 


The Reynolds Metals man said: 


I can take care of that right now. If we can get the TVA rate for power, we will 
let you announce a plant in Arkansas this afternoon. 
PRIVATE UTILITY RATES 

We cannot give them that rate. We have and do serve the town of 
West Memphis, just across the river from Memphis. We serve them at 
a rate that is certainly comparable to that of other private utilities in 
that territory giving customers like that, averaging between 7 and 8 
mills. Across the river, Memphis is buying it at 3.85 mills a kilowatt- 
hour. The difference is on the Tennessee side of the river, they are not 
putting all the costs into what they charge for the power. We have to 
put all the costs in. 

Of course, the Tennessee Valley Authority has done a great thing 
for that territory. The tremendous industries that have gone down 
there, and the many many millions that have been spent there, because 
of TVA power, is bound to do big things for the territory. TVA alone 
has 23,000 employees there. The Federal Government, although I do 
not know just why they preferred and picked out Tennessee in compe- 
tition with a number of other States to carry a large number of these 
industries down there that the Federal people themselves picked the 
location for, spent billions of dollars down there, on those Federal 
industries. Those Federal programs employ many thousands of peo- 
ple in operations, I know, and many more thousands in construction 
which, of course, carries a terrific import upon the economy of the 
territory, making it more prosperous, ordinarily, than would be in the 
other sections of the country. 

Then, too, you have an odd thing there, it looks like to us. We in 
our little end of the State are doing the best we can to climb the ladder 
of economic progress down there. We had to do our own expansion, 
had to go out and get our own industries, have to develop our own 
recreation and have to develop our own parks. Our people have to 
develop their own forests, and across the river, our own neighbors, 
people with whom we trade, every year are coming up here to the Con- 
gress and literally, gentlemen, hat in hand, begging this Congress to 
give them more money in their development fund to go out and hire 
men to expand industry and improve the economy of that territory, 
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to build State parks and such as that in that territory. In their re- 
port, they say they already have 42 State parks. That is a great thing. 
My little State does not,have but seven. But bless your hearts, gentle- 
men, we got them ourselves. We did not come to Washington to ask 
help for any of them. They say they planted trees on 200,000 acres 
of land a year. Well, that is great. Some man said this morning the 
terrific impact on the economy that that increased value of those lands 
was. Certainly, that is true. But why do you want to pick out Ten- 
nessee to do that for them when you are not doing it for a State across 
the river that needs it as badly ? 

We are still lower in per capita income; we are still lower in a num- 
ber of economic factors by which you measure the progress of the 
people. We just came up to plead with our friends and neighbors, 
with whom we trade, and whom we look to and admire, to get on 
the same basis as everybody else in the utility business, to put the 
TVA on its own feet, to let it pay its way, and you will never hear 
another word from us. 

DEFENSE ASPECT 
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hearts, gentlemen, you know your Treasury has not got any money; 
ou know they are running in a deficit this year, and you know it looks 
ike you have a hard thing facing you. I almost pray, and my little 
prayers do not go high, but I pray you will not have to increase that 
debt limit over $275 billion. I teil you what it willdo. It will make 
the average man in this country wonder why it is, whoever is running 
this Government, whether it is the Congress er the executive depart- 
ment, why they cannot run it so they do not have to go over $275 
billion in the hole. 
(See TVA operating statement for 12 months ending June 30, 1953, 
p. 470.) 


COMPETITION WITH PRIVATE INDUSTRY 


I am sure that is weighing on your conscience. But they say, “We 
want to pay our way, and do not want any preferences.” I heard one 
of the most del ightful gentlemen and the finest ch: aracters this coun- 
try has, Senator Gore, say, “Tennesse wants to pay its way.” Iam sure 
that is true, if they understood the facts. Let us see, though, if they 
are. What rate of interest should they pay on money that they are 
ncing naw in hnsiness in camnetition with nrivate indnstrv? T am 
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to build State parks and such as that in that territory. In their re- 
port, they say they already have 42 State parks. That is a great thing. 
My little State does not,have but seven. But bless your hearts, gentle- 
men, we got them ourselves. We did not come to Washington to ask 
help for any of them. They say they planted trees on 200,000 acres 
of land a year. Well, that is great. Some man said this morning the 
terrific impact on the economy that that increased value of those lands 
was. Certainly, that is true. But why do you want to pick out Ten- 
nessee to do that for them when you are not doing it for a State across 
the river that needs it as badly ? 

We are still lower in per capita income; we are still lower in a num- 
ber of economic factors by which you measure the progress of the 
people. We just came up to plead with our friends and neighbors, 
with whom we trade, and whom we look to and admire, to get on 
the same basis as everybody else in the utility business, to put the 
TVA on its own feet, to let it pay its way, and you will never hear 
another word from us. 

DEFENSE ASPECT 


Now, about this matter of defense. I venture the assertion that 
there has not been a kilowatt sold to a defense load in the Tennessee 
Valley that, if you gave us the same concessions, the utilities in 
the area would not have furnished that power to that particular proj- 
ect at the same rate. If you will say to us, “You come and serve us 
that power, but you only pay this small part of local taxes, and you 
pay no Government taxes, and we will arrange for you to get your 
money at the same cost that the TVA is getting its money,” we can 
sell the power to them just as cheap as these TVA folks. 

So as not to take up too much time and exhaust the patience of this 
committee, I have tried to prepare a chart here. I am going to come 
around and try to show it to this committee. I hope if the committee 
sees anything wrong with this chart, and I hope if there are any of the 
advocates on the other side that feel this chart is wrong or unfair, 
they will come to the committee and suggest that questions be asked 
on it. 

TVA REPORT 


I have taken the TVA report for the year ending June 30, 1953. 
It is just exactly as it is, which I am sure is correct. Let me say this: 
Our relationships with TVA have been good. We sell them a lot of 
power. We buy a lot of power from them. We exchange power. 
Their word is good in all of their operations. So far as we know, their 
management is tops. We have no criticism of their operations, ex- 
cept it is just not paying its way. Here is what they took in last 
year: $104,877,000. Here is what they paid out, according to their 
books, their expense, operations and so forth, before taxes and interest : 
$82 million, in round figures. They paid in lieu of taxes: $3,418,000. 
They paid interest and that is the only interest they pay, of $667,000. 
That being true, they had left, after those amounts, $18,626,000, which 
they say is net income per TVA report. That is net income, $18,626,- 
000. Let us see just what that is. They paid interest of $667,000. 
That happened to be 2 percent interest on about $39 million in bonds. 
I think that is what it is. They paid no interest whatever on the 
other advances of the Federal Treasury, money that the Treasury, 
money that the taxpayers of the United States put up, bless your 
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hearts, gentlemen, you know your Treasury has not got any money ; 
= know they are running in a deficit this year, and you know it looks 
ike you have a hard thing facing you. I almost pray, and my little 
prayers do not go high, but I pray you will not have to increase that 
debt limit over $275 billion. I tell you what it will do. It will make 
the average man in this country wonder why it is, whoever is running 
this Government, whether it is the Congress er the executive depart- 
ment, why they cannot run it so they ‘do not have to go over $275 
billion in the hole. 

(See TVA operating statement for 12 months ending June 30, 1953, 
p. 470.) 


COMPETITION WITH PRIVATE INDUSTRY 


I am sure that is weighing on your conscience. But they say, “We 
want to pay our way, and do not want any preferences.” TI heard one 
of the most delightful gentlemen and the finest charac ters this coun- 
try has, Senator ‘Gore, si iy, “Tennesse wants to pay its way.” Lam sure 
that is true, if they understood the facts. Let us see, though, if they 
are. What rate of interest should they pay on money that they are 
using now in business in competition with private industry? TI am 
not talking about a political philosophy. Call it what you want to. 
Go read the dictionary and see what the dictionary says Government 
in competition with private business is, and then make up your mind. 

But what ought it to pay? Somebody said the other day, I think 
there was a bill in the Congress, that it should be 2.7 percent, because 
that is the probable cost of the Government money. Is that the cost 
of the Government money? Your Government money is costing you 
a whole lot more than 2.7 percent. That just happens to be the interest 
that you are paying on the bonds you sell. There is no cost of financ- 
ing those bonds, no cost of selling those bonds. I noticed in my paper 
2 or 3 days ago that the Grand Old P arty down in our State for the 
first time in some twenty-odd years are going to pick out a man to 
head the selling of bonds in the State of Arkansas, a $9,000 job with 
an office force, and it is just like it is in every State in the Nation, 
literally begging people to buy Government bonds. They come around 
to me with the saying, “Won’t you be chairman? We have to sell 
more bonds to corporate employees. We need to get the payroll de- 
duction because we have to,” and I am chairman, and we are getting 
our employees to do the best we can to buy those bonds. They can 
get 3 percent. They say the cost is 2.7 percent. 


RETURN ON ELECTRIC FACILITY INVESTMENT 


Then, another thing, you know the cost of that money. How are 
you going to pay it back? Do you pay it back by taxes? How much 
does it cost to collect that money to pay back the money that they are 
borrowing to do it? One of your New York papers said every time 
we got $34 from Washington, we have to send a hundred dollars to 
Washington to get it. I have never seen that denied. If that is 
wrong, I hope somebody will correct my statistics. Three percent is 
what we put there. I got to thinking that is not fair. The great peo- 
ple of Tennessee do not want to discriminate against their neighbors i in 
their preferences. Our people have to pay 6 percent. The utilities 
all around us have to pay 6 percent. Itislegalanditismoral. There 
is not a State around you that has not found by regulation and by law 
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that 6 percent is a fair rate of return on the money actually invested 
in electric facilities. That is all we are asking. That is what we 
have to have if we are going to keep financing our properties. 

Not only that, but you people are doing just fair jobs now, with 
nothing to-brag about, the job you are doing. It is not as good as has 
been done heretofore in helping little business. It is pretty hard to 
get help now, but when you do, they pay 6 percent. I am not kicking 
on that. But the veterans and the farmers and I wonder if you are 
going to let private citizens like that, or other private citizens, 6 million 
of them, have money to build a utility plant to furnish power to a great 
area at a lower rate of interest than you are charging the veterans and 
the farmers. That is 4%4 percent. But just figure it at 3 percent. 
If they had paid to the Government 3 percent on what they actually 
owed to Uncle Sam, that they paid nothing on, last year it would have 
been an interest bill of $25 million, and right then there would have 
been $6,407,000 in the red, with nothing except token taxes. 


PAYMENT OF TAXES 


We have not gotten to the taxes. Suppose they paid 41% percent, 
what the veterans paid. They would have had a deficit of $18,925,000, 
with nothing paid on debt and only token taxes so far. Suppose they 
had paid 6 percent, $31,442,000 would have been the red figure. And 
yet, the great Government just tells you, “We are paying our way, 
paying our interest, and we have a profit left for the taxpayers of the 
country.” 

Let us see about taxes. We have no suggestion as to how you ought 
to try to figure taxes. I know a large amount of that property is for 
defense and furnishing energy to the Federal Government. I do not 
quite follow the idea of the cheapness to the Federal Government. 
They mentioned some proposition that has been made. The only 
difference is in cost, they said. It was $4 million a year that they 
were going to have to pay intaxes. If the TVA served it, they would 
not have to pay those taxes. I do not know whether those taxes were 
to the Federal Government or not, but if it is, the Federal Govern- 
ment gets the money. They just have it in one pocket instead of 
never having it at all. That is just the difference. Of course, as 
long as we stay in business, and we do not change the philosophy of 
government, we are going to have to pay taxes, and us utilities pay 
about the highest taxes of any industry there is, the highest percent 
of our gross. But let us see, how should TVA be taxed? What is 
honest, fair, and decent ? 

Like the other utilities in the State of Tennessee, we sent over to 
their house and got the figures, and got the taxes that are being paid 
by every utility in the State of Tennessee on their actual property, and 
that is what taxes are paid on, the State and local taxes, and saw 
what it was, what percent in taxes those other private utilities in Ten- 
nessee pay. And here it is: Taxes based on other utility payments 
in Tennessee for 1952, if TVA on its property accounts had paid by 
like the other utility companies, they would have paid $79,000,600 
in taxes. They paid $3,418,000 in taxes. They paid thirty-nine one- 
hundreths of 1 percent of their property. 

No other property anywhere on earth that is taxed at all, I ven- 
ture the assertion, and that is something; of course, I am not able 
to substantiate, but I will until somebody finds something that is dif- 
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ferent, pays that low a tax on the property actually constructed. 
Why should it be preferred ¢ 


TAXES PAID BY SOUTHERN BELL TELEPHONE CO. 


I asked Senator Gore in Nashville if he knew what a “natural” was, 
and being a Baptist and never having shot craps, he did not know 
what a natural was. But we found one in southern Tennessee. The 
Southern Bell Telephone Co., a private utility, operates in substan- 
tially the same territory, maybe a little bit larger territory, and maybe 
just a little more of the States, I do not know how much, it has al- 
most the same amount of money invested in its property. It is as- 
sessed by the taxing authorities in those States, the same ones that 
TVA would be assessed by. If TVA were paying taxes like other 
utilities, and I have heard a number of times from men pretty high 
in the councils of our Nation, they were, this would be the figure, 
gentlemen, $76,091,000. An additional tax that would be of $72 
million. You take and pay taxes on the basis of Southern Bell and 
pay interest at 3 percent only, and they had an operating deficit last 
year of $79 million. I am telling you somebody paid those taxes, 
somebody paid them. If they do not pay that tax, your tax bill is 
not reduced any, but if they paid that much tax the Government 
would have had more money to spend and the State would have had 
more money to spend. So, when some groups do not pay taxes, some- 
body else is paying it, if you are going to run the same type of 
government and it is the same thing on down. 

If they paid 6 percent, that deficit would be $104 million. One other 
statement I wanted to make is on the Arkansas Power & Light just 
across the river. Our company and our State has the lowest tax, the 
lowest tax and the lowest tax rate, the lowest tax of any State in that 
territory. If they paid the same taxes as the Arkansas Power & Light 
last year, and if they paid interest at 3 percent, that deficit would have 
been $47 million. If they paid interest at 414 percent, the deficit 
would have been $59 million. If they paid interest at 6 percent, it 
would have been $72 million. Where am I wrong in that? 


QUESTION OF DISCRIMINATION 


The only thing we come to ask you is to put them on the same basis 
as the other utilities in the territory. Until you do, I as a citizen and 
not as a power company executive, not as a lawyer or executive, but as 
a citizen, head of the State chamber of commerce, and the economic 
council, the two building agencies over there, feel like we are being 
discriminated against; I feel like our neighbors are getting a prefer- 
ence; and I do not believe that the Federal Congress has a right to give 
a couple of million dollars a year, a special development fund to any 
area. 

Manager Clapp was reported in the Chattanooga paper as saying 
last year that, 

If we do not get this full fund, we will have to take off of the payroll 344 

employees now developing this territory. It is going to be serious. 
I guess it would have been serious, but we have not anything like that 
in our State. I have just come to ask you gentlemen in all conscience, 
let us forget about politics and philosophy, down to everyday dealing 
of man to man. 
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I have just come to ask you if it is right and if you want to keep 
on doing that. We are not asking you to hurt them. We are asking 
you to give them everything they ought to have, but make them pay 
their way. 

Gentlemen, I thank you. 

Senator Dworsmak. Are there any questions ? 


REYNOLDS METAL CO, PLANT 


Senator Hitz. You spoke about the Reynolds Metal Co. telling you 
they could come in if you could give them a TVA rate? 

Mr. Moses. Yes, sir. 

Senator Hitt. They did come in, did they not ¢ 

Mr. Moses. Yes, sir. 

Senator Hmx. Did they get the TVA rate ? 

Mr. Moses. No, sir; they did not. 

Senator Hn. But they came anyway ? 

Mr. Moses. Yes, sir. They came anyway. They came anyway in 
reality because that is the only place at that particular time that power 
was down there. But not the TVA rate; no, sir. We cannot give any- 
body the TVA rate. 

Senator Hiui. You seek to put the TVA on the same basis, you say, 
with others in this matter of taxation ? 

Mr. Moses. Yes, sir. 

Senator Hitt. Are the other economic factors of TVA the same 
as these other utilities ? 

Mr. Moses. I do not quite understand that, Senator. 

Senator Hitz. Well, for instance, these utilities, a lot of them, have 
their property in cities where, naturally, you pay a good deal more 
than you would out in the rural areas, is that not true? 

Mr. Moses. Where you pay a good deal more taxes? No, sir; you 
pay on the same basis. 

Senator Hiti. You realize, of course, that TVA is a wholesaler of 
ower ? 

Mr. Mosgs. Yes, sir. 

Senator Hinz. It does not own any of these municipal systems, 
does it ? 

Mr. Mosgs. No, sir. 

Senator Hitt. You own your municipal system, do you not? 

Mr. Moses. We do both. We serve some that we own ourselves; 
we serve some municipal systems, and we serve all of the co-ops in our 
territory. 

Senator Hitz, But you do own a good many municipal systems, do 
you not? 

Mr. Moses. Yes, sir; a large number of them. 

Senator Hu. And when you own these municipal systems, you 
are operating in municipalities where you pay a much’ higher ‘tax 
than you do if you are out here someplace out of a municipality in a 
rural area ? 

Mr. Mosks. We pay on exactly the same basis of tax, Senator. You 
pay money on the amount of money you have invested in property. 


MUNICIPAL TAX 


Senator Hitt. And you pay a municipal tax, do you not? You 
pay a city tax in your State, do you not? 
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Mr. Moses. Yes, sir; some of them do; yes, sir. 

Senator Hiti. Some of them do? 

Mr. Moses. We pay a 4 percent tax in every city in which we oper- 
ate; yes, sir, 4 percent of our gross. 

Senator Hitt, You pay 4 percent of your gross in the cities? 

Mr. Mosks. Yes, sir. 

Senator Hitt. TVA does not operate in the cities, does it? 

Mr. Moses. I do not know how big a town service the TVA has, 
Senator. TV A itself, no, it is a wholesaler largely. 

Senator Hr. So when you seek to draw 1 comparison between 
TVA that does not operate in cities and companies that do operate in 
cities, you do not have the same basis for it, do you? 

Mr. Moses. Wait just a moment. Thank you for bringing that up. 
I had intended to bring that up, because if you had not, somebody 
would say that Mr. Moses did not want to say that because he did not 
think it was applicable. I have that. And, by the way, I have a 
pamphlet that 1 will give you that will give you the exact figures on 
TVA and the figures on them both combined. 

Senator Hitt. I am speaking about TVA now. 

Mr. Mosrs. I am talking about TVA and distributors, both; yes, sir. 

Senator Hitt. You are speaking about the TVA now? 

Mr. Mosss. Yes, sir. 

Senator Huu. I say they do not operate in the cities? 

Mr. Mosss. No, sir; they do not. 

Senator Hitt. The municipalities own the distribution systems and 
operate the systems, is that right? 

Mr. Moses. Yes, sir. 

Senator Htry. So TVA would not pay any municipal taxes, which 
is a large item? 

Mr. Mossrs. It is 4 percent on our revenues inside the cities, 4 percent 
of our domestic and commercial revenue, not on industrial. 


INCOME TAXES 


Senator Hiri. Then, of course, so far as your income tax is con- 
cerned, the higher your rates, the more income tax, is that not true? 

Mr. Mosrs. The higher our rates presumably the more money we 
would pay. We would pay taxes not on our rates but on income. 

Senator Hm. You pay it on your profit, do you not? 

Mr. Moses. On our profit; yes, sir. 

Senator Hitz. In other words, the more profit you get, the more 
income you pay, is that right? 

Mr. Mosrs. That is right. 

Senator Hi. You spoke about the 6 percent return. The truth is 
your company has been making more profit than that, has it not? 

Mr. Mosrs. That is not true; no, sir. Somebody has misinformed 
you. Our company for the last 5 years has made a little less than 6 
percent on the money actually invested in our property. 

Senator Hii. But you have some bonds that do not pay as much 
as 6 percent, do you not # 

Mr. Moses. Yes, sir. 

Senator Hitt. Then, you have some common stock, and I suppose 
you have some preferred stock ? 

Mr. Moses. Fes, sir. 

Senator Hitz. Of course, the common stock is, so far as profit is 
concerned, the better buy, is it not, with a better return ? 
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Mr. Moses. You have to pay a higher rate for your common stock 
than you do for bonds. That is not only so in the utility industry. 
That is so for every kind of industry on earth. 

Senator Him. I understand, but your common stock, then, would 
run a good deal higher than 6 percent, would it not? 

Mr. Moses. Yes, sir. We have to pay that much more. 

Senator Hm. And after paying all of your taxes, that common 
stock might yield a profit of as much as 12 percent, is that right # 

Mr. Moses. We never have paid anything like that. I suppose 
some common stocks do yield that. I know a good many common 
stocks are making 12 percent. You can find a number of manufac- 
turing concerns in the country where the common stock does make 12 
percent. A utility company can only earn 6 percent on the money 
actually invested. 

Senator Hit. You earn 6 percent on your overall, including bonds 
and preferred stock ? 

Mr. Moses. Six percent overall and if you get your bonds at a 
cheaper rate of interest to the extent that you do, your common earns 
more ; yes, sir. 

Senator Hitz. It gets that difference ? 

Mr. Moses. It gets that difference; yes, sir. 


COST AMORTIZATION 


Senator Hitx. Another difference between your operations and TVA 
is that you never amortize out anything, do you? Do you ever 
amortize out the cost of a steam plant or dam? 

Mr. Moses. Yes, sir. We charge retirement every year, we call it 
depreciation. That is about 3 percent. We are just retiring one now 
that has been amortized out, as you call it, taken off the books. 

Senator Hiti. Depreciation is different, is it not, from amortiza- 
tion, where you keep or pay back every dollar of capital investment 
and also keep the plant up so that you will not have any depreciation ? 

Mr. Moses. If you set aside an amount every year to pay off your 
debt plus the replacements of your plant, it would be two different 
items ; yes, sir. 

Senator Hizr. TVA does have to amortize out, does it not ? 

Mr. Moses. I do not see how TVA is going to amortize on that 
statement. It is $6 million in the red. 

Senator Hix. The fact is that TVA is amortizing out and in fact 
it is ahead of its amortization. 

Mr. Moses. That is because it has not paid interest. That is the 
reason, Senator. 

Senator Hix. It has not only paid amortization, but it has paid also 
into the Government enough so that certainly over the period that 
TVA is operating it would more than cover the amount of interest 
the Government has had to pay over that period of time, the rates. 
Is that not true? 

Mr. Moses. I do not think it is, Senator. I have not tried to make 
that determination so I cannot answer that either way. 

Senator Hix. Of course, this Government money goes into prop- 
erty, every dollar of which belongs to the taxpayer, is that not true? 

Mr. Mosrs. Well, yes, I suppose that istrue. Every dollar of which 
belongs to the taxpayers of the Nation, that is. That is just what we 
are bothering about. 
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Senator Hux. In other words, the dams belong to the Government, 
do they not? 

Mr. Moses. Let me finish my answer. It belongs to the people, so 
that is right, and it is being operated so that 6 million oot met in TVA 
in that valley are being given a preferential rate, and the es in 
other places, the taxpayers that own it are getting no part of that pref- 
erence and yet are having to carry the bill. 


REPAYMENT TO GOVERNMENT 


Senator Hitt. But they are paying back every dollar that the Gov- 
ernment is putting into the power facilities, are they not? 

Mr. Moses. I cannot discuss that, because to me that is not a fact. I 
am not going to get into an argument with you, my dear sir. 

Senator Hix. Is say to you that the law requires them to pay it back. 

Mr. Mosss. I have another chart 1 want you to take a lost at and 
tell me how they are going to pay back anything on that basis. 

Senator Hitz. I am stating the facts under the law. We know that 
charts and charts and charts are available. Does your chart show 
how much is being paid back to the Government ? 

Mr. Moses. No, sir. 

Senator Hirx. It does not show that ? 

Mr. Mosrs. It does not show that. 

Senator Hii. You think that is important, do you not? 

Mr. Moses. Our chart shows if you paid 3 percent interest, you 
are lacking $6,400,000 having anything to pay anybody. 

Senator Hii. That is not the question. The question is whether 
your chart shows what is being paid back and has been paid back. 

Mr. Moses. This chart presumes to show no payments, Senator. It 
is taking 1 year’s operation and applying taxes and interest to it. 

Senator Hii. You show no payments at all, 1 see. When you spoke 
about taxes, what capital investment figure did you use? 

Mr. Mosss. Well, for income tax, of course, it is on profits. 

Senator Huu. I understand that. 

Mr. Moses. And State and local tax assessments, they are paid on 
property. 

Senator Hit. I understand. 

Mr. Mosgs. We use the figure there that TVA showed their prop- 
erty account to be. 

Senator Hitt. What was that? 

Mr. Moses. Eight-hundred-odd million dollars. 

Senator Hiii. About $814 million ? 

Mr. Moses. I think something like that. 

Senator Hiix. Do you not realize that out of that $814 million, Mr. 
Moses, $207 million at the time that $814 million figure was taken, 
$207 million was still under construction? You do not pay taxes 
while it is still under construction, before you complete it, do you? 

Mr. Moses. Well, in most of the assessments you do pay some taxes 
on the work in progress ; yes, sir. 


REA COOPERATIVES 


Senator Hitt. You might pay some, but you would not put in the 
$207 million when you have not made the investment yet. Further- 
more, your figure of $814 million, Mr. Moses, includes some $126 
million, does it not, of property of rural electric co-ops? 

Mr. Moszgs. No, sir. 
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Senator Hitz. It does not? 

Mr. Moses. It does not; no, sir. I have that here. 

Senator Huu. If your $814 million would take in the $207 million 
and also take in the $126 million of REA co-ops 

Mr. Moses. I am wondering if it would not be a good thing for 
this committee; instead of listening to a few minutes of argument. to 
name some special committee to go into this and bring you the facets 
so you know what they are. 

Senator Hitt. May I say this in all respect to you, sir, you come 
here with a lot of figures, and may I say that you do not seem to have 
the confidence in your figures that you seemed to have when you 
were speaking. 

Mr. Mossgs. It is because of my inability to sell myself, sir, because 
I have full confidence in them. 

Senator Hitt. You now suggest we have some other committee to 
go along and check your figures with other figures. 

Mr. Moses. I wish you would not do that. They have been out 
for 3 or 4 months. I have sent them to the people in the territory, 
asking for corrections, if there is something wrong with them. If 
you will notice from the pamphlet, we show you where we get the 
figures, and give the references, at the bottom of the sheets, just where 
t hey come from. 

Senator Hm. That isit. When I asked you about the $814 million, 
I thought you were going to give me that figure, and I took occasion 
to check it and I found, when that figure was used and given, there 
was $207 million yet under construction and $126 million of the $814 
million property of the REA co-ops. 

Mr. Moses. You say you checked it and found these wrong. Let 
me read this: State and local taxes, payments in lieu of taxes, made 
by TVA for the 12-month period ending June 30, 1953, totaled $3,418,- 
110. This thirty-four one- hundredths over 1 percent of TVA’s net 
utility plant of $1,009,165,000, as you will see by referring to pages 4 
and 5 of the financial statement of TVA for the year ending June 1953. 

Senator Hiti. Well, those are your figures. 

Mr. Moses. No, sir; those are TVA figures, from pages 4 and 5 of 
their annual report. 

Senator Huw. Well, I think that you and I agree that there is quite 
a difference in the way you use their figures, perhaps, and maybe the 
way those figures are. 

Mr. Moses. No, sir, Senator. I very hesitantly, of course, disagree 
with you, and with all humility, I say, as I understand these figures, 
they are correct, sir. 





OFFER OF MID-SOUTH UTILITIES 


Senator Him. Let me ask this question, sir, Mr. Moses: you are 
one of the companies of the Mid-South Utilities ? 
Mr. Moses. Yes, sir. 
Senator Hirt. Mid-South Utilities here some weeks ago made an 
er, did it not, to the AEC to furnish power? 
Mr. Moses. I understand they did; yes, sir. 
Senator Hinz. You understand they did? 
Mr. Moses. Yes, sir. I was not a party to making that. I mean 
I did not make it up. The Middle South Utilities made that. They 
have made an offer to the AEC; yes, sir. 
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Senator Hitt. Wasn't the return under that offer some $9.5 million 
base charge, and 75 percent amortization, and no taxes ¢ 

Mr. Moses. I cannot tell you about that, sir. 

Senator Hint. You mean you did not see that offer? 

Mr. Moses. I am not familiar with that, Senator. I am not ina 
position to testify on that offer. 

Senator Hitt. What is the relationship, Mr. Moses 

Mr. Moses. Arkansas Power & Light is one of the four companies, 
Arkansas, Mississippi, Louisiana, and New Orleans, that make up 

Senator Hitt. When you say made up, do you mean they own your 
common stock ¢ 

Mr. Moses. Yes, sir; our common stock. Its address is 2 Rector 
Street, New York City. That is an odd thing. I hear some of them 
laughing about New York City. 

Senator Hint. You are speaking for them as well as yourself, is that 
not right ? 

Mr. Moses. That stock of the Middle South Co. is owned by 30,000 
shareholders scattered over the Nation. 

Senator Hirz. But the financial headquarters are at New York City, 
2, Rector Street; is that right ? 

Mr. Moses. Yes, and pretty well the financial headquarters of the 
United States Government. 

Senator Hinu. The fellow who owns it is not in the Mid-South 
or in our section of the country, but in the financial area. 

Mr. Moses. The financial area is scattered over this Nation, thirty 
odd thousand shareholders. As far as that is concerned, we see 
nothing wrong in their having the office in New York City. 

Senator Hitt. You are right there where most of these companies 
that own all the voting stock have their offices and headquarters; 
is that right ? 

Mr. Moses. The holding companies offices are all over the Nation, 
Boston, Los Angeles, Chicago, birmingham, Ala., down in your great 
State. 

Senator Hitt. Alabama Power Co., which operates in Alabama, 
outside of the TVA area, some 13 counties are TVA and the other 67 
of Alabama, that common stock is owned by the Southern Co., and 
the Southern Co. has its headquarters in New York. I am not sure 
whether it is Rector Street or Wall Street, but I know it is New York. 

Mr. Mosrs. I know pretty well the Mid South Co., and it is one 
of the finest concerns of its kind in the country, Senator. I would 
not, if 1 were you, look down on them simply because they happen 
to reside in New York. 


NATIONAL INTEREST 


Senator Hitz. I was not looking down on them, but I want to say 
this: You were a very impressive witness, and you came here, my 
good fellow, about Arkansas and all of that business, and I just 
wanted to bring out, and I think the record ought to show that there 
is a good deal more involved here than Arkansas. 

Mr. Mosgs. The entire Nation is involved here, Senator; every 
section in this country is involved, and every center outside of the 
TVA area ought to have a particular interest in this and ought to 
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want to find out the facts about it. If it is not carrying its way, 
they ought to want them to carry their way. 

Senator Hix. ‘That is right. 

Mr. Moses. Let me make just one statement. We have had a good 
deal to say about the distributors and TVA. as a wholesaler. 

Senator Hix. That is right. It does not distribute, does it? 

Mr. Moses. 1t does not distribute. 

Senator Hm. Its dams and properties are out in rural areas. 

Mr. Moszs. Yes, mostly. I guess all of them; I don’t know. With 
the distributors, how ever, of ‘lennessee, last year they paid 1.54 per- 
cent of their utility plant in taxes. The TVA paid 0.37 percent. Just 
why the good State of that territory taxes the coops three times as 
much as they do TVA, I do not know. But the overall average 
of the two was 0.69 percent, putting them both together, all of their 
property, and all of their taxes, less than 0.7 percent. The 5 utility 
companies of ‘Tennessee paid 11.4 times that amount, the Middle South 
companies paid 9 times that amount on their property, and the South- 
ern Bell Telephone Co. paid 9 times. Combining the 2, putting them 
all in as 1 operation, taking all of their taxes and all of their property 
to see the percent that they paid, that is. Now let me tell you some- 
thing else, one other statement. Operating a utility company property, 
there is no mystery about it, no magic about it. You build your 
plants and operate your plants, and the main costs are fuel, labor, 
maintenance, and the cost of your money and then your taxes. The 
cost of the money of the companies that touched, the cost of money 
and taxes, that touched TVA last year, was about 0.44 percent of all 
they took in, about 44 percent. The TVA and its distributors jointly 
was under 4 percent. That is the difference. If we paid taxes and 
cost of money like that, we could reduce our rates about 39 percent 
now. 


TAXES OF OTHER UTILITY COMPANIES 


Senator Hix. Mr. Moses, have you applied these taxes of these other 
utility companies to you own company ¢ 

Mr. Moses. Yes, sir. 

Senator Hii. Do you find that you pay less than they do? 

Mr. Moses. Yes, we pay less than they do. We pay a less percent 
on ours, because Arkansas has a better tax law than Alabama, for 
instance. 

Senator Hiv. It is not so much due to the difference in tax laws, but 
due to the difference, as I said, the factors of where they operate and 
that kind of thing? 

Mr. Moses. No, sir. 

Senator Hitt. Those factors certainly enter in, do they not? 

Mr. Moses. Property assessments are assessed on property. Over 
in Arkansas, if you ‘have a hundred million dollars invested in utility 
property, in any taxpaying period, they assess you 20 percent of that, 
and then you pay w hatever the tax rate is on it. That is how it is, 
whether it is in the city or whether it is out in the country. 

Senaor Hii. You mean 20 percent of the value? 

Mr. Moses. Twenty percent of the value of what you have it on your 
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Senator Hitz. You just pay 20 percent? 

Mr. Moses. It is assessed at 20 percent and we pay about $50 per 
thousand assessment. That is correct, sir. 

Senator Hitz. But it makes a great difference whether you have paid 
city taxes, county taxes, or State taxes ¢ 

Mr. Moses. That is for State and local taxes. In addition to that, 
we pay 4 percent of our gross revenues to all the cities in which we 
operate. There are no other taxes to the city except that. 


FLOOD CONTROL AND NAVIGATION ASPECT 


Senator Hitt. When you take the TVA figures, did you include 
investments for flood control and navigation ? 

Mr. Moses. No, sir; nothing but power. Let me say this again, Sen- 
ator. I hope you do not think I have figures here that are intention- 
ally wrong. This pamphlet gives the source from which they come. 
Every figure which we used in taxes and property here. Anybody 
in the audience that does run across it, would do me a personal favor 
if they would let me know the mistake I have made. 

Senator Hitn. You can take the actual figure and it depends a good 
deal sometimes on the way you apply it, does it not @ 

Mr. Mosrs. Apparently that is true, when one group says we are 
paying our way, taxes and all, and the other group says they are not 
doing ‘that. I ‘hope some day this great committee and Congress will 
find out which, and act ace ordingly. I thank you. 


NEWSPAPER ARTICLE 


Senator Hiri. We have a good many witnesses here and I do not 
want to delay the witness any longer. I would like to put into the 
record, following these remarks, a clipping from the Louisville Times 
of Febru: ry 13, ‘1! 54, Taxes and the Tennessee Valley Authority. It 
is in the form of a letter written by Mr. William L. Sturdevant, Jr. 

Senator DworsHak. Without objection, it will be placed in the rec- 
ord. 

(The clipping referred to follows :) 


{The Louisville Times, February 13, 1954] 
TAXES AND THE TENNESSEE VALLEY AUTHORITY 


To the Eprror: 

Edward H. Hilliard’s letter, January 30, quotes Hamilton Moses, chairman of 
the board, Arkansas Power & Light Co., as an authority on whether TVA is pay- 
ing its way. Let’s take his case point by point, as repeated by Mr. Hilliard: 

“TVA pays no Federal taxes.” Not as such; the Federal Government does not 
tax itself. TVA’s net income belongs to the Government, whereas the Govern- 
ment gets only about half of private utility taxable income. 

“Five utility companies operating in Tennessee paid Federal taxes in 1952 of 
$1,003,708, or 2.84 percent of the sum invested in their utility plants.” Federal 
taxes are based on net income (profits), not on net utility plant. TVA was not 
set up to see how much money it could make. It was told to be self-supporting, 
which it is, and to amortize its power investment, which it does. Its objective 
is to set its rates so as to encourage residential and rural use. Nevertheless, 
over the years TVA’s earnings on its net plant have amounted to 4.1 percent. 
If 2 percent of this were regarded as interest on the investment (2 percent is 
the average cost of money to the Federal Government and is a rate cenanes as 
reasonable by Mr. Moses) the remainder amounts to 2.1 percent, all clear for 
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Uncle Sam and his taxpayers. Arkansas Power & Light returned 2.68 percent 
in taxes. 

“If TVA had been required to pay similar taxes on its utility plant, it would 
have paid $28,660,000." There is no valid reason why TVA should pay income 
taxes on the same basis or scale as a private utility. Income taxes are paid from 
profits and a company which seeks the highest profits; should expect to pay the 
highest income taxes. In 1952 Arkansas Power & Light paid income taxes of 
about $4,750,000. With 20 percent lower rates to small consumers its income 
tax would have been cut by about $2 million. And it would still have had a 
profit equal to a return of 8 percent or more on common stock, interest on bonds 
and dividends on preferred stock. 

Arkansas Power & Light Co. charges residential customers an average 3.6 cents 
per kilowatt-hour, while TVA power distributors charge 1.35 cents. Never- 
theless, each TVA consumer returns about $12 each year to the Government over 
and above the cost of power and the cost of the money to the Government. Each 
private utility customer returns about $10 through taxes collected by the utilities. 

“In the 12 months ended June 1953, these sums, TVA payments to States and 
counties in lieu of taxes, totaled $3,418,110, or 0.34 percent of its utility plant 
carried on its books at $1,009,165,256." This overlooks payments made by TVA’s 
distributors (municipal and cooperative systems), which must be included 
if a comparison is to be made with private utilities. TVA is a wholsaler of 
power. Most utilities retail power. TVA and its distributors (retailers) to- 
gether made State and local tax payments of $8,557,000. Actually the average 
TVA net investment in completed plant in 1953 was about $300 million less than 
Mr. Moses says it was. The correct figure is $710 million. 

“Five utility companies operating in Tennessee (only one electric company ) 
paid in 1952 in State and local taxes $1,784,470 or 5.05 percent of their utility 
plant.” Mr. Moses’ company paid only 1.7 percent. This wide range of pay- 
ments in relation to net plant value simply illustrates the invalidity of the 
“net p'ant” basis of comparison, Mr. Moses’ company would have to treble its 
own taxes to meet his own standards. The one electric company in the group 
Mr. Moses selected for comparison with TVA is a distributing company, which 
buys nearly all its power from other utilities. With little investment in plant 
in proportion to profits, naturally it will show a higher ratio of taxes to plant 
than a utility generating most of its electricity. 

“If TVA had been required to pay State and local taxes on the same basis 
as the Tennessee utility companies were required to pay, TVA would have 
paid $50,962,845 or nearly 15 times the amount TVA paid.” Mr. Moses’ own 
figures prove that neither TVA’s nor any private company’s “fair share” of 
taxes can be determined on the basis of someone else’s arbitrary mathematical 
ratio. His company paid 1.7 percent, Southern Bell 3.2 percent, and the 5 
utilities 5.05 percent. Does he contend that a fairer share for Arkansas Power 
& Light would be 114 to 3 times as much as it paid, just because some other 
campanies were required to pay more in proportion to their plant values? (In- 
cidentally, Mr. Moses’ “15 times as great” shrinks to 4 times if he uses the 
correct figure for TVA net investment in completed plant.) 

In the last 15 years State and local taxes paid on electric operations in the 
TVA power service area have increased 155 pereent, while such taxes paid by 
the Nation’s private utilities have increased only 127 percent. State and local 
Governments in the TVA area get more tax dollars from the public power sys- 
tems than they would if private utilities had continued to supply the power 
requirements. 

Finally, Mr. Hilliard offers Mr. Moses’ formula for “proving” that TVA is 
operating in the red. Governor Clement of Tennessee made a few calculations 
recently and announced that Arkansas Power & Light would have had a deficit 
of $5,852.000 in 1952, if it had paid taxes and interest like Ham Moses says 
TVA ought to pay. 

WirtiAmM L. SrurDEvAnt, Jr., 
Executive Director, Citizens for TVA, Nashville, Tenn. 
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CITIZENS FOR TVA LOOK AT A NEIGHBOR 


STATEMENT OF WILLIAM L. STURDEVANT, EXECUTIVE DIRECTOR, 
CITIZENS FOR TVA, INC., NASHVILE, TENN. 


PREPARED STATEMENT 


Senator Hitt. Mr. Chairman, I am sure Mr. Sturdevant would be 
satistied just to have his statement placed in the record, would you 
not, Mr. Sturdevant ¢ 

Mr. Srurpevant. Yes, sir. 

Senator Hutu. It really should be placed in the record following 
the statement of Mr. Moses. 

Senator Dworsuak. It will be placed in the record. 

(The statement referred to follows :) 


THE ANSWER TO MR. MOSES OF THE ARKANSAS POWER & LIGHT CO, 


Citizens for TVA, Inc., Hermitage Hotel, Nashville, Tenn. 


NOVEMBER 1953. 

Mr. ©. Hamilton Moses of the Arkansas Power & Light Co. has published a 
pamphlet, A Neighbor Looks at TVA. 

The pamphlet contains several inaccuracies and misleading statements. Citi- 
zens for TVA, Inc., takes this means to correct them. Below are listed the 
Arkansas Power & Light Co.’s principal statements, and Citizens for TVA’s 
answers to them: 

STATE AND LOCAL TAXES 


Arkansas Power & Light Co—*State and local payments (in lieu of taxes) 
made by TVA for the 12-month period ended June 30, 1953, totaled $3,418,110." 

Citizens for TVA.—This is correct, but it overlooks payments made by TVA’s 
distributors (municipal and cooperative systems), which must be included if a 
comparison is to be made with private utilities. TVA is a wholesaler of powe1 
Most utilities generate and retail power. TVA and its distributors (the retail- 
ers) together made State and local tax payments of $8,557,000. 

Arkansas Power & Light Co.—*The $3,418,110 in TVA tax payments to State 
and local governments is 0.34 percent of TVA’s net utility plant of $1,009,165,256.” 

Citizens for TVA.—This figure is misleading, and is not to be found in the 
pages of the TVA financial statement Mr. Moses says it is. Mr. Moses seeks to 
give the impression that private utilities pay State and local taxes on the basis 
of “net utility plant.” In practice, only about half of State and local taxes are 
based on the value of net utility plant. Others are income taxes, franchise taxes, 
generating taxes, etc. Even on a net plant basis, however, his figures are mis- 
leading. Actually the average TVA net investment in completed plant in 1953 
was about $300 million less than Mr. Moses says it was—the correct figure is 
$710 million. To take another figure—the net cost of powerplant in service at 
the end of the calendar year 1952 was $665,709,000. 

Arkansas Power & Light Co.—‘Five utility companies operating in Tennessee 
(note that only one is an electric company) paid $1,754,470 in State and local 
taxes in 1952 on a net utility plant of $35,358,575. This is 5.05 percent of net 
utility plant.” 

Citizens for TVA.—Note that Mr. Moses’ company (page 6 of his pamphlet) 
paid only 1.7 percent. This wide range of payments in relation to net plant 
value simply illustrates the invalidity of the ‘net plant” basis of comparison. 
Mr. Moses’ company would have to treble its own taxes to meet his own stand 
ards. Even electric companies have different types of operations and they 
pay different taxes because tax laws apply differently in different States. The 
1 electric company in the group of 5 Mr. Moses has selected for comparison with 
TVA is a distributing company, which buys nearly all its power from other 
utilities. It has only a very small generating plant. With little investment in 
plant in proportion to profits, naturally it will show a higher ratio of taxes tu 
plant than a utility generating most of its electricity. 


45746—54——26 
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Arkansas Power & Light Co.—“If TVA had been required to pay State and 
local taxes on its net utility plant on the same basis as the Tennessee utility 
companies were required to pay, TVA’s payment would have been $50,962,845 or 
nearly 15 times as great as they were.” 

Citizens for TVA.—Mr. Moses misses the point. His own figures (uncorrected ) 
prove that neither TVA’s nor any private company’s “fair share” of taxes can 
be determined on the basis of someone else’s arbitrary mathematical ratio. 
His company paid 1.7 percent. Middle South Utilities paid 2.75 percent; South- 
ern Bell 3.20 percent (page 6 of Mr. Moses’ pamphlet), and the 5 utilities 5.05 
percent. (Note that Mr. Moses chose the highest of these for his “horror 
exhibit.) Does he contend that a fairer share for Arkansas Power & Light Co. 
would be 1% to 3 times as much as it paid, just because some other companies 
were required to pay more in proportion to their plant values? (Incidentally, 
Mr. Moses’ “15 times as great” shrinks to 4 times if he uses the correct figure 
for TVA net investment in completed plant.) 

Consider this: In the last 15 years State and local taxes paid on electric 
operations in the TVA power service area have increased 155 percent, while such 
taxes paid by the Nation’s private utilities have increased only 127 percent. 
State and local governments in the TVA area get more tax dollars from the 
public power systems than they would be receiving if private utilities had con- 
tinued to supply the region’s power requirements. 


FEDERAL TAXES 


Arkansas Power & Light Co—*“*TVA pays no Federal taxes.” 

Citizens for TVA.—Not as such. The Federal Government does not tax itself. 
sut all of TVA’s net income belongs to the Federal Government, whereas the 
Government gets only about half of private utility taxable income. 

Arkansas Power & Light Co—*Five utility companies operating in Tennessee 
paid $1,003,708 in Federal taxes in 1952 on net utility plant of $35,358,975 at 
December 31, 1952. This is 2.84 percent of these companies’ net utility plant.” 

Citizens for TVA.—Federal taxes are based on net income (profits), not on 
net utility plant. TVA was not set up to see how much money it could make. It 
was told to be self-supporting, which it is, and to amortize its power investment, 
which it does. After that its objective is to set its rates so as to encourage 
residential and rural use, not to pile up earnings and collect a lot of taxes for 
the Federal Government. Nevertheless, over the years TVA’s earnings on its 
net plant have amounted to 4.1 percent. If 2 percent of this were regarded as 
interest on the investment (2 percent is the average cost of money to the Federal 
Government,’ and is a rate suggested as reasonable by Mr. Moses on the back 
page of his pamphlet), the remainder amounts to 2.1 percent—all clear for 
Uncle Sam and his taxpayers. Arkansas Power & Light returned 2.68 percent 
in taxes. 

Arkansas Power & Light Co—“If TVA had been required to pay Federal taxes 
on its net utility plant on the same basis as these Tennessee companies were 
required to pay, TVA’s payments for these purposes would have been 
$28,660,000.” 

Citizens for TVA.—Here again, Mr. Moses misses the point. There is no valid 
reason why TVA should pay income taxes on the same basis or scale as a private 
utility. Income taxes are paid from profits ang a company which seeks the 
highest profits should expect to pay the highest income taxes. In 1952 Arkansas 
Power & Light paid income taxes of about $4,750,000. With 20 percent lower 
rates to small consumers its income tax would have been cut by about $2 million, 
And it would still have had a profit equal to a return of 8 percent or more on 
common stock after paying interest on all its bonds and the 6 or 7 percent divi- 
dends on all its preferred stock. The common stock, incidentally, is owned en- 
tirely by Middle South Utilities, a corporation with a Florida charter and offices 
in the financial district of New York City. 

The income tax question can be considered in this light: Arkansas Power & 
Light Co. charges its residential customers an average 3.6 cents per kilowatt- 
hour, while TVA power distributors charge 1.35 cents. 

Nevertheless, the users of TVA power are paying an even greater share of the 
general costs of the Federal Government than the customers of private utilities. 
Each TVA consumer returns about $13 each year to the Government over and 
above the cost of producing the power and the cost of the money to the Govern- 








1From annual report of the Secretary of the Treasury for fiscal year 1952, p. 84. 
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ment. Each private utility customer returns about $10 through taxes collected 
by the private utilities. 

¢Ineidentally, here again, when you squeeze the water out of Mr. Moses’ figures, 
his $28,660,000 shrinks to $20,164,000.) 


INTEREST 


Arkansas Power & Light Co.—“The Government makes loans to other types of 
businesses and charges from 4% to 6 percent. Privately owned companies must 
pay 6 percent.for their money.” 

Citizens for TVA.—Arkansas Power & Light pays 8 percent. In 1952 it paid 
$2,718,833 in interest on long-term debt. The debt was $83 million at the end 
of 1951 and $97 million at the end of 1952. The 3 percent is obtained by relating 
interest paid to an average debt of $90 million. 

Arkansas Power & Light Co.—“TVA’s finnacial statements for the fiscal year 
1953 show that the net non-interest-bearing funds that the United States 
Treasury has put up for the TVA power program amount to $800,489,722 as of 
June 30, 1953.” 

Citizens for TVA.—Total investment of non-interest-bearing funds in use 
through all of fiscal 1953 was $409 million. Of the figure Mr. Moses uses, one- 
fourth was added only during the course of the fiscal year, and another $200 mil- 
lion represents construction in progress. 

Arkansas Power & Light Co.—‘Any citizen can get 3 percent on Government 
bonds.” 

Citizens for TV A.—Average cost of money to the Federal Government is about 
2 percent. Mr. Moses inflates it 50 percent. 

irkansas Power & Light Co.—‘If TVA is to retire the Government advances 
over a period of 40 years and pay 8 percent interest * * *.” 

Citizens for TVA.—TVA is retiring the Government advances over a period of 
40 years, but private utilities, including Arkansas Power & Light, do not simi- 
larly retire their debt. Private utility systems accept bonds as the permanent 
source of about one-half of their capital investment, and about 64 percent of 
Arkansas Power & Light’s capital is in bonds. 


FULTON STEAM PLANT 


Arkansas Power & Light Co.—"“TVA proposed to build at Fulton, Tenn., a fuel- 
fired powerplant to cost about $90 million. TVA on its present basis would pay 
$306,000 annually in lieu of taxes on this property.” 

Citizens for TVA.—A closer estimate would be $600,000. 

Arkansas Power & Light Co.—‘ Tf this powerplant were built by a private utility 
and taxed on the same basis as the private utilities in Tennessee * * *” 

Citizens for TVA.—This is an impossible comparison. The Fulton plant would 
be located in a rural area where municipal taxes would not apply; the five utilities 
mentioned are all urban properties. Furthermore, TVA power would be sold 
wholesale ; the other utilities are retailers. 

To sum it all up: Mr. Moses’ entire argument is an effort to persuade the 
public to judge TVA by the amount of taxes it pays. TVA was established to 
develop a natural resource—the Tennessee River—for the benefit of the people. 
It has done so. Private enterprise has flourished in the region. The Nation 
is stronger as a result. 

Mr. Moses’ company is just one of many fighting TVA, trying to cripple it so it 
cannot supply our power requirements in the years ahead. We, the people, are 
up against a powerful force. Citizens for TVA, Inc., has been established to lead 
the counterattack on behalf of the 6 million people of the Tennessee Valley. If 
you want your voice to be heard, fill out the coupon below at once. 

OCrr1zeNns For TVA, INc., 
Hermitage Hotel, 
Nashville, Tenn.: 

Enclosed find $......---- , my contribution in the fight for TVA. Please send 
my membership card and contributors’ sticker to: 

Name nena seca sh airmen talc lla dele ditin ap Saeieh iv eitnciie pn wligereiin 
oe Mg EE alte aaiite tieialneenaen aa 
City ; Dkiidedieiianieateigteselinsaimdntha ones SOD alates 


Senator DworsHak. The next witness is Mr. Starnes, a former 
Congressman from Alabama. 
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Senator Hii... He is unable to be here today. Do you want to have 
the next witness from the valley ? 
Senator Dworsuak. Mr. Finley, from Chattanooga. 


SUPPORT OF TVA 


STATEMENT OF S. R. FINLEY, GENERAL SUPERINTENDENT OF THE 
ELECTRIC POWER BOARD OF CHATTANOOGA, TENN. 


TVA POWER DISTRIBUTION 


Mr. Finutey. Mr. Chairman and members of the committee, I will 
follow the practice and identify myself as S. R. Finley, general super- 
intendent of the Electric Power Board of Chattanooga, Tenn. 

In appearing before your committee, I am representing my board, 
the Tennessee Valley Public Power Association, an organized group 
composed of 130 of the 148 muniec ipalities and rural electric coopera- 
tives who purchase and dis tribute TVA-produced electricity to ap- 
proximately 98 percent of the 1.3 million users in the so-called TVA 
service area. Also, the Citizens for TVA, Inc., which is a voluntarily 
organized group of citizens from our area who are attempting to tell 
the TVA story and present to the Nation facts concerning it. I ama 
graduate electrical and mechanical engineer and have been engaged in 
electric utility work in all of its phases for 35 years. 

My employer, the Electric Power Board of Chattanooga, serves a 
heavily industrialized area of 500 square miles, part of it in ’ Georgi: aly 
with 250,000 population. We are the largest distributor of TVA 
power and during TVA’s last fiseal year purchased from them 114 bil- 
lion kilowatt-hours—about 614 percent of TVA’s total sales—and for 
which we paid TVA $6,211,000, or about 6 percent of TVA’s income 
from its sales of electricity. TVA is our exclusive source of power, as 
it is to all our cities, towns, and cooperatives in the service area. My 
board buys under a 80-year contract expiring in 1969 and on Decem- 
ber 31, 1953, had in service an electric utility system valued at 
$19,744,000. ahr 

The 150 power distributors whom I represent have as their sole 
source of electricity the Tennessee Valley Authority and in fiscal year 
1954 purchased 10,960 million kilowatt-hours, or about 45 percent of 
TVA’s total sales of electricity. The electric power systems of these 
150 distributors as of June 30, 1953, had assets of approximately $387 
million. 

POWER RATE 


Senator Dworsnax. What rate are you paying for that power ¢ 

Mr. Frxiey. The average rate is in the neighborhood of 5 mills, sir. 
It is shown in their records, in TV A’s annual report. I am appearing 
before your honorable committee to discuss the TVA appropriation 
bill, H. R. 8583, as passed by the House of Representatives, and to 
state our concern as to what we regard the inadequacy of this bill as 
regards authorization for TVA to continue its established role as the 
supplier of electricity for the Tennessee Valley service area. 

The committee will, I trust, receive my comments as constructive 
suggestions and presented to you only because of our people’s sincere 
concern about this matter. In any area of our Nation, and particu- 
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larly to our Tennessee Valley area, an adequate supply of electricity 
is its very lifeblood. 

Through having available such an adequate supply of electricity 
these past 20 years, the Tennssee Valley service area has been able to 
make a great contribution to the Nation’s welfare and defense, de- 
velop into a region which now has a substantial and self-supporting 
economy, to grow in strength-as a part of this great country of ours, 
and become a mainstay in the Nation’s necessary defense effort. 

The United States Government, through the TVA, has assumed the 
generating and transmitting responsibility for electricity and we, the 
people of our area, through voluntary choice and decision, assuming 
the responsibility for distribution to the ultimate consumer—ex- 
cepting only the Federal Government’s distribution to itself of those 
defense needs of the Federal Government, and the electricity supply 
required for a few large electrochemical industries whose expansion 
to their present size, or creation, has been largely influenced by the 
Nation’s defense needs. These industries TVA serves directly. 





POWER OUTPUT TO NATIONAL DEFENSE INSTALLATIONS 


By the end of fiscal 1956 over 50 percent of TV A’s output of elec- 
tricity, kilowatt-hours, will be going directly from TVA to the Fed 
eral Government itself for its national defense installations. About 
50 percent of the remaining amount will be going directly, or through 
the 150 power distributors, to industries producing basic materials 
which are processed largely in other areas of the Nation, into our 
Nation’s defense needs. I recite this to show that TV A’s expansion 
to its present size, and its outlook for the next few years, is not that 
of just a power system serving the domestic and business needs of our 
cities and communities. It is part and parcel of the Nation’s defense 
facilities. 

As a result of the House of Representatives’ action, we face a 
dismal future in the Tennessee Valley as regards ours and the Na- 
tion’s necessary power supply. The lack of authorization for the 
beginning of construction of new and needed additional generating 
units worries us. As the outlook is now, at the end of 1957 TVA will 
have a nameplate capacity rating of 10 million kilowatts. Assured 
load-carrying ability of such capacity is. however, something less and 
by most absolute maximum standards can only be estimated to be 
9,500,000 kilowatts. With no further increase in requirements for 
Federal projects, and of this no one can be certain, the most minimum 
load estimated to be supplied is 10 million kilowatts. 


TRANSFER OF COMMITMENTS TO AEC 


I believe that figure came from the Bureau of the Budget’s own 
estimate or the TVA estimate. It is true that there has been some 
discussion but nothing definite about transferring 500,000 kilowatts 
of TVA’s present authorized commitments to the Atomic Energy 
Commission to some other source. Even if this were done, this would 
still leave the system with 914 million kilowatt load and 914 million 
load-carrying ability, and this is not a pleasant picture. Power sys- 
tems should have from 10 to.15 percent»reserve capacity, and if the 
peor outlook is realized, instead of having 10 to 15 percent we would 
nave none. 
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Before the House committee, and I believe before your committee 
also, some rather farfetched proposition has been discussed of having 
some presently undetermined sources, I believe they have been identi- 
fied here this morning, build a new powerplant on the edge of the 
TVA area and at some rather indefinite determined price supply this 
500,000 kilowatts of load which AEC would release from TVA with 
the idea of TV A having it available for other needs. Such proposals 
do not have any prospect of being attractive when viewed realistically 
in the light of past experience with such things. It would seem to 
me that the Federal Gevernment’s present experience in connection 
with that portion of the AEC requirements at Paducah and at Ports- 
mouth should serve as a warning. 


PRIVATE POWER UTILITIES 


The House committee hearings brought out the facts, page 2768, that 
at the Joppa plant, which is being built. by private utilities, that the 
original estimated cost of $139 million for 6 units has now been in- 
creased to $190 million, with the availability of power from the plant 
being months behind schedule. At the Portsmoyth, Ohio, AEC in- 
stallation, where another powerplant is being built by private utilities, 
the originally estimated cost of $356 million has now been increased 
to $388 million, page 2776, with the end not yet in sight. In sharp 
contrast, at the AEC Paducah installation where one-half of the 
power is to be supplied by TVA from a plant which it is erecting, 
the originally estimated cost of $145 per kilowatt has found costs 
slightly below this figure to still be the result with power being de- 
livered on and ahead of the schedule rates. Isn’t it about time for 
the Federal Government to get away from such procedures and cer- 
tainly not to entertain any more such undertakings under which no 
assured costs can be determined for its necessary power supply when 
it depends upon such methods? At the AEC Paducah installation 
TVA’s rate to the AEC was a firm fixed amount and not dependent 
upon the results of construction. The AEC’s rate for energy for the 
other half of the Joppa plant and the Portsmouth plant in the Ohio 
Valley cannot be determined until the plants are completed and the 
final costs known. Should the Government and the Tennessee Valley, 
with whom it is in partnership in the supply of electricity for its own 
and this area’s needs, go into another such situation as these in the 
light of this experience? Quite frankly, I just don’t think it would 
be good business and certainly it would be inconsistent with the effi- 
cient and low-cost producing methods which have been in existence as 
regards TV A’s power program for the last 20 years. 


POWER RATES 


My own power system in Chattanooga serves a wholly Government- 
owned TNT plant. Just last week representatives of this plant were 
in my office discussing their future power requirements. In comment- 
ing upon their costs for power at 10 Government-owned similar 
ordnance plants, all served by private utilities, they showed me a table 
that for the month of December 1953 the average cost per kilowatt- 
hour for all 10 of these plants supplied by privately owned utilities was 
10.87 mills per kilowatt-hour and that the average for the plant served 
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by my Board was 4.82 mills per kilowatt-hour, and for another plant 
at Milan, Tenn., served by a similar power distributor of TVA that 
the cost was 5.66 mills per kilowatt-hour. In other words, these plants’ 
electricity costs per kilowatt-hour in the Tennessee Valley service 
area were less than half those of the 10 other plants scattered through- 

~ the country. I cite this to show that the Government’s own costs 

‘an go up tremendously as they will, of course, in the case of the 
Paaseah and Portsmouth AEC ‘installations and it seems to me this 
is important. 

We don’t believe that the Federal Government is through calling 
on the Tennessee Valley region for defense needs. In the titanium- 
metals program, a plant is now being constructed near Chattanooga 
and some days ago there was indicated in the press that Du Pont Co. 
is going to construct a similar plant at Waverly, Tenn., just next door 
to TV A’s Johnsonville plant. 

Our area should have a minimum of 900,000 kilowatts of new gen 
erating capacity authorized for TVA in this apropriation bill. This 
is what the Congress, representing the Nation as stockholders in 
TVA’s investment, should authorize. From an engineering and tech- 
nical standpoint, this should be provided by the start of a completely 
new plant at a point where it is most needed and the addition of other 
generating units in plants now completed or under construction. 

I realize that in view of the expressed thinking of the administra 
tion that they want to do some reflective thinking about the future of 
TV A’s power program, and I can understand their hesitancy toward 
{authorizing a completely new generating station. But certainly, 
there can be no sound reason for a similar stand with reference to 
adding additional units in an already built and operating power 
plant which was designed for additional units and which has the space 
and facilities for a most reasonable cost for adding to it. 


PROPOSED RENAMING OF STEAM PLANT 


Such a station is the presently completed Johnsonville steam plant, 
on the Tennessee River, in the heart of the TV A watershed, and which 
station incidentally ought to be renamed “The Kenneth D. McKellar 
Powerplant” to recognize former Senator McKellar’s fine service to 
the Nation and the State of Tennessee. This plant was originally 
designed for 10 units of 112,500 kilowatts each. It now has 6 such 
units and 4 additional units can be installed in a minimum of time 
and with a minimum of expenditure. Their total costs could be said 
to be $65 million, and it would only take an addition of approximately 
$15 million to the House of Representatives’ presently approved ap 
propriation bill to start their construction. 

This Johnsonville steam plant, in TV A’s fiscal 1953, produced 4,519 
million kilowatt-hours at a production expense, including depreci- 
ation, of 2.85 mills per kilowatt-hour—almost one-half that of the 
total costs which AEC’s Joppa and Portsmouth plants will pay pri- 
vate utilities when they are completed. 

And at even these costs for plants built by private utilities, our 
Government won’t own the plants. Transformation and transmission 
costs, of course, adds something to this 2.85 mill per kilowatt-hour 
figure but certainly not enough to make these costs uncomparable to 
the 3.66 mills per kilowatt-hour which TVA will deliver power at 
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Paducah to AEC from their Joppa plant, page 2424, or to the 4.5-5 
mills per kilowatt-hour which AEC might get from the private-power 
company plants at Paducah and Portsmouth. 


FUTURE POWER NEEDS 


The point I want to make is that instead of groping forward uncer- 
tainly at this problem, that the wise, efficient, proper, and businesslike 
thing for this committee to do is to add an appropriation to the TVA 
bill for TVA to immediately start construction of 4 additional 112,500 
kilowatt units at the Johnsonville plant—a total of 450,000 kilowatts. 
This would end a lot of uncertainty which now exists in the minds 
of the people in the Tennessee Valley service area as to what we can 
look forward to in 3 years. Unless it is done, our forward economic 
development is going to have to stop and hesitate until the future and 
nature of our future power supply needs are determined. I do not 
see how the Congress could do any less if it carries out what we believe 
was a firm commitment to us from President Eisenhower when on an 
occasion in 1952, he stood before our people and after commenting that 
TVA is doing a good job, said, “It will continue to be operated at its 
maximum efficiency.” 

CONSTRUCTION COST 


Senator Dirksen. I just wanted to ask you one question. I noticed 
in your statement about the installation cost at Portsmouth, Ohio, and 
its inerease from $356 million to $3888 million. The testimony, how- 
ever was by Mr. Cooke, the man in charge of industrial manufacturing 
of AEC, that the reason for the increase in cost. was a change in design. 
_ Mr. Fintey. That is right. I just mentioned that there was the 
increase 1n cost. 

Senator Dirksen. But there are some reasons also on the Joppa 
plant to account for those increases in costs. 

Mr. Fintey. That is right, sir. 

Senator Dirksen. I did not want to let that stand without getting 
the whole record. 

Mr. Finutey. I was merely commenting that the cost itself had been 
increased. 

Senator Dirxsen. That is right, but the reason was on the part of 
the Federal agency of the United States Government, the Atomic 
Snergy Commission. 

Senator Hu. That might have been one reason, but might there 
not have been other reasons, too? I do not know, the Senator may 
have the House hearings there, and Mr. Cooke may have made a flat 
declaration. 

Hovusr HEARINGS 


Senator Dirxsen. I will read it into the record, then, on this point, 
page 2779 of the House hearings Mr. Cooke, of AEC, testifying on 
the cost of construction at Portsmouth, stated as follows: 

The primary reasons for the increase in the costs have been due to necessary 


changes in design, that were not contemplated at the time the original cost 
estimate was made. 
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So I think the statement speaks for itself. 

Senator Hit. I do not see fit to take any time on this now. I know 
he says the “primary reasons,” which would indicate there are other 
reasons. They will come up next Monday and we can go into that. 
It would indicate, when you use that word primary, there must have 
been some other reasons, too. 

Senator Dirksen. They are not apparent from the testimony. 

Senator DworsHaKk. Thank you, Mr. Finley 

The next witness is Graham Claytor, vice president of the American 
Gas & Electric Co., New York City. 


INTERCHANGE OF POWER SYSTEMS 


STATEMENT OF GRAHAM CLAYTOR, VICE PRESIDENT, AMERICAN 
GAS & ELECTRIC CO. 


GENERAL STATEMENT 


Mr. Ciayror. My name is Graham Claytor, I am oe vice 
president of the American Gas & Electric Co., and reside at 32 Wash- 
ington Square, New York City. Because of having appe: oa before 
the House committee on this same appropriation bill, in response to 
its request for information as to whether and to what extent the Ameri- 
can Gas & Electric system has or can make available power for the 
Tennessee Valley Authority area, 1 am assuming that the Senate 
subcommittee’s interest is much the same. This statement is based 
upon that assumption. 

The American Gas & Electric system is an integrated system extend 
ing from about the middle of Virginia westwardly to the north 
western portion of Indiana. Of the companies comprising this system, 
Appalachian Electric Power Co. and Kentucky & West Virginia 
Power Co. have service areas geographically adjacent to that of TVA. 


CONTACT WITH TVA 


Roughly speaking, the contact between our service area and that 
of TVA is along the easternmost 50 miles of the boundary line be- 
tween the States of Tennessee and Virginia. However, through an 
other subsidiary, Kingsport Utilities Co., our system serves parts of 
three counties of Tennessee in the vicinity of and including the city 
of Kingsport. 

Also our principal subsidiary in the area, Appalachian Electric 
Power Co., has a transmission line extending about halfway across 
the extreme eastern portion of Tennessee. At the southern end of 
that line there is connection with the TVA system and also with 
that of Carolina Power & Light Co. The general layout of the 
American Gas & Electric system and particularly its transmission 
lines, including that extending into Tennessee, are shown on a map 
of which copies for the subcommittee are submitted herewith. 

Our system operates as a unit. This means that the generating 
and transmission system of each company is supported by those of 
the other companies of the integrated system. Thus, the generating 

rapacities of our southernmost companies are backed up by those of 


the Ohio Power Co. and Indiana & Michigan Electric Co. 
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POWER INTERCONNECTIONS 


Between the TVA system and our system there exist five points 
where there is interconnection. By virtue of these interconnections 
there have in the past been temporary arrangements, including some 
short-term contracts, for the exchange of sale back and forth of power 
as between TVA and our companies. Just at present the arrange- 
ments between the two systems cover interchange for cost-saving 
purposes, supply of definite amounts of capacity to TVA for rela- 
tively short periods and, of course, emergency supply if and when 
either system needs such. 

So far we have not been asked to supply TVA with any firm power 
for more than a few months at a time. However, we could and are 
willing to supply firm power to TVA, just as we are regularly, under 
long-term contracts, supplying such power at wholesale to private 
utility companies whose systems are adjacent to ours. 


ABILITY TO SUPPLY FIRM POWER 


To be more specific, with regard to our ability to furnish firm 
power to TVA on its nearby areas: We could supply a considerable 
amount of firm power immediately and by next fall we could supply 
firm capacity in the amount of 150,000 kilowatts. This would come 
from generating and transmission facilities which are alre: ady in op- 
eration or which are well along in construction and will be in opera- 
tion within a matter of months. 

Further, by utilizing and coordinating existing transmission connec- 
tions, that amount could be increased by 100,00) kilowatts to a total 
of 250,000 kilowatts. This would come from our same generating fa- 
cilities but would in part need to utilize transmission connections not 
directly between TVA and our system but indirectly, in the sense of 
utilizing transmission facilities of other utilities possibly feeding into 
the TVA system as far west as Nashville, Tenn. What would be needed 
to meke practicable the transmission of such additional power would 
merely be contractual arrangements for coordination—something that 
is commonplace in the electric power business. 

From the longer range standpoint, we would be able and willing to 
supply TVA with as much additional firm power as might be wanted, 
that is, over and above the 250,000 kilowatts which I have already nien- 
tioned. Such additional power would come from a plant or plants lo- 
cated in reasonable proximity to the TVA area. Depending upon the 
total of firm power desired, it would probably be necessary for us to 
construct one or more new generating stations and some additional 
transmission and interconnection facilities. 


LONG-TERM CONTRACTUAL ARRANGEMENT 


Of course, to the extent new capacity or facilities would be required 
for the purpose of such firm supply to TVA we would need to be pro- 
tected by a long-term contractual arrangement, say, one for 20 years. 
And the price for the power would need to be in keeping with, but not 
greater than, our normal rate of return. 

By this, I mean about 6 percent on the investment required for the 
purpose. This would cover the annual charges on bonded indebted- 
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ness and on preferred stock and the cost of finding in the open market 
the requisite equity money, in the form of common stock. Regarding 
the exact price for the power, that would depend upon a number of 
factors as to which we do not have knowledge, for instance, the quan- 
tities of power involved, the load factor and the points of delivery. 
But in any case the terms of the contract would be subject to the 
approval of the Federal Power Commission. 

The problem of financing the cost of the additional generating and 
transmission facilities would merely be the same as we are accustomed 
to meet in financing our additions for the purpose of supplying our 2 
million customers. 

During the 3 years 1952-54, we will have added to our system about 
1,400,000 kilowatts of capavity. 


STEAM-ELECTRIC GENERATING PLANTS 


As for additional steam-electric generating plants solely for the 
American Gas & Electric System, we have felt the need of one in 
southwestern Virginia and to that end have been studying several sites. 
Such a location was mentioned before this subcommittee a year ago by 
Mr. Sporn, president of our company. The fact that the location has 
not yet been determined is not due to any lack of desire on our part. 
Should we be called upon to furnish a large block of power—over and 
above the 250,000 kilowatts which I first mentioned—to the neighbor- 
ing TVA area, this matter of location would naturally be brought to 
prompt decision. 

I may say that in this connection one of the important considerations 
is an adequate supply of condensing water. Although we have been 
considering sites in the Virginia portion of the Tennessee Valley, it 
happens that there the tributaries of the Tennessee are relative ‘ly small 
streams. Therefore, it may be desirable to choose a location further 
south, that is, further downstream, perhaps below Kingsport, Tenn., 
where an adequate water supply would be available. 

If the foregoing does not meet the need of the committee as regards 
the American Gas & Electric System, we shall be glad to furnish any 
additional required information and to endeavor to answer any ques- 
tions. 

ADDITIONAL POWER AT OAK RIDGE 


I would further like to say I understand that this morning Mr. 
Clapp stated that about a week after the budget estimates were put in, 
the Atomic Energy Commission requested TVA to supply an addi- 
tional 200,000 kilowatts at Oak Ridge, Tenn. I think the Governor 
of Tennessee referred to that this afternoon. I would like to say for 
the committee’s information, that last Friday afternoon Mr. Sporn, 
the president of our company, came back from Washington and I had 
only about 10 or 15 minutes with him as he was catching a plane going 
west. He told me briefly that he had just had a conversation with the 
Atomic Energy Commission officers and that among other things being 
discussed the question of that 200,000 kilowatts additional power came 
up. Mr. Sporn asked whether or not the Atomic Energy Commission 
would be interested in our company, probably with some associates, 
supplying that amount of power. ‘The Commission officers said they 
had not gone into that, thinking that probably we would be unable to 
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do it; however, they said that they would discuss the matter among 
themselves and get in touch with us the first of this week to let us know 
whether or not they wanted our company to submit them a proposition. 
Senator Dirksen. I assume these additional facilities you are speak- 
ing of would all be steam plants, would they not ? 
Mr. Ciaytor. Yes, sir. 


STEAM POWER PERCENTAGE 


Senator Dirksen. IT would like to direct a question at somebody 
from the TVA administrative staff. Is anybody of the staff here? 

I have heard some various figures about the percentage of steam 
power as distinguished from the percentage of power generated at 
dam site that now makes up the whole power complement of TVA 
I wondered what that percentage was. I did not find the figure in the 
hearings. 

Senator Hitt. I may say to my friend I understand TVA is coming 
back next Monday. 

Senator Dirksen. Thank you. 

Senator Hix. You speak about supplying TVA with power. Would 
you advise us what would be the price of this power to TVA? 

Mr. Crayror. Senator, that would depend on a number of impor- 
tant items: the quantity, the load factor, the points of delivery. As 
I tried to explain in my statement, we would be glad to furnish that 
power on the basis that we would earn a return of approximately 
6 percent on our investment. I might tell you that we are supplying 
firm power to several of our neighboring utility companies and that 
varies from about 5.4 mills up to 9.6 mills, depending on the quantity, 
the load factor, and points of delivery, but all firm. 

Senator Hitz. But you sell some power higher than 9 mills, do you 
not ¢ 

Mr. Crayror. Certainly. 

Senator Hii. I mean for firm wholesale power ? 

Mr. Crayror. Well, again, that depends on the conditions that I 
have just mentioned. 

Senator Hitt. So it might be beyond the 10 mills. 

Mr. Crayror. To TVA? I can’t conceive that it would be. 

Senator Hitu. You have been selling TVA some power? 

Mr. Craytor. Yes, sir. 


POWER CHARGES TO TVA 


Senator Hix. And during peak hours they have been paying you 
on an average, according to my information, of 10.9 mills per kilowatt- 
hour. 

Mr. Craytor. Again, that depends upon what were taken as peak 
hours. As you say, during peak hours, but firm power includes de- 
livery during off-peak hours as well. I might tell you that we supplied 
TVA in 1953 with 872 million kilowatt-hours at an average rate of 
8.65 mills. So far, in 1954, we have supplied them with 164 million 
at an average rate of 3.315 mills. 

Senator Hit. What kind of power was that? 

Mr. Craytor. That is off-peak power. 

Senator Hix. Off-peak power? 
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Mr. Ciayror. That is right. 

Senator Hu. That is your cheaper power, is it not? 

Mr. Ciayror. That is right. 

Senator Hitt. In other words, that is about the cheapest power you 
sell ? 

Mr. Ciayror. That is the power we are in a better position to supply 
than any other. 

Senator Huw. It is what you might call your surplus power ¢ 

Mr. Cxiayror. That is correct. During those hours it is surplus, 
anyway. 

Senator Hii. That would be cheaper. But, of course, I take it that 
TVA or any other utility system could not just rely on offpeak power, 
could they ¢ 

Mr. Crayror. No, sir. 

Senator Hitt. They have to have a lot of peak power, would you 
not ¢ 

Mr. Ciayror. That is right. 

Senator Hitt. Mr. Claytor, do you try to keep your capacity ahead 
of the immediate or present demands? 

Mr. Ciayror. We try to. We have not been successful always in 
doing that, during the years immediately following the war. 

Senator Hitt. But sound business would dictate that you do keep 
your capacity ahead of present demands, is that not true? 

Mr. Ciayror. We would like a 10-percent leeway. 

Senator Hitt. You would like to have a 10-percent leeway ? 

Mr. Ciayror. That is with the system as our system is set up. 

Senator Hiri. You could not give us any firm offer right now as 
to price, could you? 

Mr. Ciayror. Yes, sir. We can offer you a firm contract, but un- 
less we know the required quantity, load factor, etc., I cannot tell you 
sitting at this table what the precise price will be. 


HOLDING COMPANY 


Senator Hint. Your company, if I may, is it a holding company ? 
Mr. Cuaytor. Yes, sir. 

Senator Hitt. Where are your headquarters / 

Mr. Ciayror. New York City. 

Senator Hitt, What is your address? 

Mr. Ciaytror. My home address—— 

Senator Hit... No, your office. 

Mr. CLayror. 30 Church Street. 

Senator Hitz. Thank you, sir. That is all. 


POTENTIAL POWER NEED AT PORTSMOUTH 


Senator Dworsuak. I have one question. Mr. Claytor, have you 
had any negotiations with AEC concerning the potential power need 
at Portsmouth ¢ 

Mr. Ciayvror. Well, yes, through the companies that were recently 
created known as OVEC, the Ohio Valley Electric Corp., and IKEC, 
which is the Indiana-Kentucky Electric Corp., American Gas & Elec 
tric Co., together with some 12 other companies formed these two par- 
ticular corporations to supply power to the Atomic Energy Com- 
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mission. It so happens that American Gas & Electric Co., through 
3 of its subsidiary companies, owns approximately 38 percent of the 
stock of that company. So we have a little over a third. 

Senator DworsHak. You have not made much progress yet in these 
negotiations ? 

Mr. Ciaytor. I beg your pardon. Those companies are actually 
formed and the steam-electric power stations are well under way. 
We are on schedule on both the Indiana and in the Ohio stations, 
totaling more than 2,200,000 kilowatts. 


AEC CONTRACT 


Senator DworsHak. And you do feel there is a good possibility 
of having an agreement consummated with the AEC? 

Mr. CLayror. Senator, apparently I did not make it clear. We al- 
ready have a contract with AEC, executed October 15, 1952, that is, 
a year and a half ago. 

Senator Dworsnak. Are you not able to furnish all of the power 
they need for the Portsmouth plant? 

Mr. Craytor. You say will we be able to? 

Senator DworsHak. Yes. 

Mr. Crayror. That is right, sir. OVEC and IKEC are building 
new generating and transmission facilities to meet the entire need 
of AEC at Portsmouth. Prior to the completion of those new power 
facilities, the 15 sponsoring utility companies have agreed to furnish 
AEC from their own systems power as may be needed up to 465,000 
kilowatts. 

Senator Hint. Of course, you are speaking about the Portsmouth 
AEC plant at Portsmouth, Ohio, and not the Paducah, Ky., AEC 
plant ? 

Mr. Craytror. That is correct. But my earlier reference was to the 
200 000 kilowatts we are now talking to AEC about, Oak Ridge. 

Senator Dworsnak. Is the Paducah AEC plant getting all of its 
power now from the TVA ? 

Mr. Ciayvor. I cannot tell you that. That is entirely out of my 
territory. 

Senator Hin. I can answer that question if you want the answer. 
Part of the power is being furnished by TVA and part of the power 
is being furnished by EEI, which is a group of private electric com- 
panies with a plant at Jonpa, Til. 

Senator Dworsuak. What is the division of power furnished by 
TVA and the others? 

Senator Hm. As I recall, TVA furnishes 60 percent, EEI 40 
percent. 

Senator Dirksen. What company operates the Joppa plant? 

Mr. Crayror. That is the Union Electric of St. Louis, and 1 or 2 
other companies. I am not familiar with that. 

Senator Dirksen. There was some testimony here relative to an 
increase in costs. If I recall correctly, that plant was strikebound a 
good many times; was it not? 

Mr. Ciayror. I understand that they had some 14 or 20 major strikes 
during the construction of it and a great many more minor ones. 
That is only what I read in the papers. 
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STOCK HOLDERS 


Senator Dirksen. I have one other question. It has occurred here 
a number of times about the parent office being located in New York 
City. Without actually knowing, my assumption would be that you 
locate where you are closest to “the ‘market for money, the s sale of 
stock, the sale of bonds and all of those things that are necessary to 
finance a big utility operation. Is that correct ¢ 

Mr. Crayrtor. I think that is right. 

Senator Hitt. You locate nearest your owners ¢ 

Mr. Crayror. I couldn’t tell you that, Senator, because our owners 
are scattered all over the United States. We have some 33,000 stock- 
holders.and there is not anything like the majority of them in New 
York City or the vicinity of New York. 

Senator Hix. Just to get the information, most of your big invest- 
ment bankers are there in New York City, are they not ! 

Mr. Criayror. No. We do a lot of business with Pittsburgh and 
Chicago banks. We just last week sold $20 million through Hals sey- 
Stuart & Co. of Chicago. 

Senator Hitt. But you do a lot with New York bankers, too, do 
you not? 

Mr. Criayror. That is so. 

Senator Dirksen. The fact of the matter is that the underwriters 
and others are located in New York, San Francisco, and Chicago, and 
it occurred to me that is where you would have to go to expeditiously 
do your business if you were going to do business, 


GENERATING COST 


Mr. Criaytor. Senator, the gentleman from Chattanooga, who was 
on before me—I heard him say something about the cost of generat- 
ing. It may be of interest in knowing that cost at two of our latest 
plants, at our Tanners Creek electric-steam plant, on the Ohio River 
below Cincinnati, for the year 1953, the production costs were only 
2.2 mills per kilowatt-hour. At our Philip Sporn plant, on the Ohio 
in West Virginia, which is a somewhat older plant, but still what 
we consider one of our modern plants, the generating costs for the year 
1953 there were 2.228. I thought you might be interested in that: 

Senator Hinz. That was the cost of generation ? 

Mr. Criaytor. That is right. 

Senator DworsHak. The next witness is M: ayor George Dempster, 
Knoxville, Tenn., president of the Citizens for TVA, Inc. 


SUPPORT OF TVA 


STATEMENT OF GEORGE R. DEMPSTER, MAYOR, CITY OF KNOX- 
VILLE, TENN., PRESIDENT, CITIZENS FOR TVA, INC. 


GENERAL STATEMENT 


Senator Dirxsen. It occurs to me vou were here last year. 
Mr. Demrsrer. Yes, sir: and thank you very much for the com 
ment. 
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Coming up on the plane I read a very interesting article of you in 
Life. I do not congratulate the photographer, however, because he 
did not make a good picture of you. 

I appreciate the privilege-of being here, not because I can.add any- 
thing to these other men, as I am just a mechanic. I am sorry that 
Mr. Hambone Moses left. His remarks carried me back a long time 
ugo. 

About 50 years ago heading to Washington for the first time, I was 
hoboing on a mail train, and the policeman got after me at Bull Run. 
He ran me off of the train, but, fortunately, I ran in the same direction 
that the Yankees did and I reached Washington pretty closely after 
the train did. 

That was my first time. That was the time of the year when they 
were putting this tunnel under this hill in 1903. When Mr. Moses 
began talking today, he took me back that half century, all the way 
back. When Senator Hill was in grammar school, his illustrious 
colleague, Senator Morgan, was trying to build the Panama Canal as 
you are trying to sustain TVA today. The arguments Mr. Moses put 
up here today sounded exactly like that. It carried me back 50 years 
to the time when Senator Morgan was making a lone fight to build 
the Panama Canal against the same interest as here now. 

If I thought for a minute that Mr. Moses, our little neighbor from 
across the river—we like to treat our neighbors as neighbors, we do 
not like to milk their cows through a crack in the fence because we 
do not believe in that kind of farming. 


ARKANSAS REPRESENTATIVE 


Mr. Moses was not here representing the Arkansas people today, he 
is representing the entire private industry of the United States. I 
would be more charitable if he were, because I would say if he would 
yet out here representing a little company in Arkansas, that is not 
as big as the Johnsonville steam plant, I would say there was an 
Arkansas gillyloo bird challenging the American eagle, as exempli- 
fied by the TVA, to come down to battle. 

I know from the literature that he sends me it is not financed by 
his company but by an overall picture of the United States. He 
reminds me of something else. He got up here and I came pretty 
close to coming up to the mourners’ bench because he had that evan- 
gelistic fervor like Billy Sunday used to have before Billy Graham 
was born, when he made an appeal. 

Then, again, he reminded me of my good friend, Ray Jenkins, and 
a good friend of our Senator, who we are going to send up here next 
year; he reminded me of him. 

Senator Dirksen. Was that a slight political note you were in- 
jecting ¢ 

Mr. Dempster. Yes, sir. You may have to delete that. 

Ray Jenkins has represented over 500 people for murder. He has 
never had one sent to the chair yet. When I saw Mr. Moses go up 
here and bring that chart and make his interpretation of the book- 
keeping of TVA, it reminded me of Ray Jenkins going up before 
the jury with the bloody undershirt of the man who was shot, and 
saying he should have had a steel undershirt, and wouldn’t have been 
shot in the chest. Therefore, the man ought to be let out. 
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I have seen this fight on various things, against the Panama Canal; 
[I have seen the delay and blocks that have been thrown in the St. 
Lawrence Waterway, Hells Canyon, and all of those places, and it 
seems to me it is all the same. They all come in and say we can 
build plants and transmission lines, but it costs money. It is ridicu- 
lous to think anybody would build a transmission line from Wil- 
mington, Del., and would have to have an 1,190-mile line to reach 
Memphis, Tenn. 

When I have seen the chairman here requesting the address of 
these various people, it would seem to me that the plan would be 
instead of moving the TVA headquarters to your State, Senator Hill, 
they want to move the headquarters to Rector Street in New York 
City or somewhere else on Wall Street and let the profits remain there 
rather than remain in the pockets of the taxpayers of the country. 


TVA HEADQUARTERS 


Senator Dirksen. Then you favor moving the headquarters from 
Knoxville to Alabama? 

Mr. Dempster. You know, they would Ku Klux me if I would 
agree to do that here today, because we are rather fond of the TVA. 
Mr. Moses infrequently states that we in attendance do not like the 
TVA. I wish he would take a vote. It would run about 10 to 1. 
We have some people that have gotten the wrinkles out of themselves, 
and have forgotten they were broke 25 years ago, and are now either 
pushing a Ford or a Cadillac and they know the TVA has contributed 
to that. 

Senator Dirksen. It was all I could do to keep my good friend from 
taking it away from Knoxville. 

Mr. Demrsrer. I am glad of that. You are on our team, to that 
extent. 

Senator Hiri. May I hope my good friend from Illinois will stay 
in full agreement with you on this whole TVA business. 

Mr. Dempster. I am sure he will; inasmuch as he had a fine son 
to come down into Tennessee to take one of our charming ladies, we 
think perhaps we might lead him then in the path of righteousness, 
before this is all over with. 

Mr. Moses kept talking about that and it reminded me when he 
talked about his little plant over there, and I thought it belonged 
to 2 or 3 people in Little Rock. I looked over the record and 
nobody has a dime. If that isn’t absentee ownership, I do not know 
what it is. It reminded me of another plant 25 years ago. I delved 
a little deeper and found out that some that were in a plant 25 years 
ago are still playing around in this thing. When he told of that, 
it reminded me of the story they told of Mark Twain, when he had to 
shut down the engine before he could blow the whistle. He is blowing 
the whistle for the Alabama people but representing bigger people. 


PREPARED STATEMENT 


I have been requested to read this into the record here, and with your 
permission, with the hour getting late, I will do that. 
I am George R. Dempster, mayor of Knoxville, Tenn. That should 
be pro tem, because I am subject to a recall election which comes up 
45746—54—_27 
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next month. I am president of the Citizens for TVA, Inc. I am 
here in response to the expressed desire of many thousands of Ten- 
nessee Valley residents that your committee be told of the pressing 
need for adequate appropriations to maintain TVA at maximum 
efficiency, as promised by President Eisenhower in the 1952 campaign. 

I wasn’t invited to hear him make that speech in Knoxville, but I 
slipped out there and listened. The wires went off and he tapped the 
microphone several times. The wire was cut off and they blamed me 
for doing it. Actually, I didn’t do that; I didn’t cut the wire. But 
I was close enough to it so that I heard him say TVA would be 
operated to its maximum efficiency; and that is all we are requesting 
now. 

ADEQUATE FUNDS URGED 


It is our urgent request to this committee that the Tennessee Valley 
Authority receive adequate funds from Congress to permit TVA to 
meet the domestic, rural, and industrial power requirements of the 
valley and those of the national defense as well. 

If the mail we receive at Citizens for TVA headquarters is any 
barometer, I am also speaking for a considerable number of Americans 
who live far away from the Tennessee Valley but who understand 
and appreciate TV A’s value to the Nation as a whole. 


CITIZENS FOR TVA 


Truly, as Mr. Eisenhower acknowledged to a Tennessee Congress- 
man ina telegram dated October 23, 1952, there is “strong support by 
the people” for TVA. This is confirmed by several statistical facts 
with which I am familiar: Citizens in no less than 80 counties in the 
area served by TVA have formed active units of Citizens for TVA. 
Over 63,000 individuals enthusiastically signed a recent petition ask- 
ing the President to maintain TVA’s efficiency and nonpolitical ad- 
ministration by reappointing Mr. Gordon R. Clapp as Chairman of 
the TVA Board. 

As I understand the TVA Act, it says it should be a nonpolitical 
organization. As I have told the President and everybody else I 
have had an opportunity to talk to, I thought Gordon Clapp was the 
greatest administrator and poorest politician I ever saw. If he had 
15 cents worth of politics in him, he never would have suggested mov- 
ing the TVA from Knoxville to Alabama, at a time when he was 
faced with an unfavorable administration. Any time during the 
past 20 years he could have done that, pOneDh, because that is the 
law, but he waited 20 years and therefore he showed no political 
sagacity by so doing. 

The number would have been considerably higher if we had not 
imposed an arbitrary cutoff date in the interest of speed. Close to 
30,000 individuals, including a number outside the Tennessee Valley, 
have responded to our fairly limited appeal for a contribution of $1 
each to help finance our campaign in support of an effective TVA. 


ANTI-TVA PROPAGANDA CAMPAIGN 


Despite the vigorous anti-TVA propaganda campaign conducted 
by private power companies at a cost of some $25 million of their 
customers’ money, there are many hundreds of thousands of Ameri- 
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cans who know full well the advantages of TVA as a low-cost power 
yardstick and as the prime example of efficient and democratic devel- 
opment of natural resources. 

1 heard these people say they would build the plants. They will 
build them on a cost-plus basis, and get a 5-year writeoff. When they 
say they can build plants as cheaply as the TVA, it is not so. I plead 
guilty to being an expert in excavation. I spent a great many years 
on that including 5 years on the Panama Canal. “Of all the work 
I have seen done since the Panama Canal, I have never seen any com- 
pare with the efficiency of the TVA organization. Having been a 
contractor for 20 years, I feel qualified to speak on that point. 


ADVANTAGES OF TVA 


Permit me to recount some of these advantages, which in our opin- 
ion more than justify a responsible, business-minded attitude of sup- 
port for TVA by Members of Congress. 

American taxpayers are saving millions of dollars a year—it 
could amount to over $600 million in 25 years—because TVA is able 
to supply power to atomic energy and other defense plants at rates 
considerably lower than the private utilities. TVA power supplied 
to Oak Ridge made the first. atomic bomb possible, and on time. TVA 
made possible the production of vast quantities of aluminum for air- 
plane production in World War II. Over half of TVA’s power is 
going to national defense today, and at bargain rates which your con- 
stituents, who have to pay the bill, are gr: ateful for. 

One of the finest and most important scientists in America told me 
a year and a half ago, and he is up to the throne, gentlemen, they 
guard him like they do Dresden china, he told me in his opinion if it 
had not been for the TVA with their developed power, there would 
have been a delay of 2 to 4 years in the construction of the atomic 
bomb, and had that happened, it would have meant that America 
would have been under attack at that time. He is a man who I believe 
knows what he says, and I think he knows what he is talking about. 
I do not qualify as a power expert by any means; I can read figures, 
and this is what they show me: 


DEFENSE REQUIREMENTS 


According to TVA’s 1953 annual report the defense requirements 
of Federal agencies supplied by TVA will be about 3,400,000 kilowatts 
of capacity by the end of 1956. We know from the testimony of the 
AEC General Manager before the House committee that the private 
power company offer to supply 600,000 kilowatts of the capacity 
would cost AEC—that is, the taxpayer, $4,038,000 more per year than 
TVA power would. They are t alking about sav ing the good taxpayer. 
They all commence crying about the taxpayer. These are some figures 
that might interest them a little bit. 

If you apply this increased cost proportionately to the whole 

3,400,000 kilowatts—if, that is, you assume private power oe 
ants of the whole load—the increase to the t taxpayer is nearly $2 
million a year. About one-fourth of what we are asking for the 
Fulton steam plant. Over a 25-year period this increased cost would 
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total about $575 million, which is more than it cost to build the Panama 
Canal, j joining two oceans. 

This doesn’t include the additional costs to private chemical and 
metal plants in the valley doing national-defense work for which the 
citizens also pay. I have not calculated this difference, but I am 
certain it would raise the increased cost to the taxpayer to at least 
$600 million and probably more. 

I cannot believe that this committee, nor an economy-minded na- 
tional administration, would willingly saddle the American taxpayer 
with this additional burden. 

In the last 20 years, while the price of food, rent, clothing, and 
ot he r necessities have been going steadily upw: ard—food has increased 
176 percent and clothing 132 percent- the cost of electric ity has been 
reduced 60 percent ni :tionwide under the influence of TVA’s high-use, 
low-cost formula of electricity production and distribution. Your 
constituents appreciate this, too. 

Every man who has a light burning in his home has a direct interest 
therefrom because the TVA put out this general yardstick. Nobody 
kne »w before that time what on earth it costs to produce electric ity. 

The Tennessee Valley region, as part of what was once “the 
Nation’s No. 1 economic problem,” now accounts for nearly twice the 
pe Foe ige of total Federal income-tax revenue it produced 21 years 
ago—6.2 percent as against 3.4 percent. This year it produced $500 
naltion in income taxes alone. This has reduced the proportionate 
burden on other regions. The people of the East, Midwest, and other 
sections should be happy to hear that we are paying nearly $1 billion 
more in Federal income taxes than we would be paying if our per- 
ce - ige contribution had stayed the same as 21 years ago. 

The Tennessee Valley is an expanding market for goods pro- 
duced i in the North, East, and West. It is the leading m: arket in the 
Nation for electrical appliances, having bought $1 billion worth since 
World WarII. The market for food alone has increased $400 million. 
Navigation on the Tennessee facilitates this interstate commerce, and 
at great savings to shippers. TVA flood-control protects valuable 
acreage, including 600,000 acres in the rich Mississippi Valley through 
control of the Tennessee’s flow into the lower Ohio. 


FLOOD-CONTROL ASPECT 


It has been estimated that the impoundment of waters now in the 
TVA system can control 18 feet on flood tide at Paducah, Ky. I was 
in New Orleans last year and they told me at the time, had it not been 
for the water being released from the Fort Peck Dam and the TVA 
system, navigation would have been at a standstill on the Mississippi 
that summer, also the water supply was so low that the water moti 
at ae Orleans was being threatened with backwater from the valh 

Private power companies, and their stockholders, also benefit 
fit the TVA example. Since the TVA yardstick came into being, 
United States private power companies by lowering rates and expand- 
ing capacity and service, have doubled their common-stock earnings. 
That ought to be interesting to these widows and orphans that they 
always use. They wore out an old ladies’ apron strings at Knoxville, 
when we were trying to buy the distribution plant at Knoxville, and 
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she told me that she never earned any dividends when she had the 
stock, and she got twice her money when she had sold out. 

The earnings of the private companies immediately adjacent to 
TVA have increased five times. How well have our neighbors learned 
the lesson of high-use, low-cost electricity. 


TVA PURCHASES 


As a purchaser of goods ranging from turbines and generators on 
down. to office supplies, TVA since 1935 has spent nearly $900 million 
outside the Tennessee Valley States. Every State in the pon, has 
benefited. Massachusetts, to name one example, has supplied $36,- 
329,435 worth of goods to TVA. Illinois has received no less than 
$87,387,119 under TVA’s procurement program. That is not to say 
anything about what we, the individuals, have bought or the city dis- 
tribution systems have bought. 

I have listed these national advant: iges of TVA to prove to you 
that TVA is not just a project of purely local benefit. Of course, we 
in the valley benefit, too and thank this Congress and God, too; and 
one of the greatest benefits is that we are able to use about twice the 
amount of electricity that the rest of the Nation uses and pay about 
half the rate. 


TVA AS YARDSTICK 


And in this connection I cannot overlook the letter Citizens for TVA 
received recently from a New England rural electric co-op manager. 

Our average [wholesale] rate for the past 5 years has been over 13 mills per 
kilowatt-hour 

He wrote— 
which readily explains why we would like to have a yardstick in this area 

I am sorry our yardstick does not quite reach up to them. 

This rugged individualist from Vermont than concluded his letter 
with this comment: 

I definitely cannot understand the logic of Congress in opposing self-liquidating 
loans for generating plants as an economy measure when they allow tax-abate- 
ment subsidies to the private utilities which make the total loan requests for 
TVA insignificant by comparison. 

This leads me to a point which bears reemphasis. Funds made 
available to TVA for power facilities are not in any sense gifts, since 
every dime of this money is required by law to be, and is being, re paid 
to the United States Treasury—and {5 percent ahead of schedule. 
That is despite what the evangelist from Arkansas tried to advise you 
about an hour ago. 

The users of TVA power pay this money back, in the end, when 
these valuable facilities are paid for, the Federal Government will 
own them as an income-producer and an arsenal defense. 

Gentlemen, 40 years runs by in a hurry, because it seems only 

yesterday that the original contract for 99 years on the Panama Canal 
was made, and still tod: iy half of that contract is gone. 
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RETURN ON POWER INVESTMENT 


TVA power pays its way. I hope you gentlemen will never lose 
sight of that fact. In 20 years TVA has produced an average return 
on the power investment of better than 4 percent. The bills paid 
by the users of TVA power produce more than enough revenue to 
cover all costs of generation and transmission by TV. A, its distribu- 
tion by 148 locally owned municipal and co-op systems, deprecia- 
tion, State and local taxes, and the cost of money to the Govern- 
ment. There is no subsidy. There is, moreover, nothing at all 
comparable to the $850 million interest-free loans the private-power 
companies are getting under the rapid tax-writeoff legislation. 

Talk about subsidy, if that is not it, I do not know what the word 
means. 

You gentlemen have, I presume, heard from the TVA officials that 
by 1957 three-fourths of all TVA electricity will be going to atomic 
energy and other national defense plants. Therefore, when we valley 
citizens come up here and request adequate funds for TVA we are 
speaking for all Americans and not just for ourselves. We are 
speaking for an adequate national defense as well as an adequate 
power supply for a growing region. How do the President’s budget 
and the House bill meet these requirements ? 


BUDGET RECOMMENDATION 


The President’s budget recommends $141,800,000 in new appropria- 
tions for TVA. This is some $47 million less than the amount appro- 
priated last year. The bulk of the appropriation—$134,385,000— 
is for continuing construction of power facilities started in previous 
years. The House, as you know, reduced this $141,800,000 to $103 
million, and saddled TVA’s corporate funds with the $38 million 
difference. 

The most significant aspect of the budget is that it does not con- 
template the addition of a single kilowatt of capacity to the TVA 
system beyond the units previously started. The significance of 
this omission becomes clear when it is recalled that in December 1952 
Mr. Clapp announced that beginning in 1953 TVA would have to begin 
construction of 750,000 kilowatts of capacity each year to meet just 
normal load growth, which does not include atomic-energy demands. 
This would put 750,000 kilowatts of new capacity on the line each 
year, starting in 1956. 

In accordance with standard utility practice, TVA should have a 
reasonable margin of capacity to meet unforeseen requirements in 
addition to the estimated foreseeable need of 750,000 kilowatts of 

sapacity each year. The record of the past several years makes it 
clear that providing for a reserve margin is a necessary element of 
planning. In recent years actual demand has exceeded by 200,000 
to 900,000 kilowatts the long-range estimates made 3 or 4 years earlier 
when new capacity had to be started. Reserve -apacity, therefore, 
was and still is essential. Every private utility plans for it, and it is 
basic to efficient operation. 
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POWER SITUATION IN VALLEY 


Some idea of the tight power situation the Valley will face in 1957 
can be obtained from a few simple calculations. Appropriations last 
year allowed for only 360,000 additional kilowatt capacity for 1956, or 
390,000 less than TVA’s estimate of 750,000. The present budget 
recommendation allows for no new capacity whatever; so that the 
2-year deficit would be 1,140,000 kilowatts. The budget proposes to 
make up for this to some extent by diverting in 1957 500,000 to 600,000 
kilowatts intended for the Atomic Energy Commission to the use of 
Valley industries, municipalities and electric cooperatives. 

However, even with the diversion of power from AEC, and allow- 
ing for some variables, the capacity available for normal load growth 
by 1957 would fall short of Mr. Clapp’s estimate by more than 500,000 
kilowatts, or the equivalent of the Fulton steam plant and then some. 

In the light of these facts the prediction of an exceedingly tight 
power situation in 1957 seems to be a conservative forecast. 

Conceivably, load growth could fall off, thus bringing supply into 
better balance with demand. That would come under the head of a 
recession and, naturally we do not want to talk much about that now. 
This would mean, however, that economic progress in the Tennessee 
Valley had slowed down, to ‘the disadvs antage of the whole Nation, and 
this would well have resulted from the psychological effects of pros- 
pec tive power shortages. 

The continuing uncertainty over the shift of power from AEC to 
the Valley’s own needs becomes more serious with ev ery passing week. 
This proposal of the President’s was made 3 months ago. To our 
knowledge the AEC is not even close to signing a contract with private 
companies to meet the deficit. 

You heard the gentleman say a while ago when Senator Hill asked 
what the costs would be, and he sort of held up his hands and said, 
“Why discuss that?” That comes to an important part of any con- 
tract you enter into. I know when AEC sits down with these men, 
and has to bring in long transmission lines, and they have to go out 
and get more money, that that will be a cost higher than the TVA 
‘an do it for. 

If Congress should adjourn without providing for additional c: 
pacity, and the AEC is unable to make a deal with private suppliers, 
then the 1957 power shortage in the Valley will be close to disastrous. 


PROPOSED STEAM-GENERATING UNITS 


You can insure against this eventuality by making an appropria- 
tion to begin construction on the eight steam gener rating units origi- 
nally proposed by TVA. This means not just restoring the Presi- 
dent’s budget but adding some $85 million for new construction. 

It is our hope and request that Congress will deal responsibly with 
TVA as the national asset it is and has been for 20 years. 

This is not a local asset, but it is a national asset. 

I hope in your study of this matter that you will keep in mind the 
Federal responsibility for power supply in the Tennessee Valley. I 
hope you will keep in mind the investment of $400 million in distribut- 
ing facilities which the people of the valley have made as their share 
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of the partnership and in full expectation that the Federal partner’s 
commitments to the region will be honored. 

I hope you will not Tose sight of the fact that to millions of people 
the world over TVA is the greatest symbol of American leadership 
in the development of naturs al resources for public welfare as against 
private gain. I hope you realize that what Congress does with TVA 
will condition the attitude of millions of people whom we want on 
our side in the global struggle between democracy and totalitarian 
communism. 

I hope that you will acknowledge that for the sake of electricity 
consumers everywhere it is wise policy to maintain a public project 
such as TVA to show what can be done in this vital field for the benefit 
of all. 

VISIT OF QUEEN OF THE NETHERLANDS 


I have a few more remarks, gentleman. When the Queen of the 
Netherlands came to America, she had a ticker-tape reception in New 
York. She came down to see the Capital. Where did she want to go 
then? She said, “Take me to the basin of the TVA.” It was my pleas- 
ure as mayor pro tem at that time to take her out to the gre: it Norris 
Dam, named in honor of that great patriot who made it possible for 
us to have the TVA, with Mr. Hill’s Democratic cooperation. I took 
her out and she went right down into the powerhouse, walked up 
several steps and she said, “I want to put my finger on this rotating 
shaft.” For the benefit of you who have not been there, there is a shaft 
about 21% feet in diameter that turns about 214 revolutions a minute, 
from the effect of the water. She said, “I want to go back and tell 
my people that America has made possible the cooperation of the 
Federal Government with the people themselves, and it is a success, 
and that we should go into our colonies and do likewise.” 

You might be interested to know that they have asked the former 
members of the TVA to come and help them. I entertained some Ger- 
mans there recently and some Japanese and some people from India. 
They have unlimited waterpower coming from the Himalayas. There 
13 no one to develop it, unless they take experts from the TVA. They 
come in and say, “This is our symbol of democracy, this is what we 
think is a symbol of democracy, and if you can make it work here, we 
think we can make it wor k in India, and would appreciate any coopera- 
tion you can give us.’ 

Gentlemen, I th: “i you very kindly for the courteous consideration 
you have given our committee, and I hope when the pressure gets too 
hard around Washington you will come and sojourn in the Great 
Smoky Mountains. In the winter we will warm you with the elec- 
tricity in the TVA and in the summer we can cool you. 

Senator Hitz. With reference to the Queen of the Netherlands, 
isn’t it true that today, the State Department of the present admin- 
istration is making a suggestion of the TVA for the Jordan Valley, 
and has the TVA engineers working with a big engineering firm in 
Boston, Mass., working out the plans for this project which the Amer- 
ican State Department has suggested as a solution to many of the 
problems there to make that area better ? 
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TVA TRAINED ENGINEERS 


Mr. Demesrer. I think you are entirely right, Senator, and many 
of these American engineers have been trained by the TVA. I say 
it has been the greatest training ground for competent engineers. 
Mr. Clapp has been there for 21 years. The United States Govern- 
ment has an investment in him equivalent to a million dollars. ‘Those 
same engineers will take that Jordan Valley and they will make it the 
Garden of Eden. They will do the same thing in India where the 
standard of living is lower down than a dog is in this country, and 
they will raise that standard of living simply because of the techniques 
they have developed as TV A people. 

I think maybe then we might get a little cooperation from Nehru 
and others that do not now look with great kindness upon the United 
States. 

I think it is a great democratic development that will help us all 
over the world. Thank you very much. 

Senator DworsnaKk. The next witness is Mr. E. A. Yates, chairman 
of the board of directors of the Southern Co., Atlanta, Ga. 


STEAM GENERATING PLANT CONSTRUCTION 


STATEMENT OF E. A. YATES, CHAIRMAN OF THE BOARD, THE 
SOUTHERN CO., ATLANTA, GA. 


GENERAL STATEMENT 


Mr. Yates. My name is E. A. Yates. Iam chairman of the board of 
the Southern Co. I received a wire from Senator Bridges when I -was 
in Mobile, Ala., on Thursday, and I am here in response to that 
telegram. 

I assume you want me to testify along the lines I testified before 
the House committee about a month ago. I will be vet ‘y glad to do it, 

We had heard so much discussion about a shortage of power, and 
the statement of President Eisenhower in the budget, that we made a 
firm offer to build a steam plant on the Tennessee River, and sell 
power to TVA. We put that in writing, and we received a letter from 
Mr. Clapp to the effect that they did not want the power. 

The Southern Co. is a holding company. It has had the blessing 
of the Securities and Exch: ange C ommission. It owns all the common 
stocks of the Alabama Power Co., Georgia Power Co., Gulf Power Co., 
and Mississippi Power Co. It has a plant account of about $800 
million, and an annual revenue of about $180 million now. It has 
about 214 million kilowatts of generating capacity in the 4 States and 
is now building more than 700,000 kilowatts so that at the end of 
1956 we will have about 3,300 million kilowatts. 


OFFER TO TVA 


I do not know whether the chairman would like to have a copy 
of our offer to the TVA for the record, and Mr. Clapp’s reply. 

Senator Dworsnak. How long is it? 

Mr. Yares. There are two letters. They are just one page each. 

Senator Dworsnax. Without objection, they will be placed in the 
record at this point. 
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(The letters referred to follow:) 


THe SouTHERN Co., 
Birmingham, Ala., February 9, 1954. 
Mr. Gorpon R. CLAPP, 
Chairman, Tennessee Valley Authority, 
Knozville, Tenn. 

Dear Mr. Crarre: As you know, the Georgia Power Co. has optioned acreage 
on the Tennessee River near Guntersville, Ala., with the expectation of building 
a steam plant to be owned and operated by that company for delivery of energy 
for use in Georgia. It appears that, by reason of the low cost of fuel attainable 
at this site, this plant would be of great value to Georgia Power Co. 

You and your associates have been most cooperative in making available to 
us engineering information concerning the proposed site, explaining the regula- 
tions with which we would have to comply and in other ways. We are pleased 
to acknowledge this cooperation and to express our appreciation. 

The President’s budget message, in discussing appropriations included in the 
1955 budget for Tennessee Valley Authority, contemplates that some 500,000 
to 600,000 kilowatts of load in your servce area will be supplied from other 
sources by the fall of 1957. As one of the companies located on the perimeter of 
the Tennessee Valley Authority area, we are willing to supply 200,000 kilowatts 
of such load if you so desire. 

While our studies for a plant on the Guntersville site on the Tennessee River 
are with a view to providing economical generating capacity for Georgia 
Power Co., we believe that additional capacity provided by us at this location, 
because of favorable fuel situation and proximity to the Tennessee Valley 
Authority system, would be an economical source of power to your system. 

The Southern Co., on approval of all necessary authorities, will cause the 
necessary generating capacity to be constructed at such location, in addition to 
any required for Georgia Power Co., and a contract to be entered into for the 
sale to Tennessee Valley Authority of 200,000 kilowatts of firm power at the 
plant at transmission voltage on the basis of a yearly demand charge of $25 
per kilowatt, payable monthly, and an energy charge of 2.15 mills per kilowatt- 
hour, resulting in an average rate of 5.32 mills per kilowatt-hour at an annual 
load factor of 90 percent. This offer is based on securing a 15-year contract 
with Tennessee Valley Authority, in form and substance mutually satisfactory, 
which will contain provisions for escalation upward or downward in demand and 
euergy charges for variations in tax rates, in fuel costs (from a base of 20 cents 
per million B. t. u.’s), and in the wage and materials elements of construction 
cost. 

It is contemplated that this plant can be constructed within 3 years. In the 
meantime, to the extent it may be needed, the Southern Co. system is willing 
to continue to sell power to Tennessee Valley Authority, under, and at the rates 
provided in, the existing interchange agreement. While there will be variations, 
depending upon availability and your requirements, you will recall that during 
1953 we supplied 446 million kilowatt-hours to Tennessee Valley Authority 
thereunder. 

Sincerely, 
BD. A. YATES. 


TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., March 1, 1954. 
Mr. E. A. YATEs, 
Chairman of the Board, the Southern Co., 
New York 5, N. Y. 

Dear Mr. YATES: It appears from your letter of February 9, 1954, that you have 
misunderstood the President’s budget message as it relates to TVA. The pro- 
gram proposed by the President contemplates that AWC will relieve TVA of 
500,000 to 600,000 kilowatts we are now committed to supply the Commission 
in order that this power may be used to meet the normal load growth of the 
TVA power service area. Presumably, AEC will undertake to make arrangements 
promptly to obtain additional power from other suppliers in order that TVA 
will be relieved of the 500,000 to 600,000 kilowatts by the fall of 1957. 

You may wish to discuss your suggestion with AEC. However, the price 
you quote is substantially above that which AEC has been able to obtain from 
OVEC for its Portsmouth installation and from EEInc for a part of its Paducah 
installation. 
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In the event that within the next few weeks AEC is unable to secure com- 
mitments from others to supply that amount of power on reasonable terms, 
the President’s budget message assures review and reconsideration of the pend- 
ing TVA budget to provide for construction of additional new capacity on the 
TVA system. Our studies clearly demonstrate that the construction by TVA 
of such new capacity is the most economical means of providing for the addi- 
tional power requirements of this region. 

We are glad to learn that you have found a site for a new plant on the Ten- 
nessee River which will provide an economical power source for the area served 
by the Georgia Power Co. This seems to us a natural development for the power 
supply of your systems in view of the advantages which the navigation invest- 
ment through the TVA program now creates. The water transportation now 
possible provides ready access to low-cost coal resources. The citizens of this 
region will be gratified to know that this advantage will be shared with their 
neighbors in Georgia. 

Sincerely, 
GorDoN R. CLAPP, 
Chairman of the Board. 


POWER INTERCHANGE WITH TVA 


Mr. Yates. I have no speech or no prepared statement. I have been 
in the power business in the South for 40 years. I happen to live in 
New York now, but I spend most of the time down there. I did live 
in Birmingham for a great many years. I have seen the development 
of the Southeast, from a ver y small electric situation into what is now 
the Southern Co. in those four States. 

We naturally follow the operations of TVA. We have 5 high- 
tension-line connections with them; 2 in north Georgia, 2 in north 
Alabama, and 1 on the Mississippi-Alabama line. ‘We have been 
interchanging power with TVA for years. Sometimes they sell it to 
us and sometimes we sell it tothem. Last year we sold them some 450 
million kilowatt-hours, and at times the lines were loaded to capacity. 
The price ran about 5 mills. 

Our offer to build a plant on the Tennessee River, and to sell TVA 
200,000 kilowatts at the plant on a 90 percent load factor would average 
something under 514 mills per kilowatt-hour. 


COST OF GENERATING PLANTS 


I have heard some talk here today about the cost of generating 
plants. I just want to say that I think the Southern Co. system builds 
steam plants at about 10 percent less cost than does TVA. I say 
that based upon the statement in the TVA hearing last year of the cost 
of all their steam pl: ints, which I have compared with the cost records 
of the Southern Co. system plants built during the last 5 or 6 years. 
Uniformly we run about 10 percent lower. Ours are smaller plants 
the largest being at Rome, Ga., 300,000 kilowatts. ‘That is the latest 
one. And then there is one at Newman, Ga., 300,000 kilowatts and 
another one at Mobile, 250,000 kilowatts, that have all been completed 
in the last few years. They are much smaller plants than those of 
TVA, but at the same time, relatively, their cost per kilowatt is lower. 
I have certain exhibits here showing that. I would be glad to put 
the tables into the record if the committee so desires. 

Senator DworsHak. You can leave them here for the committee. 

Senator Hm. You spoke of an offer to Mr. Clapp. Was that the 
offer in connection with the AEC power ? 
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Mr. Yates. No; that had nothing to do with the AEC power. 

Senator Hm, When was that offer made or that letter written ? 

Mr. Yarrs. On February 9, 1954, we wrote Mr. Clapp. 1 will 
read the letter if you desire. 

Senator Hm. You have already put it into the record. 

Have you his answer to it? 

Mr. Yares. I have his answer which is much shorter. He answered 
on March 1. 

Senator Hir1. That had nothing to do with the question of power 
going to the TVA for AEC? 

Mr. Yares. No; it had nothing to do with that. This contemplated 
a straight saleto TVA. It was a firm offer at a firm price. 

Senator Hi. Did you put into the record what you called your 
table as between your costs and TV A costs ? 

Mr. Yares. I can put it into the record. I have it here. 


TVA REPORT 


Senator Hi. I was thinking, if that was going into the record, I 
want to put in a TVA table myself, on the rate of costs. 

Mr. Yares. Senator, if I might, I would like to explain that table 
just a moment. 

This long table was put in the hearing before the House committee. 
Briefly we took the TV A report for the year ended June 30, 1953, and 
our accountants analyzed it and then compared it with the records of 
the Southern Co. system for the year ended June 30, 1953. As you will 
see, where the letter “A” is, the combined revenues of the Tennessee 
Valley Authority and the municipalities and cooperatives, was $172 
million and the revenue of the Southern Co. consolidated system was 
also $172 million. The electric-plant account of the TVA and its dis- 
tributors was $1,332 million and that of the Southern Co. system was 
$742 million. That appears at the letter “B.” 

Senator Hin. Mr. Yates, do you know whether or not that $1,- 
332,000 includes the REA co-ops property ¢ 

Mr. Yates. Yes, it does. There is $407 million there, you will see. 
It includes all of the properties of co-ops and municipalities that are 
included in the report as renrered by the TVA of the co-ops and munic- 
ipalities; $407 million, a total of $1,332,000. It does not include some 
$340 million which has been allocated by TVA to navigation and flood 
control, incident to construction of the dams, 


TOTAL TAXES PAID 


On the other side of the page, nexr the letter C, you will see the 
total taxes paid. Tennessee Valiey Authority, $3,400,000 and the 
municipalities and cooperatives $5,139,000. I am not sure whether 
all such taxes are paid out or not, or whether they retain those taxes. 
The combined total is $8,557,000, against the Southern Co. consolidated 
system of $38,238,000. 

The number of customers in the combined TVA municipal coopera- 
tives situation is 1,284,000, and in the Southern system it is 1,184,000. 
You can see there is a parallel there in the gross revenue and there is 
a parallel in the number of customers. Of course the plant account of 


the 
So 
tax 
the 


rr 
gre 


the 
is ] 
fre 
are 
you 
she 
So 
tas 
mo 
the 
Fl 


tag 


— 


He 


thi 
me 


rec 


por 
duc 
an 
ing 
ten 
per 


ber 
the 
as 

enc 
wa 
lar 
ene 
tio 
fro 
pre 
wil 


3.1 
TV 
tio 
as 

It 

dre 
Co 





will 


red 
wer 
ited 


‘our 


d, I 
able 


tee. 
and 
s of 
will 
ssee 
5172 
was 
dis- 
was 
$1,- 
see, 
are 
nic- 
ome 


lood 


the 

the 
ther 
xes. 
ated 


era- 
O00. 
re is 
it of 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 427 


the TVA is very much larger than that of the Southern Co. and the 

Southern Co, system pays very much more taxes. If you put the 

taxes on the basis of kilowatt-hour sales by each group, you will find 

the Southern system is paying eight times the taxes that the TVA 
group is paying. 

Likewise as shown a little below the letter D, if you put the taxes on 
the basis of plant account, you will find again that the Southern system 
is pay ing eight times the taxes that the TVA system is paying. 

This really shows what Government credit and money and freedom 
from taxes means to the electric customers in the Tennessee Valley 
area, as compared to people living in the contiguous States. If 
you look at the elements shown in the table down by the letter EK, 
showing the TVA, the distr ibutors, the combined TVA system and the 
Southern Co., system and if you transpose the cost of money and 
taxes to the TVA situation, i. yplying to the TVA system the cost of 
money and taxes which the Southern System pays, you will find that 
the customers in Tennessee as compared with Alabama, Georgia, and 
Florida, all those on the Southern Co. system, are enjoying an advan 
tage of some $80 to $90 million a year. 

I would be very glad to answer any questions if you have any on that. 

Senator Hix. Those are the same facts that you gave before the 
House committee, are they not? 

Mr. Yares. Exactly the same; yes, sir. 


TVA COMMENT 


Senator Hitz. Mr. Chairman, I would like to put into the record at 
this point, following Mr. Yates’ statement, a comment on his state- 
ment, from the TVA. 

Senator Dworsnax. Without objection that will be placed in the 
record. 

(The document referred to follows :) 


Mr. Yates has included in TVA’s hydrogeneration costs the price paid for 
power generated at the Army’s Cumberland dams; this price covers not only pro 
duction cost (to which Mr. Yates’ figures purport to be limited), but also interest 
and amortization. TVA’s production cost for its own hydrogeneration (includ 
ing a portion of general production expense as allocated by Mr. Yates) was five 
tenths of a mill per kilowatt-hour versus the Southern Co.'s six-tenths of a mill 
per kilowatt-hour. 

In lumping together steam generation, purchased power (other than the Cum- 
berland power), and interchange, Mr. Yates is conveniently overlooking the fact 
that TVA, by having been limited in increasing its own steam capacity as rapidly 
as it had recommended, was forced to obtain nearly one-fourth of its nonhydro- 
energy from other systems while in the Southern Co.’s case less than 5 percent 
was so obtained. The energy TVA obtained from others (even though received 
largely at night and over weekends when the utilities could generate additional 
energy at least cost) was decidedly more expensive than its own steam genera 
tion. If the utilities can force continued heavy TVA use of power purchased 
from them, they will gain in two ways: (1) by providing themselves with a 
profitable supplement to their own operations, (2) by forcing up TVA’s costs 
with resultant rate increases or poorer financial showing, 

If the steam-power generating costs alone are compared, Mr. Yates’ figure of 
3.13 mills for the Southern Co. would not change appreciably, but his figure for 
TVA of 3.52 mills would be reduced below 3.1 mills (including general produe- 
tion expense as allocated by Mr. Yates). TVA’s steam-power cost was as high 
as that only because of heavy use of old plants during a period of record drought. 
It was lower than the Southern Co.’s steam-production cost in spite of the 
drought-caused use of standby plants and in spite of the fact that the Southern 
Co.’s average fuel cost was lower than TVA’s, Mr. Yates’ statement to the con 
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trary notwithstanding. For the current year, "(VA’s steam-production expense 
will be much less than 3 mills per kilowatt-hour. 

Mr. Yates passed lightly over operating expenses other than power cost, say- 
ing only that they were “about $38 million for each.” His tables show (pp. 2938, 
2940) that TVA and its distributors sold 22.7 billion kilowatt-hours for their 
$38 million of such operating costs, while the Southern Co. sold 12.3 billion 
kilowatt-hours with its $38 million of nonproduction operating expenses. Hxam- 
ined in more detail, the following costs per kilowatt-hour sold are computed from 
his figures: 

[Mills per kilowatt-hour] 





TVA and | Southern Co. 
| distributors system 
sa lifes = —| - eater 

Transmission and distribution_.. 0.92 | 1,20 
Customers’ accounting . - 23 | 44 
Sales promotion 08 97 
Administrative and general 48 1.07 
Other ll 
Total (approximately $38 million each 1.71 3.09 


Senator DworsuHak. Does that conclude your statement ? 

Mr. Yarrs. There was one other statement I put into the House 
committee record. You are very patient, for I know it has been a 
long hearing, and I would like to put it in. It is already in the 
House record. 

Senator Dworsuak. It is in the House hearing ? 

Mr. Yares. Yes. 

Senator DworsuaKk. What is it? 

Mr. Yares. It just amounts to a filing of statistics on the Develop- 
ing South by the research department of the Federal Reserve Bank 
of Atlanta. It compares the State of Tennessee with the six States 
contiguous to it. Based on the indexes that measure economic 
vrowth during the past 20 years, it shows that in nearly every case 
the 6 States have advanced further than the State of Tennessee in 
spite of the money that has been spent by TVA in that State. 

Senator Dworsuak. Is that entire statement in the House hearing? 

Mr. Yates. Not the whole statement, no, but I have one right here. 
There is another statement I would like to put into this record. 

Senator Dworsuaxk. I think you should file it for the committee. 
You may go ahead and explain it briefly, so it will show in the record. 

Mr. Yares. On page 1, the population in thousands 





COMMITTEE PROCEDURE 


Senator Dworsuax. I might say, if you will pardon the interrup- 
tion, the acting chairman has just sent the clerk to confer with Chair- 
man Saltonstall of the subcommittee. It is apparent that we have 
more than a dozen witnesses yet to be heard in addition to the two 
Senators from Tennessee. We have been in session more than 3 hours, 
and have tried to be patient and tolerant. We know it is very im- 
portant, but it is very obvious that we cannot proceed as we have and 
get through before 7 or 8. I am sure no one wants to run that long. 
1 ersonally I should be glad to. But the message from the chairman 
is to the effect that the meeting or hearing cannot be reconvened to- 
morrow morning because of other previous arrangements and com- 
mitments of embers of the committee. 
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However, he has indicated that those witnesses who wish to remain 
until Thursday can do so, and at 2 p. m. Thursday the committee will 
resume its hearings. If there are witnesses who, of necessity, have 
to return home, they can insert their statements into the record yet 
this afternoon. 

The chairman wants to accommodate all of the witnesses because we 
have, as I say, given very considerate attention to the witnesses who 
have appeared alre sady, and those who are still to be heard are entitled 
to equitable attention. 

Mr. Yates. I can finish in just a moment. 

Senator DworsuaKk. I did not say this for your benefit, because you 
are about through. But I do not know what is the desire of the wit- 
nesses yet to be heard. There are at least a dozen. I might ask the 
Senator from Tennessee, Senator Kefauver, do you want to make any 
suggestion ¢ 

Senator Hiwz. Mr. Chairman, I wonder if the Senators could not be 
heard on Thursday and let some of these witnesses who must return 
to their respective States summarize their statements. They will not 
then have to stay over until Thursday. 

Mr. Roper. I cannot remain over until Thursd: ay afternoon, and I 
would like to make a statement. 

Senator Dworsuak. We will give all of you a chance to do that. 
You may proceed, Mr. Yates. 


NEW PLANT INVESTMENT IN SOUTHEASTERN STATES 


Mr. Yates. The only other item I have is an article from the Manu- 
facturers Record of January 1954, which indicates that the invest- 
ments in new plants in 1953 in various Southeastern States were as 
follows: 

North Carolina, $60 million; Alabama, $123 million; Arkansas, 
$136 million; Georgia, $103 million plus; Kentucky, $77 million; 
Louisiana, $268 million; Maryland, $117 million; Oklahoma, $110 
million; South Carolina, $100 million; and Tennessee, $52 million. 
These figures indicate that all these Southeastern States, in 1953, had 
a larger expansion of industry than did Tennessee. 

Sens itor DworsHak. Thank you, Mr. Yates. 

According to the schedule, the next witnesses would be Thomas J. 
Hitch, president of the Tennessee Farm Bureau Federation, and 
Walter Randolph, Alabama Farm Bureau Federation. 


SUPPORT OF TVA 


STATEMENT OF TOM J. HITCH, PRESIDENT, TENNESSEE FARM 
BUREAU FEDERATION 


COMMUNICATION 


Mr. Hircnw. Mr. Randolph could not come. I have a letter from 
Bosell Stevens, president of the Mississippi Farm Bureau, on this 
question that I would like to put into the record. 

Senator Dworsnaxk, It will be so ordered. 
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(The letter referred to follows:) 


MISSISSIPPI FARM BUREAU FEDERATION, 
Jackson, Miss., April 6, 1954. 
Tom J. Hrrcn, 
President, Tennessee Farm Bureau Federation, 
Columbia, Tenn. 

Dear Tom: It is my understanding that you will have an opportunity to appear 
before the Senate Committee on Appropriations in behalf of TVA. I hope this 
is true and I would like to say to you that we people in Mississippi are 100 
percent for TVA. 

Many of us remember full well the days we spent with no power in our rural 
communities. I personally remember the group of us in my Own community 
tried for some years to get a certain power company to connect us with the line. 
As you know, I live 11 miles in the country. There is a small group, 5 families, 
living within 2 miles of each other. This is considered a thickly populated 
community in our section of the county. This cross-country line came within 
2 miles of our community. We neighbors met and I was appointed to contact 
the officials of this company to see if it would be possible to get them to service 
us. After several months negotiations, they finally agreed to build the line to 
my house for $5,000, mine being the closest to the line, and there would be 
proportionally additional cost to service the other homes. On this basis, it 
would have cost from 10 to 12 thousand dollars for this service. At this time, 
this amount was probably in excess of equity we all had in our farms. Of 
course, we abandoned any such idea. 

Then came the TVA. Words are inadequate to express what this has meant 
to this entire section of the State, especially in my home county of Noxubee. 

Noxubee County is primarily in what is known as the Prairie Lime Belt. We 
have rather large farms, comparatively speaking; however, we have a very large 
number of colored people and many colored landowners. Under the TVA pro- 
gram all the people have power and no one has ever seen such a change in the 
overall development in this section. 

The people are happy with our opportunity—roads and power is the answer. 
As we review the past, we know that it would have been many years more, 
if ever, that we could have hoped to be served with power to relieve the drudgery 
of farm life. 

To see these farm people enjoying running water, milking machines, refriger- 
ators, cook stoves, electric battery brooders, lighted chickenhouses, lighted barns, 
running water for livestock in barns, feed grinders, shop tools, and a thousand 
and one household gadgets that country people never dreamed possible. 

The industrial development is adding much to the general overall prosperity 
of the entire valley. 

If there had been no TVA, many people are of the opinion that our war 
potential or peace offensive in the form of atomic development such as is being 
developed at Oak Ridge could not have made the progress it has. In other words, 
we could have been delayed years in such development. 

We believe that as time goes on more and more electricity will be needed, 
for such enterprise, whether for war or peace—only time will determine. Some 
seem rather critical of the fact that interest is not being charged to this project. 
I would call to the public attention: 

First, that developments, due to TVA programs in the area, are causing an 
“intake” of Federal taxes far in excess of interest payments the loans are being 
repaid. 

Second, for national security we must have research operations commensurate 
with developments in the TVA. No one would think of charging interest on 
research to provide a potential for such security. 

There are many more sound fundamental reasons why our Congress should 
give unbiased, nonpartisan support to continued expansion of power at this time, 
but due to limited opportunity, cannot be dealt with at this time. 

Very sincerely yours, 
BoswEty STEvENS, President. 


RESOLUTION 


Mr. Hiren. Also I have a resolution from Burl St. Clair, president 
of the Kentucky arm Bureau, and Mr. Walter Randolph, a copy of 
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e 


the Alabama Farm Bureau resolution, in two statements, from Mr. 
Brown Langford, from Gibson County, with a 1-page statement, and 
Mr. John Strickland, president of the Obion County Farm Bureau, 
with a page-and-a-half statement. 

Senator DworsHak. They will be placed into the record. 

(The documents referred to follow :) 


KENTUCKY FARM BUREAU FEDERATION, 
Louisville, Ky., April 16, 1954. 
Mr. THomas J. HitrcH, 
Raleigh Hotel, Washington, D. C. 


Dear Mr. Hirouw : According to agreement during our conversation in connection 
with Tennessee Valley Authority, Iam forwarding this brief statement based upon 
a resolution adopted by our voting delegates at our annual convention, November 
18, 1953. You may use it as you please. 

We believe that the Tennessee Valley Authority has played a major role in the 
development of resources of the Tennessee Valley area, thus adding much to the 
standard of living of the farmers who live there. It is evident that increased 
power production is necessary to serve the needs of the area. We strongly favor 
appropriation, by the present Congress, of sufficient funds to cover the cost of 
expanded needs. 

Very sincerely, 
Bur 8. St. Ciarr, President. 


STATEMENT OF Brown LANGFORD 


Mr. Chairman and gentlemen of the committee, my name is Brown Langford. 
I operate a 126-acre farm belonging to myself and my mother near Gibson, in 
Gibson County, Tenn. I am acting as executive secretary of the Gibson County 
Farm Bureau, which has 1806 members. I am secretary of the Gibson County 
Soil Conservation District. I have been receiving electric service from the 
Gibson County Electric Membership Corp. since July 1946. My electric co-o) 
buys power wholesale from the Tennessee Valley Authority and distributes this 
power to its members. 

In my area, We are, by the use of electricity, increasing the production of milk 
and eggs, which in the South are badly needed. This enables our farmers to 
diversify and spread out their annual income to their economic advantage and 
therefore, to the entire Nation. 

Ample electric power to our rural and small-town schools is necessary for the 
conservation of sight, the proper preparation of the noon meal, as well as the 
general good health of the students. 

The people of my area have come to depend upon an increasing supply of elec 
tric power for refrigeration, cooking, and water heating together with farm 
uses of electricity too numerous to mention. The Tennessee Valley was once 
called the Nation’s economic problem No. 1. Through soil conservation, better 
schools and the use of electricity, we are making great strides in our progress 
toward making our area an economic asset to our Nation. Gentlemen, this kind 
of thing is good for all of us. In fact, it is a legitimate function of government 
to enable its people to live better lives. 

I, therefore, urge this committee to recommend to the Senate the appropriation 
of adequate funds for a continued increase of electric power capacity in the 
Tennessee Valley Authority system. 

I thank you for this opportunity to appear before you. 


EXTRACT OF RESOLUTIONS ADOPTED AT 32p ANNUAL MEETING, ALABAMA FARM 
BUREAU FEDERATION, Brioxt, Miss., NovEMBER 4, 1953 


TENNESSEE VALLEY AUTHORITY 


We realize fully that the TVA program has contributed greatly to the progress, 
development, and welfare of both rural and urban areas within the Tennessee 
Valley and the Nation as a whole in numerous ways including: Rural electrifi- 
cation, water transportation, soil conservation, reforestation, recreation, national 
fertilizer program, unit-test demonstration program in cooperation with land- 

45746—54——_28 
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grant college extension service educational program, national defense effort, 
including the vital atomic energy development program and aluminum pro- 
duction, flood control, malaria control, and broad industrial development which 
expands markets for the Nation’s farm products, and in other ways. 

In consideration of the above facts, we reaffirm our wholehearted support for 
the program of the Tennessee Valley Authority as it now is and recommend 
that sufficient funds be made available for its operation and expansion as re- 
quired for the best interests of the Tennessee Valley and the Nation as a whole. 


STATEMENT OF JOHN B. STRICKLIN 


Mr. Chairman and gentlemen of the committee, my name is John B. Stricklin. 
I own and operate a farm near Troy, Obion County, Tenn. I am president of 
the Obion County Farm Bureau Federation, which has 1,025 members. I am 
vice president of the Bank of Troy, Tenn. I have been receiving electric service 
from the Gibson County Electric Membership Corp., Trenton, Tenn., since March 
of 1946. My electric cooperative buys power wholesale from the Tennessee 
Valley Authority. 

I would like to present for your consideration some statements relative to 
the importance of the increased use of electric power on our farms and in our 
communities. 

Electricity is an absolute necessity in the operation of an A grade dairy of 
which there are many in my area. Our people do not produce as much food 
on our farms as our urban people need. We have a surplus of cotton and, 
therefore, must change to other uses of our land; but the production of food, 
such as eggs and milk, requires electric power whereas the production of cotton 
does not. 

One very highly and significant use of electric power is for our community 
feed mills. Since 1946, 13 feed mills have been installed in my home county, 
These 13 mills have ground and mixed since December 1, 1953, until April 15, 
1954, more than 15 million pounds of grains, cobs, and other roughage into 
suitable rations for livestock and poultry. These mills are operated on TVA 
power and pay approximately $20,000 annually for TVA electricity, and process 
$10 million in feeds for the farmers each year. Most feeds processed through 
these mills would otherwise be a waste. When byproducts, such as straw from 
the grain harvest, cobs from the grain elevators, cottonstalks from the cotton- 
fields, ete., are ground and mixed with proteins and carbohydrates, we have an 
excellent feed for cattle. Without adequate electric power this rough feed 
would be a loss. I would like to show you a sample of soybean straw that was 
ground and mixed for Dick Mitchell of Hornbeak, Tenn., April 15, 1954. This 
worthless straw will be fed to dairy cattle. Because of the drought last year 
these byproducts were our only source of filler and without the mills we would 
have been forced to abandon most of our beef herds. This is an economic gain 
not only for us but for the entire Nation. 

Our people in the valley are learning rapidly the value of electric powers 
and as they add new uses they become more economically prosperous and as 
they prosper they become consumers of manufacturing products from the great 
industrial areas of our Nation. 

I want to thank you for this opportunity to present the needs of our people. 
You know Tennessee’s heritage is truly American. We have never been noted 
for much greatness—it is true we have produced many great leaders but also 
we have been very close to the bottom in illiteracy. We have married too 
young and produced large families and volunteered to fight whenever there 
was a fight and maybe you have not always been proud of us but, gentlemen, if 
you will but visit the valley and see its magnificient beauty and power and see 
the development of its farms, industry, schools, and churches, you too will be 
glad. Do not hinder our development, I beseech you. Help us to grow and be 
the greatest Nation on the face of the earth. 


GENERAL STATEMENT 


Senator Dworsuak. Will you highlight your statement, please? 
Mr. Hrren. Yes. I recognize how important this is. I realize how 
important this is to all of us. If you are to make decisions and give 
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just consideration to your actions and all, it is proper and timely 
that you get all of the information you can. 

We have included in my statement the resolution that we passed 
in Tennessee, which I will not take the time to read. It was passed 
after a great deal of consideration was given to it, and after a lot of 
meetings were held across the State, and it was discussed in all of these 
meetings. I would like to read the resolution adopted by the Amer- 
ican Farm Bureau Federation : 

The American Farm Bureau Federation has historically supported the Ten- 
nessee Valley Anthority as a desirable method under the circumstances for the 
development of the resources of the Tennessee Valley area. No provisions of 
this resolution are intended to recommend any change in the ownership or 
control of TVA. Continued appropriations will be required to increase our 
production to serve the expanding power needs of the area now served. 

I could call your attention to the fact that TVA is a thing on which 
we have a lot of feeling because we are so dependent upon it. We 
have seen the progress that has been made with it, and we think it 
is awfully important. I am not an engineer, and I do not know just 
what it would take or what the appropriation should be. I would 
like to say that, as a minimum, we feel that the appropriation should 
be restored to that recommended in the budget, plus additional author- 
izations for new units at some of the present plants. 

We have a very kindly feeling toward the progress that has been 
made with the resource development, particularly the fertilizer de- 
velopment which we think is outstanding, and I think it can truth- 
fully be said that the people of the Tennessee Valley are not the only 
ones that are receiving the benefits of this, as it is spread to all the 
areas of the United States, through the test demonstration program 
and the processes that have been made available through the research 
work there has benefited agriculture throughout the Nation. 


POWER IN DEFENSE INSTALLATIONS 


We are also cognizant of the fact that there has been a lot of dis- 
cussion with regard to the supplying of power for the defense instal- 
lations that are in the valley that are receiving a considerable amount 
of the power, and we are also conscious of the fact that the appro- 
priations will have to be made based upon who is going to supply 
that power. 

We are not laboring under any illusions in the valley that they are 
not going to have power. We think they are and they should have it. 
If it is the decision of Congress that this is the route that they 
should have it under, that certainly consideration needs to be given 

right now toward starting to supply this power. 

‘LT have tried to point out to you very briefly a few of the things 
that we have a deep feeling about. You are the ones that will make 
this decision. You have great responsibility that is yours, then, to 
arrive at what decision is proper on it. 

I would like to call to your attention that we in the valley have not 
other source of power other than that supplied by TVA, and that 
this may be termed a monopoly, but in the power ‘production wher- 
ever it is produced, if it is to be economical, that it is necessarily a 
monopoly, because you cannot produe e it economically and have sev- 
eral companies running transmission lines across the same area. 











434 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


« 
TVA AS YARDSTICK 


It has served a very good purpose, and we think it could serve a 
better purpose for time to come as a yardstick for people everywhere. 
It is something that is public, that can be studied for the use of every- 
body, and we think it has served a very good purpose as a yardstick. 
We are not asking for gifts. If we are not paying our way, we think 
it is your responsibility as Members of the Congress to say ‘what that 


is, and that we do it. 

We are required under the law to pay all of the moneys. We are 
perfectly willing to do that. But we do not want to be in the posi- 
tion of not having adequate power for the needs, the expansion, of 


the area, 

Thank you, sir. 

Senator Dworsuax. Thank you. 

Senator Hixu. You filed all of those statements, did you not? 

Mr. Hrren. Yes, sir; I did. 

Senator Dworsuax. Your statement will be made a part of the 
record. 

(Mr. Hitch’s prepared statement follows :) 


STATEMENT or Tom J. HitcH, PrestpeENT, TENNESSEE FARM BuREAU FEDERATION, 
With REFERENCE TO THE TENNESSEE VALLEY AUTHORITY 


Iam Tom J. Hitch, president of the Tennessee Farm Bureau Federation, with 
headquarters at Columbia, Tenn. The Tennessee Farm Bureau Federation 
currently has a membership of over 51,000 voluntary, dues-paying farm families 
in 94 of the State’s 95 counties and living either in the Tennessee Valley or the 
area served by the Tennessee Valley Authority. 

May I thank this committee for permitting me the privilege of appearing be- 
for you on the subject of appropriations for the Tennessee Valley Authority. 
I recognize the tremendous responsibility resting upon your shoulders, as Mem- 
bers of Congress, in conducting the financial affairs of our great country. And 
too, I appreciate the necessity for earnest consideration if actions are to be 
just, authorizations proper, and economies wise. 

My purpose in appearing before this committee is to present to you the 
combined views of the membership of a large organization which has devoted 
much time, study, and thought to the future of the Tennessee Valley Authority. 
During the summer and fall of 1953 we conducted a comprehensive policy dis- 
cussion and development program throughout our State. Many topics of vital 
interest to the farm people of Tennessee were discussed, but one stood out as 
being foremost in the thinking of the membership in all these meetings. That 
subject was the Tennessee Valley Authority. This thinking was consolidated 
into a resolution which was adopted unanimously at our annual convention at 
Nashville, Tenn., November 18, 1953, from which I quote: 

“Some years ago when the farmers of Tennessee desired electric current 
on their farms, private utilities turned a deaf ear to all except those who lived 
in the more densely populated areas adjacent to our towns and cities. TVA 
and our rural electric cooperatives have made it possible for more than 90 per- 
cent of the farms of the State to have the benefit of electricity. 

“In view of the great contribution made by TVA toward the development of 
the area served by it and the very efficient operation of the various enterprises of 
the Authority, we feel amply justified in demanding the continued ownership 
and operation of the TVA system by the Federal Government. 

“We advocate such Federal appropriations as may be required now and in 
the future by TVA for the construction of such additional steam plants, trans- 
mission and distribution facilities as may be necessary to firm the supply of 
electrical energy from the hydroelectric plants of the TVA system, as well as to 
supply the needs of Government defense plants in the area and the needs of 
the area served by it as such area continues to grow and develop.” 

At the American Farm Bureau Federation convention in Chicago, December 
17, 1953, the following resolution was adopted: 
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“The American Farm Bureau Federation has historically supported the Ten- 
nessee Valley Authority as a desirable method, under the circumstances, for the 
development of the resources of the Tennessee Valley area. No provisions of this 
resolution are intended to recommend any change in the ownership or control of 
TVA. Continued appropriations will be required to increase power production 
to serve the expanding power needs of the area now served.” 

May I call to your attention the fact that these resolutions show a direct con- 
cern on the part of the farm people for necessary appropriations to meet the 
future power needs of our area? You will note, also, that these resolutions do 
not attempt to state what the appropriations should be or to explain in technical 
terms what our future power needs will be. Increasing demand in the area can 
only mean that these needs will be greater than they are today. We feel the 
extent to which additional appropriations and facilities will be needed is largely 
a technical problem which could best be determined by trained technicains 
and management, people within the TVA, the defense plants, and under the 
guidance and wisdom of a Congress desiring to provide for the people. It 
would appear, however, that as a minimum, appropriations should be restored 
to that requested in the budget, plus additional authorizations for new units at 
present plants. 

There is no need for me to discuss at length the contributions TVA has made 
to the people served. Flood danger has been reduced to a minimum, navigation 
makes an ever-increasing contribution to our business and commerce, and electric 
power has aided the growth of industry so badly needed as a balance with 
agriculture, in addition to giving farmers a new production tool. IT ertilizer 
experiments and test-demonstration farms scattered throughout many States 
have benefited farmers in all areas of America. From the days when few farm 
homes had electricity, we have progressed to the point where over 91 percent of 
our farms in Tennessee have electricity. Let us not overlook or take for granted 
these great strides of progress. It was, no doubt, with a vision of this progress 
that the founders of TVA so wisely set out the Authority's objectives and re- 
sponsibilities. 

Farm people of the Tennessee Valley want and need electricity. Those whose 
farms have been electrified have learned the value of electricity to them in 
their daily lives. It has enabled farm families to have the comforts and con- 
veniences to which they so long aspired. It has enabled them to operate their 
farms more efficiently in the production of food and fiber for the American people. 
This knowledge of a new and more efficient production tool has and is causing 
farmers to extend its use to more jobs in more ways to enable the farm family 
to increase its income and raise the standard of living on the farm. The families 
who do not now have electricity must not be forgotten. We advocate the ex 
pansion, through our electric cooperatives, of power facilities to bring electricity 
to those families as rapidly as possible. Today, with farm income on the 
decline due to decreasing farm prices, and with farm costs continuing high, the 
farmer’s need is greater than ever for the use of every possible means of efficient 
production. 

Much has been said about electric power for defense and the defense installa- 
tions in the Tennessee Valley area. These installations are for the benefit of all 
the people and are of the type that requires tremendous supplies of electricity. 
Further, these defense installations are growing, both physically and in their 
demands for electric power. May I emphasize that these installations for the 
defense of the people of America are entitled to the call which they have on 
electricity produced by the TVA, and that we of the Tennessee Valley are not 
under any illusions whatsoever, but that these installations will receive the 
power which they must have. There is no indication, at least at present, that 
any progress is being made toward providing a part of these increasing power 
needs from sources outside the TVA. With the rapid growth and demands of 
these installations, we must do something about meeting these demands, either 
from sources within the valley or from sources without. The concern of the 
farm people of the Tennessee Valley is that failure to make adequate provisions 
for power supply will mean electricity for defense at the expense of electricity 
for our farms and homes. Let us exercise now the wisdom and foresight that 
is ours and make adequate preparations so we will not be faced with a grave 
problem of power shortage later. 

Gentlemen of the committee, I have pointed out to you some of the things in 
the minds of our farm people and some of the needs which they have for ade- 
quate electric power. You are the governing authority of the people of the Ten- 
nessee Valley as related to this subject. We in the Tennessee Valley have no 
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source of power other than that supplied by the TVA. ‘True, this is a monopoly, 
but it is also a monopoly by Government. However, power, by nature, is monop- 
olistic, either by private industry or government, and must be so to be provided 
at the cheapest cost to the user. In this respect, TVA is serving as a yardstick 
for people everywhere. The people of the Tennessee Valley feel that our Govern- 
ment, on assuming these obligations in our area, also assumed the obligation of 
fulfilling the responsibility thereto. 

We do not ask Congress for any grant or gift. Previous Congresses have 
decreed that appropriations for power must be repaid, with which we agree. 
With this understanding and agreement, we therefore ask that adequate appro- 
priations be provided to ussure the production of electric energy for the expanding 
needs of the Tennessee Valley area and its people and to permit the operation 
of TVA at maximum efficiency for maximum benefit to all. I do not believe these 
requests are unreasonable. We are asking you to help us to help ourselves. We, 
the people, the power users, are required to repay these moneys and still leave 
the title to the power facilities of TVA in the hands, not of us of the valley, but 
of the government of all the people of our great Nation. 

On behalf of the farm people of our State, I appreciate the opportunity of ap- 
pearing before yeu. Thank you. 

Senator DworsHak. Next is Mr. L. V. Sutton, president of the Caro- 
lina Power & Light Co., of Raleigh, N. C. 


OPPOSITION TO TVA APPROPRIATIONS 


STATEMENT OF L. V. SUTTON, PRESIDENT, CAROLINA POWER & 
LIGHT CO., RALEIGH, N. C. 


GENERAL STATEMENT 


Mr. Sutton. Iam L. V. Sutton, president of the Carolina Power & 
Light Co., an investor-owned power and light company, serving part 
of the States of North and South Carolina. We are not affiliated with 
any other company. We are owned by approximately 30,000 stock- 
holders, a large number of whom live in the Carolinas. 

All of our directors, officers, and employees are citizens of the two 
States. We pay a large amount of taxes each year to the Federal, 
State, and local governments. 

I am here in response to a telegram from Senator Bridges.. We are 
in a position to furnish power. We have a direct interconnection with 
TVA, and we have other indirect interconnections throughout other 
utility companies that are connected with TVA. 

In the event TVA needs dependable power and energy, Carolina 
Power & Light Co. is able and willing to finance and construct facili- 
ties to furnish power and energy to TVA. 

I will file this statement for the record, Mr. Chairman, and then 
make these remarks. 

The investor-owned utility companies of the country have put 
through a program of improvement and enlargement that has been un- 
equaled i in this ountry. Since the end of Wor rid War Ii, and through 
1953, we have spent $16 billion. Incidentally, during that same pe- 
riod we have paid $7.5 billion in taxes to the Federal Government and 
to the local taxing agencies. We will spend this year about $3 billion 
for improvements, and will spend about $23, billion in 1955, and the 

same 1n 1956. 

Last year the peak of the total electrical industry was 81,200,000 
kilowatts. There was generating capability of about 9414 ‘million 
kilowatts, giving reserves of about 131 4 million kilowatts. 
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With the capacity coming on during the year, which is estimated at 
about 13 million, will give this year or this fall capacity about 107 
million kilowatts. 

At the present time there is a 17-percent reserve, and it will be 
greater, I think, next year. 

I would like to take just a minute or so to answer or reply to two 
statements that were made by the mayor of Knoxville. He made a 
number of sweeping statements in his enthusiasm for the TVA that I 
wish I had the time to discuss, but on two I think it is well for me to 
comment. While he talked of the advantages in the reduction of rates, 
I think it is interesting to note that during the past 20 years since 
TVA commenced operations, while the rates have been reduced about 
20 percent, that is the cost of electric service to residential consumers, 
in the 20-year period prior to TVA the reduction in residential rates 
had been 40 percent or about double the amount. 

Then there is this claim which we have heard quite often about the 
TVA winning the war, or causing the war to be ended many months 
sooner, I would like to make this statement, that the Oak Ridge plant 
was not dependent on the TVA for power. Figures which can be 
checked indicate that in the height of World War IT, the total sales of 
[VA to the Atomic Energy Commission were not more than 1 per 
cent of the total annual generation of the investor-owned utilities. 


IN VESTOR-OW NED UTILITIES 


Investor-owned utilities in 1944 generated about 186 billion kilo- 
watt-hours. In 1942 according to the TVA annual report, its sales of 
power to Federal agencies totaled 2,934,084 kilowatt-hours. In 1943 
it was 269,436,843 million kilowatt-hours. In subsequent reports, sales 
to Federal agencies were combined with industrial sales. But if we 
assume that all of the increase in the combined sales from 1943 to 1945 
were due to sales to Federal agencies, the total of such sales in 1945 
would have been of the order of 1,800 million kilowatt-hours, or still 
only 1 percent of the annual sales of the investor-owned utilities. 

The combined figures for industrial sales and sales to Federal agen- 
cies reported in the annual reports are as follows : 


Be Rnitnth Biceibcitneiseninertndaatlie Bs IT I nics escent cast milion 5, 748, 000, 000 
Be aracseecendripsecinoealiciare dla, | A EE tected tesoesegleceermreceseemesion ener 4, 168, 000. 000 
Fiche testin widens intcinee Uy SE EE athe ccicbiclys stidincbina, 5, 422, 000, 000 
1944_____. So dirdvidanhoras __ 4, 915, 000, 000 


TVA AND THE ATOMIC BOMB 


Mr. Surron. It is ridiculous to assume that the creation of TVA 
was necessary in any degree to the production of the atomic bomb. 
The investor-owned companies which provided 186 billion kilowatt- 
hours in 1944, with a reserve margin of more than 20 percent, had 
they not been blocked out of Tennessee, could have supplied the re- 
quirements for the production of the atomic bomb. Also the Atomic 
Energy Commission built a generating plant of its own with a capac- 
ity of 260,000 kilowatts. 

The mayor told us a secret and I am going to tell you one that also 
comes from the top. 

Senator Dworsiak. You have 1 minute. 








438 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Mr. Surron. This person who wrote me was present at an informal 
Army discussion of the location of the Oak Ridge plant. He reported 
that three factors were considered in deciding upon that location: 
The availability of a large tract of land so isolated that few people 
would have to be moved from the area; a position well centered in 
the country with local conditions favoring secrecy and effective guard- 
ing; availability of water supply; transportation facilities suitable 
for a substantial operating force. Supply of power did not enter 
into the diseussion at all. 

Senator DworsnHak. You can place into the record any additional 
comments you desire. 

Mr. Surron. Thank you. 

(Mr. Sutton’s prepared statement follows :) 

My name is L. V. Sutton. I am president of Carolina Power & Light Co., an 
investor-owned utility company serving parts of the States of North and South 
Carolina with electric power service. We have a direct interconnection with 
TVA, and we have other indirect interconnections through other utility com- 
panies that are connected with TVA. Inthe event TVA needs dependable power 
and energy Carolina Power & Light Co. is able and willing to finance and con- 
struct facilities to furnish power and energy to TVA. 

Carolina Power & Light Co. is owned by approximately 30,000 stockholders, 
a large part of whom live in the Carolinas. Its directors, officers, and employees 
are citizens of the two C Sanétbiesn. It pays large amounts of taxes each year to 
the Federal, State, and local governments. In order to supply power and energy 
on a satisfactory basis at the lowest possible cost to the purchaser, an equitable 
arrangement could be made between the two parties which would include a 
contract of sufficient length to enable the new facilities to be financed on a 
reasonable basis, and the charges for power and energy should be sufficient to 

over a reasonable return on the investment and subject to the approval of the 
Federal Power Commission. 

I am here in response to a telegram of April 15 from Senator Styles Bridges 
stating that the Senate Appropriations Committee desires to hear my testimony 
op Monday afternoon, April 19, in coanection with TVA’s request for appropri- 
ations for the fiscal year 1955. 

Senator Dworsnak. The next witness is Mr. Floyd S. Nelson, presi- 
. nt of the Tennessee Rural Electric Cooperative, Mr. Paul Tidwell, 

Tennessee, and Mr. Clyde Ellis, of Washington. 

‘1 do not know why you are listed as a triumverate. 

Mr. Extis. I can come back Thursday. 

Senator Hix. Do you want to make a brief statement at this time, 
Mr. Tidwell ? 

Senator Dworsuak. Is Mr. Nelson here? 


COMMITTEFR PROCEDURE 


Senator Kerauver. Mr. Chairman, may I make an explanation to 
the acting chairman about the list of witnesses? It was my under- 
standing that we were told that the TVA officials themselves would 
testify this morning and we could get up a list of witnesses from differ- 
ent States in the valley and that the afternoon would be given over to 
the TVA witnesses. 

I know that the committee wants to hear the private power people. 
Had we known they were coming in this afternoon, too, this schedule 
would have been rearranged. 

I understood we were informed that we could arrange to pick up all 
the time thisafternoon. That is the reason there are so many witnesses 
who have not been heard. I think most of these witnesses from Ala- 
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bama, Tennessee, Kentucky and Mississippi probably will have to go 
back tonight. They have paid their own expenses up here and are here 
on their own. So we do ask the indulgence of the committee in trying 
to give them a hearing. 

Senator Hitz. My understanding is, Mr. Chairman, that you will 
hear them, only you will ask them to summarize. 

Senator Dworsuak. I will be glad to stay here until 6 o’clock. I 
can say for the benefit of the Senator and others that I know nothing 
about the previous arrangements. I was given a schedule listing from 
number 1 to 19 the witnesses that were to appear in the order that had 
been prearranged. I do not know anything about that. I am sorry 
if there has been a misunderstanding. We will certainly give every- 
body an opportunity, because I have attended these hearings in past 
years and I know of the profound interest of the witnesses who come 
here from far distant points. 

Of course you are entitled to be heard. 

Mr. Nelson, will you proceed ? 


SUPPORT OF TVA 


STATEMENT OF FLOYD S. NELSON, PRESIDENT, TENNESSEE RURAL 
ELECTRIC COOPERATIVE ASSOCIATION 


GENERAL STATEMENT 


Mr. Netson. Mr. Chairman, and gentlemen of the committee, my 
name is Floyd S. Nelson. I will attempt to make my remarks as brief 
as possible, since you have agreed to let us stay here. I am president 
of the Tennessee Rural Electric Cooperative Association, which is the 
State service organization of the rural electric cooperatives. 

In that capacity and being in the field that I am, I am speaking for 
the nearly 2 million farmer people in Tennessee Valley who are de 
pendent upon TVA for their electricity. We have a great deal of faith 
in TVA because we know why it was created, and we know that the 
people who have directed its operations have wholeheartedly believed 
in what they were doing, and that they have attempted to carry out in 
great detail the instruct po of the Congress. 

Our farm people have believed in it, too, because they have invested 
$163 million in distribution systems, in cooperation or partnershi Pp 
with the Federal Government. Ninety percent of the valley’s people 
now have electricity, through the rural areas, in comparison to ap- 
proximately 3 percent before the beginning of TVA 


TVA CONTRIBUTION TO NATION 


I might comment just briefly on some of TVA’s contributions to the 
Nation. We have spent a lot of money outside of the valley for elec- 
trical appliances, electrical equipment. The contribution to the war 
effort is perhaps the best known of all. TVA electricity played 
major role in the development of the atomic bomb. 

TVA electricity in aluminum production made possible the building 
of 40,000 fighter planes. TVA electricity and the know-how to go 
with it produced 60 percent of all the phosphorus used by the Armed 


Forces in World War IT. 
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Today, the Atomic Energy Commission is calling for more and more 
power. It is power that must be had if the Nation is to remain in the 
front in the race for preparedness. 

We have entered into contracts, long-term contracts, with TVA 
to furnish us power as our sole supplier, and that is as it should be. 

In 1952, in November, we had some misgivings about what was 
going to happen in the Tennessee Valley. Our fears were calmed 
somewhat when General Eisenhower said, “If I am elected, TVA will 
go forward at maximum efficiency.” 

We wondered a little bit about who would interpret that phrase 
maximum efficiency. Then we felt that in due accord with the proc- 
esses of Government, that an impartial and fair-minded group would 
determine just what we need. 


NEWSPAPER ARTICLE 


Sunday, however, in Nashville, Tenn., I read a headline in the paper 
which shocked me. It startled me. It was one of the most brazen 
statements that I have ever heard. It is attributed to Mr. Purcell 
Smith who, up until that time was president of the National Associa- 
tion of Electric Companies. After such an admission as he made, I 
don’t know whether he is still president or not. I would like to read 
one paragraph. This is under a Washington dateline. It says: 

Purcell L. Smith, head of the Nation’s private power lobby, declared yesterday 
his organization got its money’s worth from the $547,789,032 it spent on influ- 
encing legislation and other activities last year. One of the major accomplish- 
ments, Smith blandly observed in an interview with this reporter, was “our 
effectiveness in keeping TVA’s appropriation to a reduced amount.” 


It sounds to us from this newspaper report that the National As- 
sociation of Electric Companies is preparing a budget for TVA. 

I think it would hardly be fair for such an organization to prepare 
a budget for TVA. It would be interesting if this might be included, 
this column here, attributed to Mr. Smith, if it might be included 
in the record. I think it would be of interest to the entire Senate. 

Senator Hm. Mr. Chairman, I ask that the full story go into the 
record. 

Senator Dworsnak. It may go into the record. 

(The data referred to follow :) 


Top Logsgyist Claims He Gor “Money’s Wortn’—TVA Funps Stash Magsor 
ACCOMPLISHMENT, SAys PuRCELL SMITH 


(By Lois Layeook, Washington correspondent) 


WASHINGTON.—Purcell L. Smith, head of the Nation’s private power lobby, 
declared yesterday his organization got it’s money’s worth from the $547,789.32 
it spent on influencing legislation and other activities last year. 

One of the major accomplishments, Smith blandly observed in an interview 
with this reporter, was “our effectiveness in keeping TVA’s appropriation to a 
reduced amount.” 

The organization also was successful in its work against other public power 
legislation before Congress, he declared. 

Smith is president of the National Association of Electric Companies, which 
reported to Congress that it spent more for lobbying and other activities in 
1953 than any other organization registered under the Federal Lobbying Regis- 
tration Act. He is paid more than $50,000 a year in salary for his activities. 

The electric lobby’s closest rival was the Assuciation of American Railroads 
which reported expenditures totaling $235,727.78 last year—little more than 
half the amount reported by the electric companies. 
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COVERED ALL EXPENSES 


Smith, however, insisted that the $547,789.32 spent by his organization cov- 
ered not only lobbying activities but administrative expenses as well. 

“We report our total expenditures while many other organizations report only 
the amount they claim was spent solely for lobbying purposes,” he said. 

“Other lobbying groups would show larger totals on their reports to Congress 
if they included all expenditures,” he added. 

Nevertheless, Smith conceded that the National Association of Electric Com- 
panies had unprecedented successes last year. 

“T think our greatest success was bringing about a greater awareness among 
Members of Congress, the executive department and to some extent the public, 
of the factors that apply to the Government power business and particularly 
of the accomplishments of the electric companies in supplying all the power 
needed in the areas they serve,” Smith said. 

Smith added he is convinced that this organization is driving home its con- 
tention that “the Government has no responsibility either legally or morally to 
suppiy all the electric power in the areas where it has big operations and that 
includes TVA as well as the Bonneville Power Administration and the Missouri 
River Basin.” 

In regard to his accomplishments on specific legislation before Congress last 
year, Smith made the following comments: 

“1. I think we were effective in keeping TVA appropriations to a reduced 
amount. 

“2. We made good progress in the Niagara bill authorizing five power companies 
in New York to build the hydro-power project on the Niagara River. The House 
passed our bill by a vote of 262 to 120 and there were 80 Democrats among the 
262. We're now working on the Senate bill. 

“3. I think the results of our work has been reflected in the Interior Depart- 
ment appropriations bill which included vast reductions for the Southeastern 
Power Administration, the Bonneville Power Administration, and the South- 
western Power Administration. Outside of the TVA area, the Federal Govern- 
ment now owns not a single transmission line in the southeastern section of the 
United States. 

“4. Congress voted funds for only one new start of a Government-owned power 
generating facility. That was a multipurpose dam project at Gavins Point, S. 
Dak. Senator Mundt (Republican, South Dakota), got that through last year.” 


HAS MADE GREAT STRIDES 


Smith said that while these represent the power lobby’s major accomplish- 
ments on specific legislation, the organization has made great strides in other 
fields of its endeavors. 

“A very great deal of our activity has been directed at informing the public 
on the dangers of the Government power business through pamphlets, booklets 
and other publications,” he said. “This work has proved very effective.” 

Smith said the association strives continuously to “instigate our individual 
power companies to work on their congressional delegation and the people at 
home. This is basic with us. We could not accomplish anything without it.” 


WILL CONTINUE DRIVE 


Smith said his organization will continue its drive for more drastic reductions 
in TVA appropriations. 

“Our objective, of course, is that the Federal Government should not appro- 
priate one nickel for TVA and the area should be forced to support itself,’ he 
declared. 

Smith renewed his charge that consumers of I'VA power are “charity patients” 
of the Federal Government. 

“TVA,” he said, “is a political power and influence in that area and as such 
is a sinister precedent in our political economy.” 

Smith said he had “no inside information” on the administration's choice for 
the TVA chairmanship but added he did not think Gordon R. Clapp will be 
reappointed. 

“He has got to be a broadminded businessman with the ability to select experts 
in various departments, guiding them with sound policies,” Smith said: “He is 
going to have to have outside income because you can’t get a good businessman 
for the job at $15,000 a year unless he does have other income.” 
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Smith said that if the new Chairman happens to own stock in any power com- 
pany “he should sell it just for appearances—not because it would have any 
influence on his decisions. It would be all right for him to own other stocks.” 

Asked if he thought the new Chairman should be experienced in the power 
business, Smith replied, “Not necessarily.” 

“In my opinion the next Chairman of the TVA Board, assuming he will be the 
dominant figure on the Board, will have the opportunity and responsibility to 
determine what is the best way in which the customers of TVA should provide 
the funds for all their future electric power requirements without going to the 
Federal Government for appropriations to pay for it,” he continued. 

“TVA must be made self-sufficient and self-reliant if it is to obtain the respect 
and confidence of a large majority of the citizens of the United States,” he said. 
“The people of the TVA area should pay their full share of all varieties of taxes 
including ad valorem, income, and all other levies. They should pay annual 
interest payments to the Treasury on all previous appropriations and in the 
course of time, pay off the principal.” 

“This would place TVA on an honest, businesslike basis and that is what the 
people should want for their own self-respect,” Smith said. 

“The ways and means of accomplishing these goals are diverse,’ he said. 
“Whatever method of accomplishment is used would be all right from my view- 
point. The people should be given sufficient time to put TVA on a businesslike 
basis voluntarily. If they don’t act within a reasonable time, Congress should 
force them to do it.” 


TOP LOBBYING SPENDERS, EXPENDITURES REPORTED 


The 19 top lobbying spenders of the Nation for 1953 with their expenditures 
for both 1953 and 1952 were reported yesterday by Congressional Quarterly as 
follows: 





National Association of Electric Companies $477, 941 
Association of American Railroads 235, 977 
National Milk Producers Federation } 219, 837 
American Federation of Labor | 105, 537 
National Economic Council, Inc 106, 464 
American Medical Association 309, 514 
Southern States Industrial Council 83, 883 
American Farm Bureau Federation 84, 935 
Chamber of Commerce, United States of America (for 3 quarters only 93, 297 
National Association of Real Estate Boards (for 3 quarters only 127, 893 
American Legion National Headquarters 106, 235 
General Electric Co 51. 644 
National federation of Post Office Clerks | ...cc- nd osn os oo ce eck ek ccc ccc cccnal 97, 869 
Council of State Chambers of Commerce (for 3 quarters only 

American Tariff League, Inc 55, 665 
Great Lakes-St. Lawrence Association wb ° 
Friends Committee on National Legislation | 45, 406 
International Association of Machinists (District Lodge 44 | 36, 630 
Colorado River Association | 111, 538 

Total_.... iSinudacl ads bai Js. ncéidetaltiaaudaasy ae 


Mr. Netson. We would expect, by the curtailed budget, if chaos 
would develop, since this organization has taken credit for setting up 
the budget, that they also take credit for the disaster that follows it. 

I have a statement here from the Kentucky Association of Rural 
Electric Cooperatives. I would like to just make 1 little comment, or 
read 3 items from it, and have it included in the record, if I may. It 
says, In part: 

The TVA is not a theory to Kentuckians. It is a hard working agency which 
has done, and is continuing to do, even more for the people it serves than was 


envisioned when the agency was created some 20 years ago. Its only ism is that 
of realism. 
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This statement concludes with this: 


We are pleased to go along with the brief summaries made by two of the Na- 
tion’s better newspapers, both located quite a distance from the strictly TVA area. 
Said the Denver Post: “The entire Nation has benefited from TVA program.” 
And the New York Times: “The TVA has done its work well.” 


We think that the TVA stands for itself as an accomplishment for 


the Nation. 
(The following statements were submitted :) 


STATEMENT IN SupPorT oF TVA FoR Use WiTH SENATE SUBCOMMITTEE HEARINGS 
ON TVA APPROPRIATIONS 


The Tennessee Valley Authority, working with and supplying wholesale power 
to four rural electric distribution co-ops in our State, have done more to bring 
to the rural areas of Kentucky which they serve a more adequate supply of de- 
pendable low-priced power than was ever thought possible in Kentucky. 

TVA is not a theory to Kentuckians. It is a hard-werking agency which has 
done and is continuing to do even more for the people it serves than was en- 
visioned when the agency was created same 20 years ago. Its only “ism” is that 
of “realism.” 

Although only about 20 counties in Kentucky are serviced by TVA-generated 
power, its value and service to Kentucky is recognized throughout the State. 
We like what we have and hope that any changes will be only in the direction 
of even greater service by an even better-supported TVA. 

The growth of electric service to rural areas of Kentucky has been tre- 
mendous and TVA has been our side-by-side companion every step of that growth 
in the area of the State which it serves. In 1987, when the first rural electric 
co-op lines were energized in Kentucky, only 3 percent of our rural areas were 
serviced by central station electric service. That was less than one-third of 
the national average. That figure now stands at a proud 88 percent, only about 
3 percentage points off the national average. 

The availability of TVA power in the southwestern portion of Kentucky has 
been largely responsible for the rapid development and economic soundness of 
that part of the State; and, by no surprising coincidence, it’s a matter of record 
that members of co-ops served by TVA are the heaviest users of electricity of 
any co-ops in Kentucky. Consumption there more than doubles the average use 
over the rest of the State. 

Most Kentuckians feel that TVA more than justifies itself on the basis of 
power generation alone. Not only is the agency paying its own way while pro- 
viding the ultimate in power supply at the lowest possible cost, but at the same 
time it is providing a realistic yardstick whereby the real cost of generating 
power can be made public knowledge. 

Of course power generation is only one of the many valuable contributions 
which TVA is making, not only directly to the area which it serves but to the 
Nation in general. Flood control, reforestation, navigation, soil conservation, 
numerous agricultural research projects, recreational facilities to millions of 
visitors yearly—all these and other contributions of TVA make it indeed national 
in scope. 

We are pleased to go along with the brief summaries made by two of the Na 
tion’s better newspapers, both located quite a distance from the strictly TVA 
area. 

Said the Denver Vost: “The entire Nation has benefited from the TVA 
program.” 

And concluded the New York Times: ‘TVA has done its work well.” 

Respectfully submitted. 

KENTUCKY ASSOCTATION oF RURAL Exectric Co-ops, 
By J. K. SmirH, Hrecutive Manager. 





STATEMENT OF FLOyD S. NELSON, PRESIDENT, TENNESSEE RURAL ELECTRIC 
COOPERATIVE ASSOCIATION 


Mr. Chairman and gentlemen of the committee, my name is Floyd 8. Nelson. 
I am president of the ‘Tennessee Rural Electric Cooperative Association, which 
is the State service organization of the rural-electric cooperatives. 
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My purpose in being here today is to tell you gentlemen that the 51 rural- 
electric cooperatives in the valley have faith in the ‘Tennessee Valley Authority 
and its program. We sincerely request that you give your full support to this 
program. 

We greatly appreciate your kindness in extending to us the privilege of being 
heard. With your permission I will file with you this statement, commenting 
first, briefly, on some of the details. 

First I would like to state that I believe the rural people of the Tennessee 
Valley have electric service today simply because of TVA and the tremendous 
faith the valley’s people have had in what TVA was trying to accomplish. 

The people believed in TVA because the Congress of the United States had 
in no uncertain terms told TVA what it must do. What has been done and 
the manner in which it has been done is plainly visible. A wonderful record 
has been made. 

The farm people of the valley have amply demonstrated their faith and 
ability. They have built electric systems with their own hands for they had 
not been able to secure service from the power companies. 

They have invested more than $163 million in distribution systems which 
serve 1,850,000 farm people. The feasibility of these systems is based on ade- 
quate, dependable service and the ever-increasing capacity of this service by 
our only supplier, the TVA. 

Our farm people through their systems have provided service to approxi- 
mately 90 percent of the valley’s farms. Prior to establishment of TVA only 
3 percent of these farms had service. Farm families have learned many ways 
of using electricity to increase their production and the usage is growing daily. 

Since TVA was established in 1933, the use of electricity in the valley has 
increased 15 times as compared with an increase of only 4 times in the country 
as a whole. Over 1,135,000 homes depend on TVA to supply their electrical 
requirements. TVA is now supplying 11 billion kilowatt-hours to distributors 
yearly and reliable current forecasts show it takes an additional 750,000 kilo- 
watts in capacity each year to meet the normal load growth exclusive of 
Government use. 

TVA forecasts have proven amazingly accurate because they have been based 
upon data compiled through wholehearted cooperation of the valley distributors 
each of which has provided estimates of the power they will need. 

The funds requested for TVA this year will, as in the past, constitute a good 
investment for the people of the United States. Money appropriated for power 
facilities is being repaid to the Government by the users of TVA power with 
enough additional return to more than cover the cost of the borrowed money to 
the Federal Government. After the investment has been repaid the TVA power 
system will continue as a source of revenue for the United States Treasury. 

Our people in the valley have seen TVA’s growth and development. We know 
that the entire Nation is benefiting from TVA. One and four tenths billion dol- 
lars’ worth of equipment and material used in building TVA has been spent, over 
half of which, or $866 million, was spent outside the Tennessee Valley States. 

One billion dollars worth of electrical appliances have been bought by the 
valley people since 1947. Practically all of this equipment was built outside 
the valley area. 

TVA’s contribution to the war effort is known to all. 

TVA electricity played a major role in the development of the atomic bomb. 

TVA electricity in aluminum production made possible the building of 40,000 
fighter planes. 

TVA electricity and know-how produced 60 percent of all the phosphorous used 
by the Armed Forces in World War II. 

Today the Atomic Energy Commission is calling for more and more power 
from TVA. Power it must have if this Nation is to remain in the front in the 
race for preparedness. 

The distributors of TVA power have entered into 20-year contracts with TVA. 
The contracts say in part “The power distributor agrees to purchase and TVA 
agrees to furnish all of the power required by the distributor.” 

This is as it should be. It is essential that the organizations work together 
for the most practical operation of the systems. 

The power distributors have fully accepted the responsibility placed upon 
them. They are constantly increasing the capacity of their systems. They 
have had confidence in themselves and confidence in TVA. Confidence in TVA 
because they knew that TVA has had no aim or objective vther than to do to the 
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best of its abilitiy just what it had been commissioned to do by the Congress of 
the United States. 

That confidence was sustained when in November 1952, General Eisenhower 
said, “If I am elected, TVA will be operated and maintained at maximum 
efficiency.” 

We ask that you gentlemen provide the necessary funds for continuation of a 
program promised by the President, a program for a region of which the whole 
Nation can well be proud. 

I thank you. 

Mr. Netson. Thank you, Mr. Chairman. 

Senator DworsHak. Thank you. 

The next witness is Mr. R. B. Wilson, vice president of the Missis- 
sippi Power & Light Co., Jackson, Miss. 

Mr. Wison. Senator, in the interest of conserving time, I think 
ot 

Senator Dworsuax. You can place your entire statement in the 
record. 

Mr. Wirson. I have a statement that was not brought here for that 
purpose, but I think it would suffice, if that will suit you. 

Senator Hitu. To do what, Mr. Wilson ? 

Mr. Wuson. I did not bring a prepared statement for putting into 
the record, but I do happen to have the data, I think, which will suffice 
for that purpose. 

Senator Hi. Do you mean to put that into the record without the 
statement ? 

Mr. Wirson. Put the statement in and the supporting data which I 
was going to read. 

Senator DworsHak. You can take a few minutes to highlight the 
facts which you think should be emphasized and then put the 
statement in. 


PROPOSAL TO SUPPLY POWER TO TVA 


STATEMENT OF R. B. WILSON, PRESIDENT, MISSISSIPPI POWER & 
LIGHT C0., JACKSON, MISS. 


GENERAL STATEMENT 


Mr. Witson. My name is R. B. Wilson, and I am here in response 
to a telegram from Senator Bridges. I am vice president of the Mis- 
sissippi Power & Light Co., which is affiliated with the Arkansas Power 
& Light, the Louisiana Power & Light Co., and the New Orleans Pub 
hie Service. 

Our systems are interconnected with each other and our operations 
are coordinated from a central dispatching office. Our company oper- 
ates in the western half of Mississippi, south of the Tennessee line, and 
the Arkansas Power & Light operates in Arkansas west of the Tennes- 
see line. I speak for all of these companies. 

Our systems are interconnected with the TVA system at three points, 
which are indicated on this map which I will be glad to show you if 
you would like to see it. The 3 points are 2 at Memphis and 1 at Bates- 
ville, Miss. 

I might clarify that interconnection point at Memphis. They are 
near Memphis, one at the Mississippi River between the Arkansas 
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line and the Tennessee line, and the other at the Mississippi-T ennessee 
line. 

In 1951 our company entered into a 15-year interconnection agree- 
ment with TVA, which provided among other things for the interim 
sale of a large bloc of firm power to TVA, primarily for use at the 
Atomic Energy Commission’s Oak Ridge plant, and the sale and pur- 
chase of economy energy and emergency power. 

Since that time our companies have delivered power and energy 
from time to time to TVA to the extent of the capacity of the inter- 
connecting lines. ‘These deliveries have been in amounts in excess 
of 100,000 kilowatts and over three-fourths of a billion kilowatt- 
hours per year. You will recall in my testimony before you last year 
we had made an offer to sell TVA any amount of power they might 
require at a rate which would be subject to the Federal Power Com- 
mission’s approval and which would produce a return of 6 percent 
on the money invested for the facilities devoted to this purpose. 

At that time, TVA indicated that our rate was not definitive and 
specific, even though we did not have the particular characteristics 
of the power which they desired. And we still lack this informa- 
tion. However, acting on information obtained from the press, a 
definitive and specific proposal was made to TVA on October 15, 
1953, which to this date has neither been accepted nor rejected. 

I would like to submit that for the record, a proposal which we 
made to TVA, and their acknowledgment thereof. 

Senator Dworsuak. It will be made a part of the record. 

(The data referred to follow :) 

OcToBER 15, 1953. 
Mr. G. O. WESSENAUER, 


Vanager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 


Dear Wes: In our discussion in your office on June 15 and your letter of the 
following day, you requested us to make more definitive and specific our offer to 
supply TVA with a bloe of power on a long-term basis. 

You will recall that our previous reasons for not being more specific stemmed 
from an absence of data with respect to the quantities of power you require, 
points of delivery, load characteristics, the period for which you would be 
willing to contract, etc. We have also been conscious of the disadvantages 
to which we are put because of (1) the necessity that we pay local, State, and 
Federal taxes at the going rate, and which requires about 36 percent of the 
capacity charge in our subjoined offer, and (2) because we must pay the invest- 
ing public for the use of its money, which payments require about 38 percent 
of the capacity charge in our offer. 

We have, however, given the problem the further necessary study, and have 
presumed, as lately reported in the press, that you still require the equivalent 
of the previously requested Fulton installation. Accordingly, we propose to 
supply you with an amount of capacity equal to that you proposed at Fulton. 
We, therefore, hereby offer to construct near Memphis a station of not less 
than 450,000 kilowatts capacity, and deliver to you at the Tennessee State line 
from this station the available capacity not exceeding 450,000 kilowatts, with 
interim deliveries from our other sources, under the following specific terms: 
Capacity to be supplied 

The available capacity of the plant, not exceeding 450,000 kilowatts of 3 phase, 
60 cycle, alternating current electric power from 2 generating units. Details of 
scheduling to be agreed upon. TVA also to have control of scheduling of over- 
hauls. 

Delivery point 
At the Tennessee State line near Memphis, definite points to be agreed upon. 
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Delivery voltage 


One hundred and fifty-four kilovolts unless other voltage is agreed upon 


Delivery date 

If you elect a timely acceptance of this proposal, we can deliver 100,000 kilo 
watts beginning January 1, 1954, another 125,000 kilowatts upon the reinforce 
ment of certain transmission facilities, approximately 18 months after your 
election, and the balance as quickly as the new station can reasonably be 
completed, 

Price 

The sum of capacity and energy charges, upon the completion of the station, 
will be as follows: 

Capacity charac $14,298,000 per year, payable one-twelfth monthly. Until 
the completion of the proposed station the capacity charge for partial deliveries 
shall be prorated. 

Energy charge.—1.94 mills per kilowatt-hour delivered to the point or points of 
delivery, subject to increase or decrease at the rate of one-tenth mill for each 
increase or decrease of 1 cent in the average cost of coal received during 
the preceding 6-month period at the station to be built is greater or less than 20 
cents per million B. t, u., provided, however, that until said new station near 
Memphis is in operation, any energy delivered shall be considered to have been 
furnished from the company’s Delta steam electric generating station and the 
cost of fuel above or below the base price, as experienced at said Delta station, 
will govern 
Term of contract 

Twenty years at full contract capacity with provisions for termination there 
after by TVA by reduction of contract capacity at the rate of not more than 
50,000 kilowatts in any 1 year, provided notice of any desired reduction is given 
3 years in advance. All obligations of both parties shall terminate not later 
than the end of the 40th year. 


Other conditions 


Rate is subject to regulation by Federal Power Commission or other govern 
mental regulatory agency having jurisdiction 

This offer is made subject to force majeure and acceptance within 6 months 
of this date. 

The foregoing price includes compensation for the use of capital at 6 percent 
per annum. It also provides for taxes at existing rates based upon a capital 
structure which conforms to standards normally required by the Securities and 
Exchange Commission and other regulatory authorities. This proposal and the 
provisions of any resulting contract are, of course, subject to regulation by the 
Federal Power Commission or other regulatory authorities having jurisdiction 

We stand ready to further pursue this matter at your convenience. 

Kindest personal regards. 

Yours very truly, 
R. B. Wiison 


TENNESSEE VALLEY AUTHORITY, 
Chattanooga, Tenn., October 23, 1958. 
Mr. R. B. Wiison, 
Vice President, Mississippi Power & Light Co., Jackson, Miss. 

DEAR BAxTer: I wish to acknowledge your letter of October 15 containing your 
offer to supply TVA with a block of power on a long-term basis. After we have 
had a chance to examine your suggestion more fully, I will write you again 

Very truly yours, 
G. O. WESSENAUER, 
Wanager of Power. 


Senator Dworsnak. The next witness is Mayor Leonard Beard, 


of Sheffield, Ala. 


$5746-—-54 29 
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SUPPORT OF ADEQUATE TVA APPROPRIATIONS 
STATEMENT OF C. L. BEARD, MAYOR OF SHEFFIELD, ALA. 
GENERAL STATEMENT 


Mr. Brarp. Mr. Chairman and Senator Hill, I am C. L. Beard, 
mayor of Sheffield, Ala. I am here today as chairman of the com- 
mittee on Federal legislation of the Alabama League of Municipali- 
ties. I am here to support adequate appropriations for the Tennes- 
see Valley Authority so it may continue to meet its responsibilities 
to the people of the Tennessee Valley region. 

Our league unanimously adopted the following resolution at our 
last meeting, and I quote: 


Resolved, That the Congress be urged to make an adequate appropriation to 
the Tennessee Valley Authority to meet that organization's need for increased 
electric power supply for the area it serves. 

In this testimony the Alabama league is supported by the Tennessee 
and Kentucky Municipal Leagues, whose statements on this question 
I ask the committee’s permission to file at this time. 

(The statements referred to follow :) 


KENTUCKY MUNICIPAL LEAGUE, 
Lexington, Ky., April 15, 1954. 
INDEPENDENT OFFICES SUBCOMMITTEE, 
Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 

GENTLEMEN: You have under consideration appropriations for the adminis 
tration and expansion of the Tennessee Valley Authority. 

The Kentucky Municipal League, representing 86 percent of the urban popu- 
lation of Kentucky, urges you to do eyerything possible for the Authority, so 
that its activities are not jeopard’zed and its future program is adequate to meet 
the power demands that will be made on it because of rapid industrial develop- 
ment in the valley. 

Yours very truly, 
Cart B. Wacus, Brecutive Secretary. 


TESTIMONY PRESENTED BY THE TENNESSEE MUNICIPAL LEAGUE MOoNpbaAy, APRIL. 
19, 1954, on INDEPENDENT OFFICES APPROPRIATIONS—TVA 


The Tennessee Municipal League testifies in behalf of its 219-member munici- 
palities containing 99.6 percent of Tennessee’s urban population. Its membership 
includes the 54 municipal governments in Tennessee owning electric systems 
dependent on TVA as wholesale power supplier. 

The top objective of this league is officially declared to be preservation of 
TVA as an efficient resources development and integrated power generation and 
transmission agency for its present service area, 

Gentlemen, the Tennessee Valley resources and power program is the most 
massive single local-national partnership ever achieved under the Federal system. 
It will soon be a billion-dollar enterprise. Let us examine its character and 
record before considering the budget proposal so clearly designed to launch 
liquidation of the partnership. 

The local partners are 148 electric distribution systems. Cities, counties, 
and cooperatives have invested in excess of $400 million in these distribution 
facilities. The Federal Government as our national partner has invested an 
equal amount—give or take a few dollars -in power generation and transmission 
facilities, represented by that 50 percent of TVA’s plant required to serve local 
requirements. 

We should consider, toc, the silent partners. These are the national defense 
agencies and the 1,250,000 metered civilian customers. TVA has become the 
chief atomic powerhouse and one of your principal defense establishments. This 
year, 50 percent of TVA power will go to AEC and other defense agencies and 
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industries. In 1957 atomic production alone will require one-half of TVA’s 
output, other defense uses another 25 percent. 

TVA is 75 percent committed to national defense—the Nation’s most impor- 
tant electric arsenal. 

There are other silent partners—the 6 million citizens of Tennessee Valley. 
They have the biggest financial investment of all, having spent billions of dollars 
for electrical appliances, equipment, and installations. With faith in both their 
local and national partners, the valley residents assumed the continuance of 
abundant, low-cost electric energy, and built into the operation of their homes, 
farms, and factories the most intensive application of electric energy ever 
achieved by a people. 

Gentlemen, there is an understandably desperate desire on the part of your 
local partners that the TVA enterprise be maintained at maximum efficiency 

You can imagine, then, the shock and concern of our people in the valley as 
they read yesterday's edition of a Nashville newspaper. Therein was quoted at 
length the president of the National Association of Electric Cos., Purcell Smith 
He announced that the present disastrous TVA budget is the “Smith plan,” say 
ing: “I think we were effective in keeping TVA’s appropriations to a reduced 
amount.” Mr. Smith revealed his ultimate goal for TVA: “Our objective, of 
course, is that the Federal Government should not appropriate one nickel for 
TVA.” And he added that his organization is endeavoring to convince the 
Convress that “the Government has no responsibility either legally or morally 
to supply all the electric power in the areas where it has big operations, and that 
ine’ndes TVA.” 

Now, the hostility toward TVA of Mr. Smith and his lobby, is well known 
to us. We cannot conceive, however, bow he might persuade the President and 
Covgress to abandon an agency devoting three-fourths of its effort to atomic 
production and national defense. And we believe you could not be persuaded 
to abandon your local partners in the Tennessee Valley—the other one-fourth 
represented by our local power systems and their customers for their economic 
future will suffer if Congress enacts the Purcell-Smith plan to smash TVA with 
the weapon of a disastrous power shortage brought on deliberately by inadequate 
budgets. 

We of the city governments have been proud of the magnificent performance 
and unparalleled profits of the local-national partnership in the Tennessee Valley 
We have never regretted the gamble of heavy issves of electric-plant bonds during 
uncertain depression days, nor acceptance of TVA’s untried “promotional rate” 
to encourage high per customer consumption. 

The committee should apnraise the success of the partnership before approving 
the brdzet intended to initiate its dissolution. We mention only a few: 

1. The 148 local partners have achieved unusual efficiences in electric distri 
bution. Their actual distribution costs are about one-half the costs for the same 
cperations experienced by nrivate electric companies according to uniform re 
ports of the Federal Power Commission. This comparison rules out any possible 
advantages (so often attributed to Tennessee Valley power) from lower taxes, 
interest, and wholesale power rates. 

2. Efficient, low-cost power aggressively marketed under promotional rates has 
enabled the average valley home and farm to consume electricity at twice the 
national averare, although per capita purchasing power in the valley is only two 
thirds the national average. Gentlemen, the partnership’s greatest contribution 
is abundant use of electric energy to lift the drudgery of man. 

3. Our demonstration of low-cost power has been an aid to State utility 
regulation and has served as a yardstick to beat down private monopoly’s 
excessive electric rates by 60 percent. 

4. TVA, the country’s largest and most efficient integrated nower system, 
has furnished defense power in time, and cheaply. It produced the first atomic 
bomb and is scheduled to serve AFC huge ouantities of nower at rates of come 
$25 million per year less than private companies are proposing. And, TVA’s 
yardstick is holding the line on private monopoly rates to AEC. 

Yes, we are proud of the partnership. But it will not long continue under 
the liquidation bneget for which Mr. Smith so boldly claims responsibility and 
with which he evidences so much satisfaction. 

If we can discover in the budget the provisions Mr. Smith approves, we will 
know what is wrong with it and why it is unacceptable to your local partners. 
We will know, too, where it does not comply with the announced policy of the 
President who committed his administration to operation of TVA at “maximum 
efficiency.” 
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We earnestly urge that you correct the following deadly errors : 

1. Inadequate capacity.—The budget provides for 1957 a capacity of 9,485,000 
kilowatts against an estimated demand of 9,500,000 kilowatts. A shortage of 
17.000 is actually budgeted, and, the TVA engineers’ estimates of anticipated 
demand have not been challenged 

Failure to provide a margin above anticipated demand is unheard of in electric 
utility practice. Private power company executives testifying before the House 
Appropriations Committee, in response to questions, stated a capacity margin 
above actual demand of at least 10 percent is essential and universally prac 
ticed. In TVA’s case, this requires a capacity by 1957 of 10,400,000 kilowatts, 
including a margin of 950,000 kilowatts Yet, the President's budget message 
stated the short capacity provided for would meet the valley’s power require 
ments 

We submit the “no margin” policy for TVA is not maximum efficiency, Implicit 
in the policy is an entirely different objective—to force dependence on non 
TVA generating sources. What sources? The VDresident suggests our Cities, 
such as Memphis, generate their own power; the surrounding private companies 
have chorused an insistent demand before congressional committees that TVA 
secure its margin through long-term contracts for their Capacity margin. 

Gentlemen. our cities do not accept these unsound proposals for abandoning 
as their electric source the world’s largest, most efficient integrated power 
generation and transmission system-—the type of large integrated operation 
that has been adopted almost everywhere. We look ahead, In 10 years, increase 
in purely civilian electric demand in the Tennessee Valley will require new 
capacity of some 8 miilion kilowatts at a cost exceeding $2 billion. Can we 
produce this power by a return to the backyard Delco plant era involving hodge 
podge local generation by 148 small systems? Can we buy 8 million kilowatts 
on the open market from hostile private companies which are subject to the 
regulatory bodies of nonvalley States, and thus without the aid of legal and 
regulatory measures which everywhere else enforce the responsibility for service 
of private utility monopolies? 

There is no sound alternative to TVA generation. 

And leaving this vast electric system, devoted three-fourths to national de- 
fense and one-fourth to serving 6 million people and their economy without a 
safety margin can be, we respectfully urge, criminal negligence. 

We urge, therefore, that funds be added to the 1955 TVA budget permitting 
initiation of construction of an additional 500,000 kilowatts of capacity for 1957. 

2. Contingent power.—The House-approved budget assumes AEC will release 
to supply nondefense consumers in 1957, 500,000 to 600,000 kilowatts of TVA 
capacity now committed for atomic production. 

We urge that your committee adopt a standby arrangement for new TVA 
capacity to be effective in the event AEC cannot successfully contract with 
another source. 

And we suggest the evident plan of discharging TVA as an AEC supplier, by 
halting TVA expansion and requiring us to cannibalize its defense capacity, is 
an expensive addition to the cost on defense. Playing private power politics 
with atomic production at a 25-year cost of some $600 million deserves the at- 
tention of the American taxpayer, especially when the issue is not efficiency but 
the false issue of creeping socialism. 

3. Resource development.—We ask that you restore the 600,000 item for re- 
source development. TVA’s resource program is a successful partnership with 
State and local agencies. Results are achieved with a minimum Federal cost, 
far below the cost of similar Federal departmental programs in other areas. 

4. Corporate funds.—We urge elimination of the $38 million drain on TVA’s 
corporate funds adopted by the House. 


RESOLUTION OF Municrpat Evectric System ApPprovED BY RESOLUTIONS 
CoM MITPREE 


Whereas more than 2,000 municipalities of the United States own and operate 
their own electric system and many other urban communities are dependent on 
municipal and cooperatively owned distribution systems for electric service; and 

Whereas proposals have been advanced that the Congress levy a 13-percent 
tax on the gross revenues of all municipal and public electric power systems, 
which will not only be an unjustified tax but will establish a precedent for 
eliminating the traditional immunity from Federal taxation of municipality 
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utility enterprises, such as water, gas, transit systems, and other similar func 
tions; and 

Whereas other proposals have been made for Federal taxation of the income 
from municipal proprietary bonds, a measure which will drastically increase 
interest rates and work a genuine hardship upon the cities of the United States, 
as well as furnish precedent for such taxation of all State and local government 
bonds ; and 

Whereas the program of river development by multiple-purpose dams carried 
out by the Federal Government for the past 50 years has made many areas and 
nruricipalities dependent for their present and future electric supplies upon the 
power facilities of the Federal Government and the municipal interests created 
by such policies should not be jeopardized : Now, therefore, be it 

Resolved, That the Congress of the United States should— 

1. Resist any tax on the revenues of electric and other municipal utilities. 

2. Oppose attempts to tax incomes from the bonds of municipally owned 
utilities 

3. Meet the established Federal responsibilities for electricity requirements of 
municipalities now dependent upon federally produced power. 

Mr. Bearp. It should be of interest to this committee to note that 
although only a small percentage of all Alabama and Kentucky 
municipalities are within the TV A power service area, the endorsement 
of TVA by these two leagues reflects the support of all the municipali- 
ties in Alabama and Kentucky for continuation of TVA at maximum 
efficiency. 


RESOLUTION OF AMERICAN MUNICIPAL ASSOCIATION 


Also at this time I should like to file a resolution adopted by the 
American Municipal Association at its convention in New Orleans last 
January. 

The most pertinent portion of this resolution, so far as this hearing 
is concerned, is the language : 

Resolved, That the Congress of the United States should * * * 

3. Meet the established Federal responsibilities for electricity requirements 
of municipalities now dependent upon Federally produced power. 

In a sense, I am here today as a representative of one-half of the 
TVA partnership. As you know, the ownership and management of 
the distribution systems in the Tennessee Valley are in the hands of 
the local people and their elected representatives. It is accurate to 
say that in no other region of the country do the ultimate consumers of 
electric power have greater control of their power distribution systems 
than in the area ser ved by TVA. The Federal half of the p: artnership 
is, of course, the generation and transmission of power. The local half 
is made up of the 148 publicly owned distributions systems, of which 
97 are municipally owned. 

At the end of fiseal 1953 the assets of these 148 systems totaled nearly 
$400 million, which is approximately the same amount of money 
invested in TVA power generating facilities serving the needs of the 

valley people, as contr sted with “atomic energy defense needs. So, 
both in terms of job sharing and cost _ ing, the TVA electric system 
is truly a partnership between the Federal Government and local 
interests—a partnership policy which surely squares with the aims and 
objectives of the national administration in this area of activ ity. 

Nor has this arrangement been “imposed from above” on the people 
of the valley. In every case the people themselves voted to get rid of 
the private power companies, and their poor service and turn to the 
TVA asa source of low-cost electricity. 
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Gentlemen, I submit that the people of the valley are upholding 
their end of the partnership, and it is up to Congress, it seems to me, 
to make sure the Federal Government meets its end. 

In brief, this means that TVA must be operated and maintained at 
maximum efficiency, as promised by the President. when a candidate. 

Permit me to say just a few more words of the people’s contri- 
bution to the effectiveness of the partnership. We have used the 
opportunities presented us by the efficient dev Ruled of our natural 
resources to increase our own economic welfare and thereby to make 
a larger contribution to the support of the Nation as a whole. 


INCREASE IN INCOME TAXES FROM AREA 


Twenty years ago, gentlemen, we paid into the Federal Treasury 
only a little more than 3 percent of all Federal income taxes collected 
in the country. Today that figure is over 6 percent. It should be 
a source of gratification to you | and your constituents, that the Ten- 
nessee Valley, under the stimulus of the TVA development, i is bearing 
a fairer share of the general costs of government than it did 20 years 
ago, because we made use of the wonderful opportunity to build elec- 
tricity into our lives, so to speak, we stimulated the tremendous 
expansion of the TVA system, and although it may be immodest 
to say so, we believe our unprecedented use of electricity and the 
consequent expansion of the TVA system made possible a convenient, 
readymade source of electricity for the Government to develop the 
atomic bomb. We do not want any special credit for this, but we 
believe it is a factor to be kept in mind by Congress in considering 
its obligations to TVA and the Tennessee Valley 

I believe it is also fair to say that the TVA and its power consumers 
have proved to be great friends of the private-power companies sur- 
rounding the TVA area. We have shown them how to make money. 


YARDSTICK FOR POWER 


It is significant that some of the lowest private-power rates in the 
country are charged by the private-power systems operating adjoin- 
ing TVA. Unquestionably this is due to the example of the TVA 
yardstick. Coupled w ith the reduction of rates in private-power terri- 
tory surrounding TVA has been an above-normal increase in com- 
mon-stock earnings. Common-stoc ‘k ear nings of private- power com- 
panies nationwide have doubled since TVA began power operations 
but common-stock earnings of the private companies in the 8 States 
surrounding TVA have increased 5 times. As I say, we have shown 
private-power companies how to make money. There is much to be 
said for the formula of high use and low cost. 

Does the President’s budget recommendation for TVA or the TVA 
appropriation bill, as passed by the House of Representatives meet 
the Federal Government’s responsibility? I respectfully submit that 
neither does. 

TVA appropriations, as voted by the House, March 31, are drasti- 
cally inadequate. Consider, first, that TV A’s current appropriation is 
$188 million. We understand that the Authority asked the Budget 
Bureau this year for about $234 million, which includes funds for 8 
new steam plant units necessary to avert a drastic power shortage in 
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the valley in 1957. The President’s budget cut this to $142 million 
with no funds for new construction. The House further reduced this 
inadequate budget to $103 million and saddled TV A’s corporate funds 
with the $38 million in appropriated funds. 

I do not believe it is enough to simply restore the President’s budget. 
This must be done, of course, but to that figure of $142 million must be 
added at least another $85 million to start the desperately needed new 
generating capacity. 

What makes this even more urgent, gentlemen, is the fact that the 
uncertainty over the diversion of 600,000 kilowatts of TVA power 
from atomic energy uses to valley requirements is still with us. It is 
getting close to the final days of this session of Congress, and if you 
ventleme n return home without this question resolved, in some wi ay, 
the valley situation in 1957 will be highly critical. 

It seems to me that since additional capacity is required, regardless 
of the outcome of negotiations between AEC and private companies, 
the safest thing to do is to authorize the additional construction now, 
so as to avoid serious risks in the future. 

Gentlemen, I appreciate this opportunity to appear before you and 
tell you the needs and aspirations of our citizens. We know that our 
plea is just and in the Nation’s interests. 

In placing our case in your hands, we feel you will see that justice 
is done and the country’s overall security enhanced. 

Senator Dworsuak. If you have any additional comments, you 
may place them in the record. 

Mr. Brarp. No, sir. 

Senator Dworsnak. Thank you. 

The committee will be glad to hear from Mrs. H. H. Fulcher of 
Pembroke, Ky. 

SUPPORT OF TVA 


STATEMENT OF MRS. HIRAM H. FULCHER, PEMBROKE, KY. 
GENERAL STATEMENT 


Mrs. Fucrcner. Mr. Chairman and members of the committee, my 
name is Mrs. Hiram Fulcher. I reside on a farm near Pembroke, 
Ky. I have lived on a farm practically all of my life. 

| appear before you today to assist in giving you a broader under 
standing of conditions that exist and conditions that did exist a few 
years ago in the rural communities. Iam sure that all of you gentle 
men realize the drudgery that was a part of the farmlife before we 
had electricity on the farm. It is true that we had electric ity before 
our rural electric cooperatives started purchasing power from TVA, 
but conditions have been greatly improved, due to the fact that our 
rates were reduced when our cooperative executed the contract with 
TVA in 1942. I will not burden you with a before-and-after picture, 
since, as I stated, I am sure that you are familiar with these 
conditions. 

When our cooperative executed a contract with TV A, we placed our 
confidence in TVA and in the Congress of the United States for a 
dependable source of reasonably priced electricity. Our confidence 
in these two bodies has not been changed. We are positive that TVA 
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will continue to deliver to us an abundance of electric power at the 
cheapest possible rate, if Congress will grant the money for the con- 
struction of power generating facilities. 

During the past 12 years we have connected electric appliances to 
the extent that our lives depend very much on these appliances, which 
we can only afford to operate through cheap electricity. 

The farm people in our area have the usual electrical appliances 
in their homes. Should we find that the cost of electricity increases to 
a great extent it would be impossible for us to continue to operate 
many of these appliances and since we already have them in our homes 
and since there would be no market for them in our area we would 
find that we were faced with a considerable financial loss in disposing 
of them. 

Mr. Chairman, I do not propose to be an expert on many of the 
financial problems with which the Congress is faced. However, from 
what I have read, it appears that the Tennessee Valley Authority has 
been a profitable venture. We understand that a large part of TV A’s 
power is being delivered to the Atomic Energy Commission at a price 
considerably cheaper than it could be bought elsewhere. We feel that 
this is a benefit to all of the people of the United States. 

With the international situation as it is, we feel that TVA is con 
tributing a lot to the Nation as a whole for the part it plays in the 
national defense. 

We are not asking for a gift, nor do we feel that our power is sub- 
sidized. According to the information I have read it is not subsidized, 
as the Government is being repaid according to the original plan. 1 
believe that I speak for all of the farmers’ wives in the TVA area when 
I respectfully request that you gentlemen of the committee recommend 
tothe Congress of the United States that they grant to TVA the alloca- 
tion which has been requested, in order that our way of life can con- 
tinue as it has in recent years. 

Senator Dworsmak. Thank you, Mrs. Fulcher. 

Is Paul Tidwell of the RE Co-ops of Tennessee here / 


SUPPORT OF TVA 


STATEMENT OF PAUL E. TIDWELL, TENNESSEE DIRECTOR OF 
NATIONAL RURAL ELECTRIC CO-OP ASSOCIATION 


GENERAL STATEMENT 


Mr. Tinwet. Yes, sir. 

Senator DworsHak. We will be glad to hear from you, sir. 

Mr. Tipwexi. I shall not take but just a couple of minutes, 

Senator Dworsnak. If you have a statement you can put it in the 
record and highlight it. 

Mr. Tipweit. I want to make four brief points along with some 
letters I have. 

1. Tam here to urge you to recognize that we face a power shortags 
in the area if you do not restore budget funds for increased power 
supply, particularly in the Fulton steam plant. 

2. In the TV area we have built a great program as a partnership 
between the Federal Government and the local people. We want that 
partnership maintained and promoted. 
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3. Our loads have doubled during the past 5 years, and forecasts for 
the future substantiate TVA’s need for additional generating 
capacity. 

t. TVA benefits our people and we do not want wns changes in 
the basic act. 

I have here several letters from cooperatives in the area that T think 
offer the finest proof that the people in the valley and particularly 
the farmers, are solidly behind this program and I would like to have 
these submitted for the record. 

Senator Dworsnak. Thank you very much. They may be inserted 
in the record at this point. 

(The letters referred to follow :) 


Ginson County ELecTric MEMBERSHIP Corr 
Trenton, Tenn., April 18, 1954 
PAUL TIDWELL, 
Tennessee Director, National Rural Electric Cooperative Association, 
Centerville, Tenn, 

DeaR Mr. Tipwe.._: I would like to relate to you some of the facts with regard 
to our need for adequate power supply under our wholesale contract with the 
Tennessee Valley Authority. Also, will mention our relations with the TVA 
under this contract. 

We are today delivering power to more than 20,000 members in 7 counties in 
the northwestern part of Tennessee. The rate of using power is approximately 
100 million kilowatt-hours per year. That rate is now increasing at 12 percent 
per year. During the previous year the rate of growth was a little more than 
13 percent per year. We have every reason to believe that during the next 
4 years our rate of growth, if power is available, will be 10 percent per year 
or more. In other words, at the end of 4 years, then, we will need available 
for the use of our members approximately 150 million kilowatt-hours per year 

We find at the present time that 71 percent of our electric use is by the farms 
and homes of our area, ‘The use of electricity in this category is growing more 
rapidly than in small businesses or industries. Incidentally, the bulk of our 
industrial use of electricity is for processing plants of farm products, such 
as cotton gins, cottonseed-oil mills, soya-bean mills, alfalfa mills, and feed 
mills. 

Our relations with the TVA during the almost 18 vears of service have heen 
very satisfactory. I want to particularly mention this becuuse of the agree- 
ments on rate structure. At the present time it is necessary that both the 
distributors and the TVA agree before any retail rate change is made. We 
believe this provision is sound and should be retained. We have in this area 
an ideal example of a cooperative relationship between rural and smalltown 
people on the one hand and Federal agency on the other. This cooperative 
relationship has been productive in that the standard of living of our people 
has been immensely increased. This means that far more products anu 
factured in other regions have been shipped into our area than would other 
wise have been, together with the fact it also means that our people are much 
more productive in their own right. 

I felt that the above information would be of interest to you 

Yours truly, 
KLoyp JONES, Manager 


CANBY Fork ELecrric Cooperative, LNC., 
VceMinnville, Tenn., April 15, 1954 
Mr. Pauw TIDWELL, 
NRECA Representative, Centerville, Tenn. 

DEAR PAUL: I will not be able to attend the Senate TVA hearing on April 19 
1954. However, I think that the existing conditions within the area of the 
Caney Fork Electric Cooperative clearly present the betterment in economic 
conditions for the people in the entire TVA area. Reasonably priced electric 
power being made available to practically all rural people of Tennessee and other 
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Southern States has improved their living conditions more than any other under 
taking ever instigated. 

The members of the Caney Fork Electric Cooperative have more than $% 
million invested in their system. Their electric system has grown within the 
past 5 years from 4,930 members to 8,464 at present, all of which are rural people. 
Their average kilowatt-hour consumption in the home has grown within the past 
5 years from 1083 to 291 kilowatt-hours per month. The measured kilowatt load 
at our substation has now grown to 8,394 kilowatts as compared to 1,977 kilowatts 
5 years ago. 

The expansion of our system is still going forward at a steady pace. During 
the past year we added an average of 46 customers per month. It is expected 
that during the next 5 years an additional 1,000 new customers will be added 
The management of this cooperative is engaged at present in a system study 
to determine what lines are in need of heavying up to meet the future needs 
of the members since they are continuing to add more appliances to better their 
way of life. The reasonable retail rates set out in the power contracts with 
TVA is a deciding factor that is bringing about the growth to the rural Southern 
families. The rate of resale against the wholesale rate at which electric. sys- 
tems purchase their power from TVA also gives a fair margin for the operation 
of the electric systems. 

However, the expansion in use of electricity of our members in turn will neces 
sitate a similar expansion in the facilities of the Tennessee Valley Authority. 

Since our load is growing at the rate of approximately 20 percent per year, 
we feel that it is impossible to continue to be a prosperous and progressive area 
that will continue growing at that rate without the availability of electric power 
in this area, and that without electric power our progress will be halted and start 
to deteriorate. 

If there is any way that we can assist or help you for your fight for adequate 
power for our State and area, please feel free to call on us. 

Very truly yours, 
Epitey NewMan, Manager. 





LINCOLN CounTY ELECTRIC MEMBERSHIP Corp., 
Fayetteville, Tenn., April 14, 1954. 
Mr. Paut TIpwEi, 
Vanager, Meriwether-Lewis Electric Cooperative, 
Centerville, Tenn. 

Dear Paut: I am preparing a statement for presentation at the Senate com- 
mittee hearings on the 19th and know that you doubtless have been preparing 
similar data for handling by NRECA. 

I do not yet have a copy of my statement completed but will, of course, give 
(lyde copies as soon as I reach Washington. 

In the meantime I thought you might be interested in some data concerning 
Lincoln County Electric Membership Corp. 

We are still being pressed to keep up with load growth but are managing 
to do so. Our forecasts for demands upon the system have not been high enough. 
We estimated in 1951 that we would reach a system peak of 8,800 kilowatts in 
1954 and we have already hit 9,900 kilowatts. We fortunately saw it coming 
quick enough to install regulators and to strengthen enough feeders to carry us 
through until this spring and we have now begun a program of construction and 
conversion to carry our ultimate, as we now see it, of 13,000 kilowatts from the 
2 supply points. 

As you may know we recently borrowed $625,000, and a great deal of it will go 
for increasing the system capacity as we now have approximately 95 percent of 
area coverage. 

Our consumption of power is increasing duily—an increase of 1,857,603 
kilowatt-hours in the past 12 months over the preceding 12. Last month we 
purchased 2,802,270 kilowatt-hours from TVA and during the past 12 months our 
average farm consumer has used 3.825 kilowatt-hours. 

We are not increasing the number of served consumers to any extent because 
the houses remaining unserved are houses which have been abandoned when 
tenants moved to industrial centers. We are now serving 5,509 consumers over 
1,106 miles of line. 

Our board and I realize that we will have a job ahead of us to keep our 
operations on the proper level. We have built to some consumers who would not 
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use enough electricity to pay the operating costs of their service; however, on 
an overall basis, the system and its operation are satisfactory and a practical 
project. 
I hope to see you in Washington Monday. We will need a delegation from the 
valley to show our feeling toward TVA. If we lose it we are sunk 
Yours very truly, 
FrLoyp S. NeELSon, Manage) 


PICKWICK ELECTRIC COOPERATIVE, 
Selmer, Tenn., April 15, 1954 
Mr. Paun TIDWELL, 
Director, NRECA, Centerville, Tenn. 


Deak PAUL: To further emphasize our need for adequate power, L would 
like to point out that in January 1949 this cooperative was serving 6,000 con 
sumer members with peak demand of 3,800 kilowatts, and we purchased 1,350,000 
kilowatt-hours that same month 

In January 1954 we served 7,100 member consumers with a peak demand of 
9.347 kilowatts, and purchased 3,861,043 kilowatt-hours 

We have no reason to assume that our load will not double within the next 
5 years, unless, of course, Tennessee Valley Authority should restrict or place 
some limit on our supply of power. Records reveal that of this 7,100 member- 
consumers we serve there are still approximately 2,500 who are using less than 
100 kilowatt-hours per month. 

I might point out that a system study, prepared by consulting engineers, 
Allen & Hoshall, of Memphis, in 1950, with ultimate system growth projected to 
1960, is now out of date and the same firm is in the process of preparing 
another system study 

Without doubt of contradiction, I can state that the low resale rate schedule 
enforced by Tennessee Valley Authority under contract with the coopera 
tive is responsible for our phenominal growth and extremely high usage 

Yours very truly, 
WILLIAM M. Roserts, Manager 


APPALACHIAN ELecrric COOPERATIVE, 
Jefferson City, Tenn., April 138, 1954 
Mr. Pauw H. TIpwe tt, 
Vanager, Meriwether-Lewis Electric Cooperative, 
Centerville, Tenn 


Dear PauL: I am writing you with the idea in mind of emphasizing our co 
operative’s and the vatley’s need for a future adequate power supply at present 
reasonable rates. 

As you are already aware, the growth in demand for electric service in the 
whole TVA area has been tremendous and is becoming increasingly so each 
year. 

Since the completion of our rural electrification program (we are over 96 
percent electrified), we have had an average annual increase in demand of 
slightly over 15 percent per year, which means that even at our present rate of 
growth our load will double every 5 years. However, due to the economic condi 
tions, we are expecting an increase in that rate of growth 

Last vear our gross revenue was $639,590.47, and our kilowatt-hour sales was 
52,785,356: however, for this vear we expect our gross revenue to be approxi 
mately $729,000 and our kilowatt-hour sales to exceed 63 million 

Yours very truly, 





R. S. Henprix, Vanager 


PLATEAU ELECTRIC COOPERATIVE, 
Oneida, Tenn., April 18, 1954 
Mr. Pauw H. Tipwett, 
Veriwether-Lewis Electric Cooperative, 
Centerville, Tenn. 

Dear Mr. Tripwet_: Our board of trustees and our membership of 5,000 in Scott 
and Morgan Counties are very interested in the allotment by the Senate and 
the House of ample appropriation for TVA for the coming year 
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In the past 5 years our sales of kilowatt-hours has increased from 7,000 to 
20,000. It is of vital importance to us to be assured of ample power supply and 
also to have the protection of the TVA resale rate, etc. 

Very truly yours, 
J. W. Baker, Manager. 


Tri-State ELECTRIC COOPERATIVE, 
Copperhill, Tenn., April 13, 1954 
Mr. Pau TIDWELL, 
VRECA Representative, Centerville, Tenn. 


Dear Str: We are writing you in the interest of the forthcoming Senate TVA 
hearings to be held April 19, and urgently request that you make the most im 
pressive request in your power to this group for the necessary appropriations for 
the TVA to continue to supply our power needs. 

Our Tri-State Electric Cooperative is the youngest cooperative in the State of 
Tennessee, and we are quite concerned about our need in the near future of more 
power. We have been growing very rapidly as we are now using 3 times as much 
electricity as we were 5 years ago. We are now serving approximately 93 per 
cent of all the people in the area and we expect to increase our power use at the 
rate of 15 to 20 percent a year and we are quite alarmed about our power supply. 

We also are concerned about the possibility of changes that might be so harm 
ful if TVA resale-rates structure were not uniform. We urgently request that 
you do all in your power to represent our needs to this Senate hearing in the 
most impressive way you can. We keep on repeating that we are alarmed con- 
cerning the possibility of the very harmful decisions that could be made at this 
hearing. 

Yours very truly, 
W. E. Speer, Manager 


Fort Loupoun ELecrric CooPerarive, 
Vadisonville, Tenn., April 14, 1954 
Mr. Pauw Tipweti 
NRECA Re presentative, Meriwether-Lewis Electric Cooperative, 
Centerville, Tenn 
Dear Pau: The Fort Loudoun Electric Cooperative is becoming duly alarmed 
of the possibility of a future inadequacy on the part of TVA to supply our re 
quirements of electric power 
I recently checked up on our power figures for the year January 1949 and the 
vear January 1954 We have two substations; namely, the Madisonville sub 
station and the Jena substation. The data is as follows: 


, 


January 1949 | January 1954 Increase 

M nville substat Percent 
I ywatt-hour 903, 600 1, 843, 200 104 
if >, 232 4,815 116 
I r bill $4,415.11 $8, 677. 74 Q7 

J bstati 

K ilowatt-hou 125. 040 1, 905, 540 69 
lowatt 2, 842 4, 78S 68 
Power bill $5, 725. 48 $8, 755. 00 53 


Please note the tremendous increase in use on our system. Indications are 
that in the next 5 years we will add approximately the same amount of load. 
This being true, we will require an increase in substation capacity at both our 
substations, and, of course, will be an additional drain on the TVA supply system. 

It is our earnest wish that you and your constituents will be able to impress 
those people on the Senate who are holding hearings on April 19. 

With most sincere wishes, I remain, 

Very truly yours, 


H. G. GANGWER, Manager. 
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CHICKASAW ELECTRIC COOPERATIVE, 
Somerville, Tenn., April 14, 1954. 
Mr. PAvuL TIDWELL, 
NRECA Representative, Centerville, Tenn. 

Dear Mr. Tipwe._.i: In regard to the Senate TVA hearings, April 19, 1954, 
whereby we wish to advise and have entered in the records the problems we face 
in the future. Our power requirements for the present are adequate; however, 
in 1957 or 1958, we have asked for an additional source of power which TVA has 
not, and cannot, under the present situation, make a definite commitment; there 
fore, we are at a loss as to the designing of our future system and power supply. 

We are a small cooperative, beginning operations in 1941 with 400 consumers, 
and today serving 4,200 consumers. We realize the other cooperatives and munic 
ipalities are in our position with consumer growth and load growth and are 
unable to plan for the future as for power supply. 

Our wholesale rates at present are satisfactory ; however, if the authority has 
to buy outside power and increase rates we feel it definitely will halt the progress 
of the cooperative, as with 50 percent of our consumers tenants they could not 
consume the increase that would be necessary to continue our operation 

We urge that you stress with the Senate committee our position and that proper 
consideration be given. 

Yours very truly, 
Cc. T., MCNAMER, Manager 


Upper CUMBERLAND Evectric MEMBERSHIP Corp., 
Carthage, Tenn., April 13, 1954 
Mr. PauL TIDWELL, 
Tennessee Representative NRECA, Centerville, Tenn. 

DrAR PAUL: As our representative with NRECA, representing this cooperative, 
as well as others and as a manager knowing conditions in general but not our 
particular problem, | want to give you this letter 

This cooperative has increased from a system load in 1942 of about 1800 
kilowatt-hours to a system demand in January of this year of 19,800 kilowatt 
hours. Our use has increased annually from 5 million kilowatt-hours to approxi 
mately 50 million kilowatt-hours. Our membership has increased from about 4,000 
to over 14,000, of Which the majority are farms. 

Financially, we are doing well—we are about 6 years ahead of our payments 
to the Government on our loan; we have Government bonds for emergency of 
ever one-half million dollars and our rates, which are the same as 1989 are 
adequate and need no change. Our spread between purchase and average selling 
price is about 1 cent—much lower than the national average. 

We must have adequate power supply to serve these farms. We expect TVA to 
supply it. We want you, as our representative, to forcibly present this to com- 
mittees or any interested party. 

We are meeting our objectives: (1) To take electric service to every applicant, 
(2) to meet our loan payments, (3) to give excellent, uninterrupted service and 
(4) to keep the cooperative financially and physically sound. 

We expect, and think we have a right to expect, Congress to keep TVA in 
position to work with us with the necessary power supply. We are now near 
the bottom in average farm use for our class of cooperative in Tennessee. We 
expect farm use to increase rapidly. 

Very truly yours, 
RayYyMOnD H. ForkKNer, Vanager 


CUMBERLAND ELECTRIC MEMBERSHIP CorP., 
Clarksville, Tenn., April 14, 1954. 
Mr. Pau TIDWELL, 
Committeeman, NRECA, Centerville, Tenn. 
DrAr Str: For your information, I am quoting below some data relative to the 
growth of our cooperative, 
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1940 1953 
Number of members 3, 596 | 18, 739. 0 
Miles of line 962 | 3, 030. 7 
Kilowatt-hours sold | 3,562,177 | 84, 769, 826.0 


We know that we will continue to grow in future years and we feel that 
TVA should be kept intact in order to supply us uw: well as all other coopera- 
tives with our requirements. 

You may tell the boys in Washington that if we have to increase our rates, 
I think every member will be anxious to make a trip to Washington to protest 
such an increase, 

{ want to thank you for representing the cooperatives and wish I could go 
With you but at this time it will be impossible. 

Yours very truly, 


M. C. NortTuHinetron, Manager. 


SOUTH WEST TENNESSEE ELECTRIC MEMBERSHIP Corp., 
Brownsville, Tenn,, April 15, 1954. 
Mr. Pau. TIDWELL, 
Manager, Merriwether-Lewis Cooperative, 
Centerville, Tenn. 

Pear Mr. Tipwe_i: We are attaching an annual tabulation of consumer- 
member growth, kilowatt usage and kilowatt-hour demand for the years 1949 
o3 and estimates to 1960, together with a graph showing this growth. Our 
past experience shows that our estimates have been within safe limits and 
never too high; if anything, the estimates have been low. 

As you know, TVA has been and is rightly so, our only source of supply and 
we (the members of this cooperative) strongly urge the Senate to restore the 
TVA funds as requested in the TVA budget. We feel, as do other distributors 
of TVA power in this area, that our power requirements and load growth will 
substantiate this request, especially for the funds needed for the Fulton steam 
plant. 

We further believe that the basic TVA act should not be changed, especially 
that part which deals with the control of retail rates which is for the pro- 
tection and development of the valley as a whole. We are not in favor of 
the proposed requirement that the TVA pay interest on its investment in power 
facilities for it is already required to amortize these funds over a just period 
of time and to pay all net returns into the Treasury under whatever name 
you wish to call it (interest or profit). 

Let’s keep the TVA and the “yardstick” rolling for its good for the valley, 
the Nation and the private power companies. 

Yours very sincerely, 
E. H. Wrieut, Vanager. 


Consumer and load growth data, actual statistics 








Kilowatt Teste Highest 
Year ending Dee, 31 hour-month | Total con- | month kilo- 
sumers 
usage watt demand 
1949 237 11, 844 
1950 255 13, 671 
1951 204 14, 383 , 
1952 320 15, 433 19, 476 
19453 $25 1, S47 22, 698 
FORECAST 
1954 342 17, 400 24, 250 
1955 358 17, 800 25, 750 
1956 373 18, 150 27, 25 
1957 388 18, 500 28, 800 
1958 403 18, 850 30, 500 
1959 125 19, 211 31, 927 
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Senator DworsHak. The next witness is Alex Radin of the Amer} 


can Public Power Association. 


Mr. Rapin. Mr. Chairman, my office is located in the city. I will be 
glad to appear Thursday. 

Se nator Dworsuak. Thank you. 

Mr. Samuel E. Roper, president of the Tennessee Valley Trades and 
Labor C ouncil. 


Mr. Roper. 


SUPPORT OF TVA 


STATEMENT OF SAMUEL E. ROPER, PRESIDENT, TENNESSEE 
VALLEY TRADES AND LABOR COUNCIL 


GENERAL STATEMEN'I 


Mr. Rover. Mr. Chairman, I will summarize just a little my state- 
ment here. 

However, my name is Samuel E. Roper, president of the Tennessee 
Valley Trades and Labor Council. 

My home is in Sheffield, Ala. I was raised in that valley and I 
have traveled over the country as a building-trades man and have had 
the opportunity to represent the workers in the valley for the last 
2U years. 

We are very much interested, not only in the Tennessee Valley pro- 
gram, but in the full development of all of the valley because of the 
opportunities that the TVA has brought to us. 

| would like to comment, however, on a few of the things that we set 
forth here in this particular statement. 

First, the TVA has made job opportunities possible for quite a large 
number of people within the valley, who had no opportunity prior to 
the enactment of the Tennessee Valley Act. Certainly we have seen it 
prow. 

Since the TVA started there has been a net increase of about 1,600 
new industries in our valley. That has brought to the valley some 
$17,000 people, possibly within the last few years, and the number of 
employees in manufacturing rose from 170,000 to 417,000. 

This has made jobs avail: able for people we represent in the valley, 
the workers not only small jobs, but steady, good jobs. These jobs 
have made it possible for our people to enjoy some of the privileges 
and pleasures of life to the end that they have made a strong and 
healthy contribution to labor all over the United States, that is, by 
purchasing equipment manufactured in the North, East, West, and 
South, and every other direction, and in some foreign countries. 

Then the second thought that I want to try to highlight is the fact 
of the number of people that have worked on this program in the last 
few years, particularly in the last 18 years. 

During the first 2 years of the program it was slow getting started, 
but in the 20 years we have had more than 200,000 senate working that 
come within the jurisdiction of these 14 national and inter national 
unions, with which these people are affiliated. 

Out of that 200,000, we have trained some of the most outstanding 
mechanics that have been used in these atomic energy plants in order 
to help develop atomic energy, hydrogen bombs, as well as others. 
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Today we have within the valley, highly trained technical people, 
contributing to the cause of defense through their skills because of 
their training on this TVA program. 

We have today on the payrolls some 22,000 people working for the 
Authority in the valley. Among them, 10,000 of them are working on 
the new steam plants. 

I would like to comment on that just lightly. 

We see the need of these steam plants, because of the lack of opera 
tion in furnishing the equipment and the power for the advancement 
of the valley, and feeding into the industries a suflicient amount of 
energy, such as electricity ; and the needs of the steam plants certainly 
stand out greater today than they did a few years ago. 

When we began this program as a labor organization within the 
valley, we got a great deal of objection from the miners of the United 
States, because of it being a hydro program which they thought would 
take away from them the use of coal, but today, the need of coal on 
this TVA program has dispelled their fears. The miners must dig 
more than 18 million tons of coal per year in order to feed these 
steam plants, along with our hydro plants. 

Our training program is one that [ would like to comment on lightly 
in connection with my written report, which will be a part of the 
record. 

We began this program—and it was very difficult to find properly 
skilled people to perform all the work necessary to carry on this pro- 
gram with its cost. It would be commensurate in keeping with the 
private industry in the valley. Wages were low. Opportunities 
were scarce. 

We immediately set up this training program both for adults and the 
younger boys within our valley and we now have a record of the boys, 
many of whom have gone forth to work for private industry and are 
now ‘holding down top skilled jobs, the highly technical jobs, because 
of their training in this program. 

We, as workers, éarnestly urge this committee to give faithful sup- 
port to the request in the budget for the amount of money that is neces- 
sary to carry on this great program in the interests of all the people 
of the United States. We of labor in the American Federation of 
Labor within the Southeast and the Southwest, which I have the privi- 
lege and the opportunity to represent, call upon this committee to give 
a faithful and fair an: alysis of their finding, to the end that this ap- 
propriation may be granted to carry on this great program. 


PREPARED STATEMENT 


Senator Dworsnak. Thank you, Mr. Roper. We will have your 
whole statement inserted in the record. 
(The statement referred to follows :) 


My name is Samuel E. Roper. -I am president of the Tennessee Valley Trades 
and Labor Council, composed of 14 national and international unions affiliated 
with the American Federation of Labor. I represent labor in the valley in all 
of its phases. I was invited by citizens for TVA to appear in behalf of the request 
of TVA for sufficient appropriations to carry on the great TVA program. 


r, TVA has made new job opportunities possible and has brought new hope to 
workers. TWA's influence extends not only throughout the Tennessee Valley 
region, but is also felt in other areas of the country 


The development of the resources of the valley has created new business and 
industry. Electrie power, a new navigation channel connected with the Nation's 
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waterway system, water control to prevent destructive floods—these and other 
things have created a healthy climate for industry 

Since TVA started there has been a net increase of about 1,600 new manufac 
turing plants in the region. The number of employees in manufacturing rose 
from 170,000 in 1933 to 417,000 in 1952. Labor is interested in jobs, steady jobs 
better jobs. TVA has done a great deal to make more jobs possible. 

TVA’s encouragement of better and more productive forests is increasing the 
vield from the forest resource. It was largely through TVA’s drive for sustained 
yield cutting methods, for adequate forest-fire control, and for reforestation 
coupled with the available waterway and large blocks of power—that the $50 
million Bowaters paper mill was located in the Tennessee Valley It will bring 
new wealth and new jobs. 

The valley now is connected by waterway with the Nation’s inland waterway 
system, and valuable cargoes are moving to and from the Ohio and Mississippi 
Valleys. We are advised that last year a billion ton-miles of traffic was carried, 
bringing to shippers estimated savings of $12 million—and brings jobs to 
workers 

New wealth such as that being created by TVA creates jobs in ever-widening 
circles. For example, with more power being used in homes and on farms, a new 
market has been created for electric applicances. More than a billion dollars’ 
worth of major household appliances have been purchased in the valley in the 
last 5 years. These appliances were made in Cincinnati, Detroit, Pittsburgh 
and many other northern and western cities which made more secure the jobs 
for the workers who turned them out. 

PVA’s own construction work makes many jobs for labor. During the past 
20 years more than 200,000 have worked for TVA at one time or another Its 
present payroll numbers 22,000, with 10,000 of them working on the new steam 
plants. The larger benefits of the TVA program are coming now, however, 
and will continue to come in increasing volume, from the new wealth that TVA 
is stimulating. 

Coal miners who must dig the 18 million tons of coal that TVA steam plants 
will use every year will have steadier jobs; skilled workers in every building 
trades crafts who will put up the new plants and remodel the old ones will benefit. 

Workers in fertilizer plants not only in the valley region, but throughout the 
country, will benefit through the new processes which TVA technical skills are 
creating and making available to industry. 


Il, TVA has made possible a much larger skilled labor force. These skilled 
workers are of critical importance in a region where income from manufactur 
turing is beginning to outstrip income from agriculture his is true of the 
Tennessee Valley region. 

Twenty years ago the skilled labor force in the region was not very large. It 
became necessary for TVA and the various craft unions to set up job-training 
programs within the valley. These have been very successful. Hundreds of 
workers have learned new skills which have been invaluable not only in TVA’s 
own operations, but in other fields as well 


III. Development of a skilled labor force has been a stabilizing influence on farm 
ing in the region, 

TVA drew much of its labor force from rural areas and especially from the 
farms of the region. Hundreds of these men have become skilled or semiskilled 
workers. Their services are needed by industry. Many of them are finding 
work during the off-farm months, augmenting their income at a time when 
farming is normally at a standstill. These new skills, too, are valuable to them 
as farmers when farming is becoming more and more mechanized. 


IV. TVA has contributed much toward the better life of the working man in the 
regwon., 

Electricity is now within the reach of everyone’s pocketbook. With it have 
come appliances that formerly only the rich could afford. 

The scourge of malaria no longer is present in the southern portions of the 
region. In some parts of the valley malaria kept a good many workers from any 
jobs 20 years ago; today there is no malaria problem, thanks to TVA’s contro!) 
program, 

Cities and counties now can afford better schools for the workingman’s children 
What is more to the point, the workingman has become a homeowner and js con 
tributing to a more secure local and State government. 


45746-—H4 30 
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New kinds of enterprises find a climate for growth in this area because the 
river is controlled 

(Instead of rivers that once overflowed their banks and destroyed the people’s 
property, they now have large, useful lakes that are being enjoyed by thousands 
of workingmen for daily recreation or vacations. 

This is a record of men at work. Geologists and engineers, cartographers 
and surveyors, accountants and storekeepers, draftsmen and doctors, union 
leaders—iron workers, carpenters, etc., better known as the hard-hat legions 
of TVA construction crews. Men of more than a score of professions and occu 
pations have dedicated their talents to this job. The purpose of structure stands 
inscribed upon each one “built for the people of the United States.” 

The valley region has not yet reached the level of prosperity of the rest of the 
Nation, but it is heading in that direction, 


Senator Dworsuak. The next witness is Mr. John M. Holladay, of 
Camden, Tenn. 
Senator Kerauver. A former county judge and a very fine judge. 


SUPPORT OF TVA 


STATEMENT OF JOHN M. HOLLADAY, CAMDEN, TENN. 


PREPARED STATEMEN' 


Mr. Houtapay. Mr. Chairman and Senator Hill, T will make my 
statement brief. 

This is a statement concerning the need for resource development 
funds in the Tennessee Valley appropriation. 

Senator Dworsiak. You may put the entire statement in the reeord, 
and just highlight it. 

Mr. Houuapay. All right. 

(The statement referred to follows:) 


STATEMENT OF JOHN M. HOLLADAY, CAMDEN, TENN., CONCERNING THE NEED FOR 
RESOURCE DEVELOPMENT FUNDS IN THE TENNESSEE VALLEY AUTHORITY APPRO 
PRIATION 


My name is John M. Holladay. [ama lifelong resident of Benton County, and 
| have been practicing law in Camden, Tenn., since February 13, 1924. I have 
never been employed by the Tennessee Valley Authority. Iam a charter member 
and past president of the Lions Club of Camden. During the fiscal year 1951-52, 
I served as district governor of Lions International in the 21 counties of west 
Tennessee. 

Iam a member of the Camden Sportsmen’s Club. I have been president of the 
Keep Tennessee Green Association since April 1953, elected for 1 year at Jackson 
in 1953 and reelected at the 1954 meeting in April at Johnson City. Tenn., for 
another year. I served for 2 years as county judge for Benton County, 1948—50. 
I own no timber or forest land. I consider myself a true conservationist. When 
I go hunting I take no gun, and when I go fishing I take no pole. I like to com- 
mune with nature and watch things grow and live. So much for my background. 

The “keep Tennessee green” movement {is part of the “keep America green” 
program, which covers most of the Nation. Organizations similar to ours have 
been set up in most of the 48 States of the Union. 

The Keep Tennessee Green Association is a nonprofit citizens’ organization 
dedicated to the preservation aud restoration of Tennessee's forest and soil re 
sources, Mine is a nonpaying job. 

I appear today in behalf of the resource development funds of the Tennessee 
Valley Authority. As recommended by the President, the TVA budget request 
contained a $1,200,000 estimate for the resource development program—$600,000 
to come from appropriations and $600,000 from TVA invome. The Howse of 
Representatives has denied the $600,000 appfopriation for this purpose, As 
passed, the bill would permit TVA to spend up to $600,000 of its income for 
resource development. We consider this amount inadequate and are asking the 
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Senate to restore the $600,000 appropriation eliminated in the House. When 
compared to the Government's budget of billions, $1,200,000 is a small amount 
It is a mere “drop in the bucket,” so to speak; and when compared to the results 
obtained therefrom, it is not a question of whether that amount should be appro 
priated. Rather it is better to say, “Can we afford not to do it?” 

The resource development funds of TVA are used at the grassroots—down at 
the source where it means the most, costs the least, and affects more people in 
their daily living. 

Trees, grasses, and legumes are nature’s own protectors of the land. Well 
managed, fire-free forests and farm woodlands, well-sodded pastures and wintet 
cover crops not only protect-—-they produce. They are essential to our land and 
to our living. Fire prevention, statewide forest-fire control, better woodland 
management, and the reforestation of idle acres are all a part of the keep 
Tennessee-green program, TVA helps us in an advisory capacity and in many 
other ways 

By act of Congress, TVA was directed to explore, test, and demonstrate 
cooperatively the most effective ways and means of achieving full development 
and wise use of the region’s resources. In the language of the act, the purpose 
was “to improve the navigability and to provide for the flood control of the 
‘Tennessee River; to provide for reforestation and the proper use of marginal 
lands in the Tennessee Valley; to provide for the agricultural and industrial 
development of the said valley; and to provide for the national defense * * *.” 

This broad directive anticipated and authorized integrated activities involving 
all resources and the many different uses of land and water. It emphasized the 
need for resource development and use with due regard for watershed protection, 
the control of excessive water runoff, soil erosion, and stream siltation. It in 
cluded not only the development of improved techniques, but also the efforts of 
people to put them into practice 

About a third ($450,000) of this request is for funds for forest development 
During the past 20 years I have been closely associated with TVA’s forestry 
programs as an individual, a county judee, or as an official of the Keep Tennessee 
Green Association 

I have seen the results of the reforestation program throughout the State of 
Tennessee. In Benton County, landowners have planted 5,000 acres of once idle 
land to trees—in the valley, more than 200,000 acres have been planted. This is 
excellent progress, but the job is still far from done. We must continue this pro 
gram in order to restore idle land and prevent the development of a new “Dust 
Bowl.” We've seen Oklahoma and Texas soil blowing across Tennessee all 
spring—we don’t want our soil to leave the ground. 

Parly TVA educational programs helped spread forest-fire protection to much 
of the valley. Prior to 1947, fires burned nearly 10 percent of the 150,000 
acres of forest in Benton County each year. Now, due to the protective system 
accepted by our people, the fire loss is negligible, and we have the reputation 
of being one of the best “green” counties in the State. TVA programs now 
are designed to help strengthen the existing State protection organization and 
to strengthen fire-prevention programs. TVA is taking the lead in spreading 
fire-danger measurement throughout the valley State organizations through 
assistance to and training sessions for personnel of other agencies. 

TVA’s demonstrations of good forest management have encouraged many 
landowners to nianage their forests. People are even paying private consultants 
to do the job on their land. Further evidence of the result of TVA programs 
is shown in the purchases of forest land in the valley. The extension of fire 
protection, the reforestation program, and the forestry-minded attitude that 
is developing among the citizens of the valley have made such purchases more 
attractive. Many land purchases for sustained forest production have been 
made in the valley. In Benton County, a Memphis firm has purchased 10,000 
acres of forest land and has these lands under management. This company 
has also procured land in an adjoining county. 

TVA exercises leadership in working with the forest industries in the valley 
The TVA-developed sawmill conferences are showing our mill operators how 
to do a better job in the woods and at the mill. TVA research has provided 
much information that is available and used by the industry in the valley. 

We know we are on the right road: we know what it costs to have forest 
fires and to. lose land by erosion. We don’t want to go backward. 

The next largest item in the resource-development programs is the $453,000 


for tributary watershed development. This item is a request for funds to de 











466 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


velop all the resources in tributary watershed areas. These are areas in 
which more concentrated efforts are needed. One of these watersheds is Beech 
River, located in the county adjoining Benton County. I have been acquainted 
with this area most of my life. I have seen the badly eroded land—12,000 
acres of it. I have seen the economy suffer from poor land-use practices. I 
have seen Beech River loaded with silt. It is proposed that this watershed 
(and others) be developed through a joint program by State agencies, local 
committees, individuals, and TVA. The State agencies will assume leadership 
for these projects—but TVA know-how is essential to success. To me, these 
watershed projicts are an excellent demonstration of the proper course of re- 
source development—that is, a cooperative effort by all agencies (State, Federal, 
and local), local groups, and individuals. 

The test demonstration program has brought a new agricultural look to the 
valley People are accustomed to following the leader. The demonstration 
farms set up by TVA have served their purpose in Benton County. 

Also included in the resource development item are funds for topographic 
mapping and economic planning. The TVA map program is providing us with 
land maps sorely needed in all types of regional and local programs. They are 
an invaluable aid to landowners, conservationists, and others who have a need 
for quality maps. The economic planning assistance given by TVA to local 
groups has been important in the economic development of the valley. 

Rather than quote figures and data available to you from other sources, I have 
confined my testimony to my own knowledge and evaluation of these resource 
programs. They are all needed to fully develop the potential of the valley. TVA 
is still a must in this field. 

In closing, let me add that my testimony pertaining to only the resource de- 
velopment program should not be construed as opposition to the other TVA pro- 
grams. Other persons are presenting testimony on these other items. I also 
respectfully urge you to consider the restoration of all TVA requests to the 
umount asked for by our President and his budget staff. 

| thank you for the opportunity to appear before you and to express my views 
on this important subject which means so much to the people of the Tennessee 
Valley and to the Nation which owns that valley. 


STATEMENT OF BROWN LANGFORD 


Mr. Chairman and gentlemen of the committee, my name is Brown Langford. 
1 operate a 126-acre farm belonging to myself and my mother near Gibson, in 
Gibson County, Tenn. I am acting as executive secretary of the Gibson County 
Farm Bureau, which has 1,806 members. I am secretary of the Gibson County 
Soil Conservation District. I have been receiving electric service from the 
Gibson County Electric Membership Corp. since July 1946. My electric co-op 
buys power wholesale from the Tennessee Valley Authority and distributes this 
power to its members. 

In my area we are, by the use of electricity, increasing the production of milk 
and eggs which in the South are badly needed. This enables our farmers to 
diversify and spread out their annual income to their economic advantage and, 
therefore, to the entire Nation. 

Ample electric power to our rural and small-town schools is necessary for the 
conservation of sight, the proper preparation of the noon meal as well as the 
general good health of the students. 

The people of my area have come to depend upon an increasing supply of elec- 
tric power for refrigeration, cooking, and water heating together with farm 
uses of electricity too numerous to mention. The Tennessee Valley was once 
called the Nation’s economic problem No. 1. Through soil conservation, better 
schools, and the use of electricity, we are making great strides in our progress 
toward making our area an economic asset to our Nation. Gentlemen, this kind 
of thing is good for all of us. In fact, it is a legitimate function of government 
to enable its people to live better lives. 

I, therefore, urge this committee to recommend to the Senate the appropriation 
of adequate funds for a contirued increase of electric power capacity in the 
Tennessee Valley Authority system. 

I thank you for this opportunity to appear before you. 
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GENERAL STATEMEN' 


Mr. Hottapay. My name is John M. Holladay. I am a lifelong 
resident of Benton County, Tenn.. where I have been practicing law 
since 1924. 

[ have never been employed by the Tennessee Valley Authority. I 
am a charter member and pas? president of the Lions Club of Camden 

During the fiscal vear of 1951-52, I served as district governor of 
the Lions International in the 21 counties of west Tennessee. 

I am a member of the Camden Sportsmen’s Club. I have been 
president of the Keep ‘Tennessee Green Association, since April 1953, 
oe for 1 vear at Jackson, in 1953, and reelected at the 1954 meet 
ing in April at Johnson City, Tenn., for another year. 

1 rtd for 2 years as county judge for Benton County, 1948-50, 
I own no timber or forest land. I consider myself a true conserva 
tionist. 

When I go hunting I take no gun and when I go fishing, I take no 
pole. I like to commune with nature, watch things grow and live. 

So much for my background. 

The keep ‘Tennessee-green movement is part of the keep America 
green program, which covers most of the Nation. Organizations 
similar to ours have been set up in most of the 48 States of the Union. 

The Keep ‘Tennessee Green Association is a nonprofit citizens’ 
organization dedicated to the preservation and restoration of Ten 
nessee’s forest and soil resources. Mine is a nonpaying job. 

I am the only one up here today who appears in behalf of the 
resource development funds for the TVA. My attitude is on the 
statement. 

Senator DworsHak. You are stressing the importance of wildlife 
and natural resources ? 

Mr. Houuapay. ‘Soil conservation in taking care of the soil—and 
just recently over Tennessee, we have had duststorms, that almost 
obliterated the sun, coming from our western neighbors, Texas and 
Oklahoma, and we do not want that to happen. 

While I am primarily up here for that purpose, please do not con 
strue my statement as opposition to other TVA programs. Other 
persons are presenting testimony on these items and I respectfully 
urge that you consider the restoration of all TVA requests to the 
amount asked for by our President and his budget staff. 

[ certainly thank you for the opportunity to be here, and I think 
that resource deve lopme nt is one of the most important ground roots 
close to the peop le’s programs that we would possib ly have. 

Thank you very much for your patience. 

Senator Dworsuak. Thank you, Mr. Holladay. 

Mr. Hotiapay. You have been ve ry omen ate. 

Senator Dworsuak. The next witness is Angus McDonald, of the 
National Farmers’ Union. 

Mr. McDonald. 

Senator Hiri. Mr. McDonald is here in Washington, so I imagine 
he will come Thursday all right, Mr. Chairman. 

Senator DworsHak. Senator Kefauver, do you have any witnesses 
or visitors whom you would like to introduce at this time ? 

Senator Kerauver. Mr. Chairman, I thank you very much for that 
opportunity. 











468 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


I saw Mr. Ballard’s name on here, the mayor of Tubelo. 

Mr. Cooper. Mr. Ballard is to come later. 

Senator Kerauver. Mr. Chairman, I would simply like to say that 
we have had a number of visitors here in Washington. We have been 
here with the committee most of the day. A good many of them have 
gone. There were some 45 or 50 citizens, who have come up here on 
their own just to express interest in having sufficient funds restored in 
this appropriation, so that the TVA can operate and continue its 
operations properly. Some are farmers, some are small-business men, 
some are manufacturers. 

Some of these gentlemen are still here. I would just like to introduce 
them and have their names appear in the record and, if they have 
statements that they would like to file, I would like for them to have 
the opportunity of doing so. 

Senator Dworsnak. You may do so. 

Senator Kerauver. Let the record show that Mr. Howard Wiggins, 
from Hopkinsville, Ky., was here. 

Mr. Clay L. Cochran, who is in Washington; Mr. John B. Stricklin, 
who is a farmer from Troy, Tenn. 

Mr. Stricklin just left. 

There is Mr. Brown Langford, from Trenton, Tenn. 

Mr. Fred T. Jones, of Brownsville, Tenn. 

Mr. Edgar C. Evans, of Brownsville, Tenn., is here. Mr. Evans is 
head of the cooperative in Haywood County. 

There is Mr. Ervin H. Wright, of Brownsville. 

F. T. Edmonds, from Haywood County, Tenn. 

Mr. Raymond H. Forkner, from Carthage, Tenn.; that is the home 
town of my colleague, Senator Gore. 

Mr. V. G. Scoggin, from Nashville, representing municipalities or 
cities. 

Mr. T. W. Bray, Jr., of Nashville. 

Mr. Wesley M. Jackson, of the Tennessee Valley Electric Coopera- 
tive, from Savannah, Tenn. 

Mr. James M. Garey, from Savannah, Tenn. 

Mr. J.C. Hundley, executive manager of the Tennessee Rural Elec- 
tric Cooperative Association, from Nashville. Mr. Hundley is over 
here. 

Do you have a statement that you would like to file with the com 
mittee, Mr. Hundley? 

Mr. Hunpiry. No, sir. 

Senator Kerauver. Mr. Galen A. Martin was here. 

Mr. M. B. Whitaker, from Knoxville, Tenn., he was here. 

When you gentlemen hear me call your names, will you please 
stand up. 

Mr. W. H. Wiseman, Senator Wiseman, from Erin, Tenn.; he is 
in the undertaking business. 

Also we have Mr. E. S. Jackson, from Ashland City. 

Mr. W. C. Jackson, from Clarksville, Tenn. 

Mr. H. A. Alexander, from Moulton, Ala. Is he here? He was 
here. 

We also have Mr. J. W. Counts, the president of the Joe Wheeler 
Cooperative, from Mount Hope, Ala. 

Senator Hiri. They were both here all day, but they had to leave 
a few minutes ago. 
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Senator Kerauver. Mr. Floyd F. Anderson, the manager of Joe 
Wheeler Cooperative, from Hartselle, Ala. 

Senator Hi. He Was here all day, too, but had to leave a few 
minutes ago. 

Senator Kerauver. Mr. J. Wiley Bowers, of the 'Teunessee Valley 
Public Power Association is back here 

I mentioned Mr. James L. Ballard, the mayor of Tupelo, Miss., be 
fore. He is going to testify later. 

Mr. Samuel E. Roper has testified. 

Ales we have Mr. E. A. Halion, who is one of our most prominent 
labor leaders from Knoxville. He is back here. 

We also have Mr. Wallace Jacobs, from Cleveland, Tenn., the 
president of the Cleveland Electric Distribution System. Did T miss 
anyone else ¢ 

Mr. Chairman, the time is late. I had a prepared statement, but 
I would prefer to wait until a later time, if Thursday or Monday will 
suit. 

I appreciate this opportunity you have granted me and I thank the 
chairman and Senator Hil! for their indulgence. 


PREPARED STATEMENTS 


I understand Mr. Brown Langford and Mr. John B. Stricklin have 
statements they would like to have inserted in the record. I would 
appreciate it, Mr. Chairman, if you would have the reporter incorpo 
rate them in the record. 

Senator DworsHak. They will be placed in the record at this time. 

(The statements referred to follow :) 


STATEMENT OF JouHN B. StrRICKLIN 


Mr. Chairman and gentlemen of the committee, my name is John RB. Stricklin 
I own and operate a farm near Troy, Obion County, Tenn. I am president of the 
Obion County Farm Bureau Federation, which has 1,025 members. I am vice 
president of the Bank of Troy, Tenn. I have been receiving electric service 
from the Gibson County Electric Membership Corp., Trenton, Tenn., since March 
of 1946. My electric cooperative buys power wholesale from the Tennessee 
Valley Authority. 

I would like to present for your consideration some statements relative to 
the importance of the increased use of electric power on our farms and in our 
communities. 

Electricity is an absolute necessity in the operation of an A grade dairy of 
which there are many in my area. Our people do not produce as much food 
on our farms as our urban people need. We have a surplus of cotton and, 
therefore, must change to other uses of our land; but the production of food, 
such as eggs and milk, requires electric power whereas the production of cotton 
does not. 

One very highly and significant use of electric power is for our community 
feed mills. Since 1946, 13 feed mills have been installed in my home county 
These 13 mills have ground and mixed since December 1, 1953, until April 15, 
1954, more than 15 million pounds of grains, cobs, and other roughage into 
suitable rations for livestock and poultry. These mills are operated on TVA 
power and pay approximately $20,000 annually for TVA electricity, and process 
$10 million in feeds for the farmers each year. Most feeds processed through these 
mills would otherwise be a waste. When byproducts, such as straw from the 
grain harvest, cobs from the grain elevators, cottonstalks from the cottonfields, 
ete., are ground and mixed with proteins and carbohydrates, we have an excellent 
feed for cattle. Without adequate electric power this rough feed would be a 
loss. I would like to show you a sample of soybean straw that was ground and 
mixed for Dick Mitchell of Hornbeak, Tenn., April 15, 1954. This worthless 
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straw will be fed to dairy cattle. Because of the drought last year these by- 
products were our only source of filler and without the mills we would have been 
forced to abandon most of our beef herds. This is an economic gain not only 
for us but for the entire Nation. 

Our people in the valley are learning rapidly the value of electric power, and 
as they add new uses they become more economically prosperous, and as they 
prosper they become consumers of manufacturing products from the great 
industrial areas of our Nation, 

I want to thank you for this opportunity to present the needs of our people. 
You know Tennessee's heritage is truly American. We have never been noted 
for much greatness; it is true we have produced many great leaders, but also 
we have been very close to the bottom in illiteracy. We have married too young 
and produced large families and volunteered to fight whenever there was a fight, 
and maybe you have not always been proud of us, but, gentlemen, if you will but 
visit the valley and see its magnificent beauty and power and see the develop- 
ment of its farms, industry, schools, and churches, you too will be glad. Do 
not hinder our development, I beseech you. Help us to grow and be the greatest 
Nation on the face of the earth. 

Senator Dworsnax. Senator Cooper, would you have any brief 
comments to make? I understand you are going to appear Thursday 
afternoon also. 

Senator Coorrr. Mr. Chairman, I would simply like to say that I 
would like to appear as a witness on Thursday to testify and urge 
the restoration of the cuts made by the House. 

Senator Dworsnak. Mr. Ellis, can you appear Thursday after- 
noon? You did not testify this afternoon. Or do you want to make 
some brief remarks at this time before we recess ? 

Mr. Enis. Senator, I will be happy to come back another day. 
Wednesday and Thursday I have to be out of town, but any other 
day, as far as I know, for 10 days, is agreeable with me to come back. 

Senator Dworsnak. Is there anybody else who wants to testify 
today who cannot remain for the Thursday afternoon hearing? 

Obviously this hearing has been rushed, but it is not because of any 
desire on the part of the acting chairman, I can assure you of that. 
I have enjoyed listening to all of the witnesses as I have done in past 
years, and it is unfortunate that so many were scheduled to testify in 
a single afternoon. Anyone knows that it is impossible to take care 
of about 20 witnesses, each of whom has a real story to tell. 


TVA OPERATING STATEMENT 
(See pp. 386-387 ) 


Senator Dworsuak. The following information relating to the 
operation of the TVA has been supplied. 
(The information referred to follows :) 


TVA operating statement, 12 months ending June 30, 19538 


Revenues__ sa Seesmic ‘ $104, 877, 869 





Expense-operations, etc $82, 165, 650 
Payments in lieu of taxes 3, 418, 110 
Interest payments is 667, 395 
86, 251, 155 
Net income (per TVA report) 18, 626, 714 
Interest on $834,489,822 Treasury funds advanced TVA at 3 percent 25, 034, 691 
Deficit : ae 6, 407, 977 
Taxes based on other utility payments in Tennessee for 1952 79, 623, 000 
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TVA operating statement, 12 months ending June 30, 1953—Continued 


Less TVA payments in lieu of taxes $3, 418, 110 
Additional taxes 76, 204, 890 
Deficit 8? 612. 807 

laxes based on payments by Southern Bell System 76, 091, 060 

Less TVA payments in lieu of taxes 3, 418, 110 
Additional taxes 72, 672, 90 
Deficit 7H, OSU, YI 


laxes based on payments by Alabama Power, Georgia Power, Ken 


tucky Utilities, Arkansas-Missouri, Middle South System 61, 155, 414 
Less TVA payment in lieu of taxes 3, 418, 110 
Additional taxes 57, 737, 304 
Deficit 64, 145, 281 
Taxes based on payments by Arkansas Power & Light Co #4, 201, 438 
Less TVA payments in lieu of taxes 3, 418, 110 
Additional taxes 10, 783, 328 
Deficit 47, 191, 305 


FrepERAL COMMUNICATIONS COMMISSION 
(See p. 168.) 


(The following was subsequently submitted :) 


FEDERAL COMMUNICATIONS CON MISSION, 
Washington, D.C., April 19, 1954 
Hon. LEVERETT SALTONSTALL, 
United States Senate, Washington, D. C. 


DEAR SENATOR SALTONSTALL: You will recall that I testified before your sub 
committee on April 12, 1954, in support of the frequency usage monitoring pro 
gram for which the amount of $950,000 was included in the President’s budget for 
the Federal Communications Commission 

Toward the conclusion of my testimony, you asked as to the effect upon the 
program of a reduction in the number of monitoring stations proposed to be used 
for this purpose. My reply indicated that I believed it necessary that the total 
number of monitoring stations proposed was required to carry out the program 
As the record stands, the impression was left that we wanted the full amount or 
nothing. 

I desire to clarify my answer by inviting your attention to the fact that we 
do consider the full amount of $950,000 necessary to perform completely the 
responsibility assigned to the FCC and the ODM and that a reduction in the 
number of monitoring stations will curtail our ability to carry out the effort on 
the scale considered essential to meet our national requirements as delineated by 
the National Security Council. 

However, it is desired to point out that whatever amount is appropriated by 
the Congress fer this purpose will be used to the greatest possible advantage in 
this effort and the derivation of monitoring information, even though on a re 
duced scale, will be better than none at all. 

Sincerely yours, Rose. H. Hyve, Acting Chairman 


Chairman Saltonstall has indicated that the subcommittee will 
recess until 2 p. m. Thursday on this subject, to hear the Senators and 
other witnesses. 

The committee will recess at this time until 2 o’clock tomorrow 
afternoon. 

(Whereupon, at 5:55 p. m. Monday, April 19, 1954, the committee 
recessed until 2 p. m. Tuesday, April 20, 1954.) 
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TUESDAY, APRIL 20, 1954 


UNrrep STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, DU, 
The committee met, pursuant to recess, at 2 p. m., Hon. Leverett 
Saltonstall (chairman of the subcommittee) presiding. 
Present: Senators Saltonstall, Thye, Dworshak, Hill, and Kilgore. 


NATIONAL SCIENCE FOUNDATION 


STATEMENTS OF ALAN T. WATERMAN, DIRECTOR, NATIONAL 
SCIENCE FOUNDATION; PAUL E. KLOPSTEG, ASSOCIATE DIREC- 
TOR; H. BURR STEINBACH, ASSISTANT DIRECTOR FOR BIOLOGI- 
CAL AND MEDICAL SCIENCES; WILSON F. HARWOOD, ASSISTANT 
DIRECTOR FOR ADMINISTRATION; F. C. SHEPPARD, FISCAL 
OFFICER; AND CHESTER I. BARNARD, CHAIRMAN OF THE NA- 
TIONAL SCIENCE BOARD, NATIONAL SCIENCE FOUNDATION 


REQUEST FOR RESTORATION OF HOUSE CUT 


Senator SALTONSTALL. The committee will come to order. 

The first matter today is the National Science Foundation. Sen 
ator Smith of New Jersey wished to be present today in order to make 
a statement, but he is ill at his home in New Jersey and could not 
come. He will make his statement later. 

We have with us here Mr. Waterman, Director of the National 
Science Foundation. Mr. Waterman, I have a letter here in which 
you request the return of the amount of $116,000 in place of $89,500, 
and also to delete from the bill $11 million and insert $14 million. 
Those are the two changes that you wish from the House bill? Is 
that right ¢ 

Mr. WarerMAN. That is right. The first is travel funds, and the 
second is the overall. 

Senator SALTONSTALL. And the second is the appropriation. 


COMMUNICATION 
Without objection, we will put that letter into the record at this 


point. That is the letter to me dated April 7, 1954. 
(The letter referred to follows:) 
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Hon. LEVeERETT SALTONSTALL, 
Chairman, Subcommittee in charge of Independent Offices 
Bill, 1955, 
United States Senate, Washinuton, D.C 
(Attention: Mr. Earl W. Cooper.) 

My Dear SENATOR SALTONSTALL: In reply to your letter of March 29, 1954, the 
National Science Foundation requests the following changes to H. R.° 8583" en 
titled, “Independent Offices Appropriations Act, 1955” : 

Page 34, line 8: Delete “$89,500” and insert therefor “$116,000”, 

Page 34, line 12: Delete “$11,000,000” and insert therefor “$14,000,000”, 


lppropriations 


INCREASE IN APPROPRIATION 


The additional $8 million, which would bring the appropriation up to the 
President's budget of $14 million, is requested in order to enable the Foundation 
adequately to continue to carry out its mission as expressed in its enabling act 
and in the recent Executive order (Executive Order No. 10521). In this con 
nection your attention is invited to the following quotation from the President's 
statement accompanying the Executive order: “* * * only a small fraction of 
the Federal funds (for research and development) is being used to stimulate 
and support the vital basic research which makes possible our practical scien 
tific progress. I believe strongly that this Nation must extend its support of re 
search in basic science.” 

Although the appropriation approved by the House is $8 million more than 
Was appropriated to the Foundation for fiscal year 1954, this increase is equiv 
alent only to an amount of basic research being discontinued by the Department 
of Defense, in accordance with the policy expressed in the President’s budget 
and in the recent Executive order. Thus, in effect, the amount approved by the 
House would limit overall support of basic research by the Federal Government 
to or below the level of support in fiscal year 1954. 

During the first three quarters of the present fiscal year the Foundation re 
ceived basic research proposals amounting to approximately two-thirds of the 
value of all proposals received during the previous 2 years. There is every 
reason to expect that the amount of basic research proposals will continue to 
increase and that during fiscal year 1954 total proposals received will approxi 
mate the $24 million in proposals received in the previous 2-year period. This 
marked increase in research proposals is evidence of the need for Federal support 
of basic research: and that the Foundation is becoming “increasingly responsi 
ble for providing support by the Federal Government for general-purpose basic 
research through contracts and grants” (Executive Order No, 10521). The cur 
tailment of support of basic research by the Department of Defense in the amount 
of $3 million for fiscal year 1955 further emphasizes this increased responsibility, 
leading inevitably to more and more scientists turning to the Foundation for 
support. 

INCREASE IN TRAVEL LIMITATION 


With respect to travel funds it is requested that the $89,500 limitation be in 
creased to $116,000, the amount approved in the President’s budget, because 
the reduced amount will not permit the Foundation to carry out adequately its 
varied responsibilities. Almost two-thirds of the travel estimates are for the 
reimbursement of the National Science Board, the statutory divisional commit- 
tees, and panels of scientific consultants which provide expert advice on the 
Inany and varied programs of the Foundation. The limitation approved by the 
House will make it impossible for the Foundation to use the services of such con 
sultants and committees at an adequate level. The remainder is for necessary 
travel by the full-time staff 


PERSONAL SERVICES 


In addition to the changes requested above I hope that I may have the oppor- 
tunity, during the hearing before your subcommittee, to discuss the requirements 
of the Foundation with respect to personal services. 

Sincerely yours, 
ALAN T. WATERMAN, 
Director. 


| 
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PREPARED STATEMEN' 


Mr. WarerMan. I have a prepared statement, Mr. Chairman. 

Senator SaALTONsTALL, Have you a copy of it right there? We will 
pul that in the record, 

(The statement referred to follows:) 


REMARKS OF ALAN T. WATERMAN, Dikecror, NATIONAL SCIENCE FOUNDATION 


The budget of the President requests the sum of $14 million for the Netional 
Science Foundation. The House bill proposes $11 million, which would require 
a reduction of $8 million in the planned support of basic research. It is to this 
point that I wish to speak, first touching on some general aspects of the 
Foundation program 


BACKGROUND 


During its 38 years of operation, the Foundation has established major active 
programs in support of science. 

The Foundation has assumed sole responsibility in the Federal Government 
for the award of general predoctoral fellowships in science. In this way nearly 
a thousand young scientists, selected in National competition, have been pro 
vided with the opportunity of securing advanced training in our graduate 
schools, Last month the Foundation announced the award of over 700 fellows 
for the forthcoming academic period. By this means a direct step is taken to 
meet the critical need for scientific manpower. 

Our program of grants in support of research, the activity for which the 
restoration of $38 million is requested, is aimed toward the development and 
progress of basic research in this country. Grants are made by selection from 
applications submitted by scientists, with endorsement by their institutions 
Largely placed at universities and colleges, these research grants have enabled 
over 500 mature scientists to accelerate their research efforts, and in the process 
many graduate students have received research training. The Foundation has 
an acknowledged responsibility in this area. Relative to the total research and 
development programs of the Government, our program is small financially. 
Nevertheless, this type of support is of great importance, both from the stand- 
point of progress in science and its significance to the Nation’s strength and 
capabilities. 

In addition to the fellowship and grant programs, the Science Foundation, 
in accordance with the provisions of its act and more recently with the explicit 
direction of the recent Executive order, is laying the groundwork for important 
policy functions. For example, to facilitate proper planning of Federal ex- 
penditures for science it is necessary that our Government have as complete 
information as possible about the total Federa! effort with respect to specific 
scientific areas. Already we are able to provide in such fields as psychology 
and social sci aces detailed quarterly reports on the extramural support pro 
grams of all Federal agencies supporting work in these areas. Reports on other 
fields of science are in the process of preparation. These individual surveys are, 
of course, in addition to the continuing overall studies of Federal obligations and 
expenditures such as are presented in our series “Federal Funds for Science.” 
To be reported at a Jater date, we hope next year, will be extensive studies 
relating to research and development programs in industry and in nonprofit 
instituions, as well as thorough studies of Government-university-industry rela 
tionships. These will form the basis for policy as to the role of the Federal 
Government in support of science. 


BASIC RESEARCH 


To return to the subject of our appeal for the restoration of $3 million for the 
support of basic research, these funds are needed for the following reasons : 

(1) The level of support of basic research by the Federal Government should 
be inereased. 

Basic research, the exploration on the frontiers of science, is essential to the 
advancement of our science and technology, upon which our national welfare and 
deferixe depend in a major way. The Federal Government has the responsibility 
to see that the country’s competent research scientists have the means and the 
facilities they need for basic research. The inadequacy of present support is 
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demonstrated by the fact that during the coming year unsolicited applications 
received by the Foundation for basic research are expected to approximate $36 
million. On the basis of appraisals to date, 75 percent of these or $27 million, 
will be meritorious both as to quality of research and competence of scientists. 
The great bulk of these requests come from colleges and universities. Under 
present circumstances it is not to be expected that industrial and private sources 
can provide an appreciable part of this support. It therefore is a Government 
responsibility, in which the Foundation should lead, in cooperation with other 
Federal agencies : 

Until we have evidence for the best level of Federal support and the best 
relationship between the Federal Government, educational institutions and 
industry, we propose to plan conservatively. It is certain that the level of support 
proposed in the 1955 budget is minimal, but we believe it is fully justified. 

(2) The proportion of Federal support for basic research, as compared with 
that for applied research and development, should be increased, 

The present proportion for basic research is less than 6 percent of which about 
one-half goes to universities. At present, of every $5 provided by the Government 
to colleges and universities, $4 goes to the support of applications of science, and 
only $1 to the support of basic research. With the exception of departments such 
as engineering, medicine, and agriculture, this emphasis is out of keeping with 
the normal functions of universities. Thus this imbalance may best be remedied, 
without crippling necessary defense applications of science, by an increase in the 
support of basic research in universities, for which the requested $3 million 
would be a small but important step. 

(3) Support is badly needed for group activities and facilities in selected areas 
of science. 

Up to the present the Foundation, with its limited budget, has supported small 
projects, each in the hands of one or a few scientists, and has succeeded in achiev- 
ing a wide distribution both geographically and among large and small institu- 
tions. However, it has been increasingly apparent that support is also needed 
for large concerted attacks upon research problems of general scientific and na- 
tional interest, such as radio astronomy, marine biology, and solar energy. 
Efforts along these lines can and should be initiated with the restoration of the 
$3 million requested. 

(4) An increase in support of basic research in our educational institutions 
will provide relief for the critical shortage of trained research scientists and 
engineers, 

The future of this country, its security and welfare are in no small measure 
dependent upon a coutinued and enlarged output of first-rate, highly trained 
scientists. Only by assuring that sufficient basic research, with its accompany 
ing opportunities for graduate instruction, is undertaken in our universities, can 
we secure the output of trained scientists which the country so urgently needs, 

In summary, and in the words of the President : “Science has a vital role in our 
Nation’s security and growth. * * * I believe strongly that this Nation must 
extend its support of research in basic science.” 


TRAVEL 


There are two other aspects of our budget request, small in dollars but im 
portant to the program, which I wish to mention. One concerns the proposed 
travel limitation of $89,500, a reduction of nearly 30 percent from the President's 
budget. In maintaining our contacts with scientists and utilizing their in- 
dispensable services, and in evaluating the results of our own efforts, it is es 
sential that staff and consultants confer at frequent intervals. We have found 
from experience, as have all other agencies, private and public, concerned with 
the support of science, that nothing can substitute for personal contacts. Inso 
far as these contacts are reduced, we lose our proper relationships with the 
scientists in the country and will be less able to administer our program wisely 
and efficiently unless sufficient travel funds are available. Travel by full-time 
staff accounts for less than one-third of the estimate. Therefore, the reduction 
proposed will have a proportionately larger effect on the travel of our expert 
part-time consultants. For these reasons, I earnestly request that the limita- 
tion of $89,500 for travel be increased to $116,000, the amount contained in the 
President's budget. A fuller report on this problem will be found in our budget 
document on pages 7 through 7d. 





The 
repor' 
situat 
plann 
staff | 
No fu 
for If 
in the 


Se 

Mi 
supp 
this 
searc 
parti 
reasc 
rent 
abou 
very 
creas 
solic 
abou 
ing | 
abou 
com} 
is th 
their 


Se 
inucl 
M 
$36 1 
Se 
aval 
M 
Se 
oes 
M 
Se 
M 


Se 
that 
the 1 
ugen 
in th 
have 
The 


INDEPENDENT OFFICES APPROPRIATIONS, 


PERSON NEL 


The second small but important item is concerned with employment. The 
report of the House subcommittee indicates that we failed to make clear the 
situation with respect to personal services for fiscal year 1955. No increase is 
planned in the number of employees during fiscal year 1955. During 1954 our 
staff has been built up to the proposed level and this will be maintained in 1955 
No funds for increased staff are, therefore, included in our budget. The estimate 
for 1955 is, of course, somewhat larger than for the current year as the staff is 
in the process of being built up. 


JUSTIFICATION FOR RESTORATION OF FUNDS 


Senator Satronstatt. What do you want this $3 million for? 

Mr. WarermMaN. This $3 million, Mr. Chairman, is for the increased 
support to basic research. That is the basis on which we are asking for 
this increase. One of our major programs is the support of basic re 
search in the sciences which we accomplish by grants to institutions for 
particular individuals and on approved scientific projects. The 
reason we wish this increase is because without this increase the cur 
rent level of support of research by the Federal Government runs at 
about the same level, and the evidence we have is that this should be 
very definitely increased. ‘The evidence we have for the need of in 
crease in level is that during the coming year we expect to receive un- 
solicited applications for support of basic research in the amount of 
about $36 million, and on the basis of the appraisals that we are mak 
ing in our program to date 75 percent of these or $27 million or there- 
abouts will be meritorious, both as to the quality of research and the 
competence of the scientists. This indicates, then, two facts. One 
is that there are competent scientists available to do this, and that 
their work is very worth while. 


TOTAL APPLICATIONS FOR BASIC RESEARCH 


Senator SavronstaLi. How many applications did you say? How 
inuch ¢ 

Mr. Warerman. Total applications we expect to receive next year, 
$36 million. 

Senator Sarronsrati. And how much of this $14 million will be 
available for that purpose ? 

Mr. Warerman. That will be $10 million. 

Senator SALTONSTALL. $10 million. And the balance of $4 million 
yoes to administrative expenses ? 

Mr. Waterman. And the fellowships. 

Senator SatronsrauL. And the fellowships. 

Mr. Waterman. And the policy studies which we are making. 


RESPONSIBILITIES OF NATIONAL SCIENCE FOUNDATION 


Senator Satronsra.u. It is the same old question, Mr. Waterman, 
that I think you have answered a number of times, but, for the sake of 
the record, does your agency in any way conflict with other research 
ugencies? For instance, we have a very substantial research agency 
in the Defense Department. We have the National Aeronautics, we 
have the Bureau of Standards. How does yours differ from those? 
They all do basic research. 
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Mr. Warerman. This has been very well cleared up, Mr. Chairman, 
in the recent Executive order by the President where he makes this 
statement concerning the responsibilities of the Science Foundation 
and other agencies : 

Che Foundation shall be increasingly responsible for providing support by the 
Federal Government for general purpose basic research through contracts and 
grants. The conduct and support by other Federal agencies of basic research in 
areas Which are closely related to their mission is recognized as important and 
desirable, especially in response to current national needs and shall continue. 

In other words, when other agencies perform and support basic 
research, it is in areas which are going to be related to their missions, 
whereas we, in the support of science, do not have to state that any 
particular application is likely to come out of a particular project. 
That isa pattern now. 


REASON FOR BASIC RESEARCII 


Senator SavronstauL. Now this basic science that you are research 
ing in for which this money is spent, why should the Government be 
engaged in basic science as such, as opposed to any of its specific needs 
like defense or airplanes or that sort of thing? 

Mr. WarermMan. Because, as industry well knows, this is where the 
need is, and from which the data which engineers need comes; the 
up-to-date information about the properties of materials and new 
ideas which may come out into the practical application originate in 
basic research. 

These men who are doing basic research are like explorers proceed 
ing into the unknown, and they cannot say for sure what they will 
find, but they do find many a novelty which makes a breakthrough for 
either Government or industry. It is this type of research that we 
are interested in particularly. 

Now, other agencies may do this according to the President’s order 
providing it lies in areas which matter to their headquarters, such as 
mets allurgy, for example, in the Department of Defense and NACA. 

Senator SavTonsraLL. What you say in substance, Mr. Waterman, 
is that in the old days things were going along much smaller, private 
universities, private individuals had sufficient funds to do this basic 
research, 

Mr. Waterman. That is correct. 

Senator Sauvonstaut. And today because of the tax situation, be- 
cause of the bigness of things, because of all the various other needs 
there are not the available funds to go into this fundamental research 
of basic sciences which will improve our ability. to get ahead in life. 
Is that about it ? 


INCREASING SCIENTIFIC MANPOWER 


Mr. Waterman. That is right, sir. And there is another feature to 
this. Since the stronghold of basic research is in the universities, the 
academic ty pe of research, this is also the type of place where graduate 
students and trained scientists get their education. And by support 
of this type of research we are ‘simultaneously ine reasing our output 
of highly trained men. As you well know, this is a very critical mat- 
ter, to succeed in getting more highly trained men. 
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There is one additional point I have not mentioned, and that is that 
at the present time there is an imbalance between support of this type 
of research and the applications of science, and I think I may make 
that clear by pointing out that in universities careful surveys we have 
made of the support given by the Federal Government indicate that 
of every $5 which the Government is furnishing to universities for 
this purpose $4 go to the application of science and only $1 to the basic 
side of science. Except for the departments of medicine, engineering 
and agriculture, this is not the normal function of the university. 
In the basic sciences the emphasis should be, we all agree, on basic 
work. 

Now this is understandable for defense reasons, that the university 
should be called into this picture, but with this increased pressure 
in emphasis on the applied side, it is all the more important that sup 
port be lent to the basic side in order to keep things in proper 
proportion, 


TOTAL FUNDS IN GRANTS 


Senator SaLronsranu. [ was looking down through your statement 
here of obligations that you gave to the House. You have got $12, 
656,900 in grants. That inciudes grants for basic research and for 
students? Is that correct ? 

Mr. Waterman. That is correct, yes. 

Senator SatronstaLL. And your overhead, so to speak, is approxi- 
mately $1,200,000? Is that right? 

Mr. WarermMan. This is broken down in our statements between 
activities. Wecan talk about any individual activity there. 

Senator SavronstaLL. Well, put it this way: How much goes into 
basic research in the form of grants? 

Mr. Waterman. $10 million. 


TOTAL FUNDS FOR STUDENTS 


Senator SALTONSTALL, $10 million goes into that. How much as to 
students 4 

Mr. WarerMan. Roughly $2 million. 

Mr. Harwoop. The total amount for these matters that we speak of 
here is $12,800,000 for the support of science. 

Senator SALTONSTALL. $12,800,000 ? 


SCIENCE POLICY STUDIES 


Mr. Harwoop. That is correct, sir. In addition, there is some $800,- 
000 available for national science policy studies, which are preliminary 
to our policy recommendations; some $280,000 for scientific informa 
tion, and only $370,000 for executive direction and management, 
which might be considered the indirect costs in this connection. 

Senator SatronsratL. How much? 

Mr. Harwoop. $370,000. 

Senator Savronsrauu. This $370,000 is for administering $14 mil- 
lion there? 


45746—54——-31 
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ADMINISTRATIVE COSTS 


Mr. Harwoop. There is also in these figures some other administra- 
tive costs. There is $330,000 of administrative costs directly related to 
the making of these grants and the award of the fellowships. I think 
it would be fairer to say that. roughly a million dollars would be the 
indirect cost. 

Senator SALroNsTaLL. So that a million out of your $14 million, or 
approximately 7% percent goes for administration and overhead 
expense ¢ 

Mr. Harwoop. That is right. 

Senator SarronsTatu. Travel and all the rest of it ¢ 

Mr. Harwoop. That is right. 

Senator Sanronstaub. And the balance of § $13 million goes for the 
investigation of your students, your student grants and your college 
grant investigation and your grants to colleges for basic research ? 

Mr. Harwoop. And policy studies. 

Mr. Warerman. The studies we are making in line with the act. 

Senator SatronsTauL. One of the criticisms of your institution 2 
years ago was the size of your administration fund. Have you cut 
that down ¢ 

Mr. Warerman. We are not asking for any more people in 1955 
than we have this year in 1954. 

Senator SaALronsTaLL, Have you been able to reduce that? 

Mr. Waterman. No: we cannot well do that, sir, because the re- 
sponsibilities we have are such that we need a very large variety of 
scientists to cover the area, regardless of whether the budget would 
be $8 million or $10 million or what. And it is the same way with our 
review of fellowships, and the same way with our policy studies. So 
we require a rather standard staff which we believe we will reach at 
the end of this year, and that will be it. But we have not been able 
to reduce. 

ADVISORY COMMITTEE 


Senator SavtonstaLy. How big an advisory committee have you 
got ¢ 

Mr. Warerman. We have the Board which has 24 members. 

Senator SaLronsTaLL, That is appointed by the President ? 

Mr. WarerMaNn. That is appointed by the President; yes, sir. We 
have the divisional committees for each of our regular divisions in the 
organization, on mathematical, physical, and engineering sciences, 
the biological medical science—— 

Senator SALTONSTALL, How are those appointed ¢ 

Mr. Waterman. Those are appointed by the Board, and they have 
approximately 12 members each. In addition, we have a number of 
advisory panels that are listed in our third annual report on specific 
areas of science. 

Senator Satronstaty. Are those meetings well attended ? 

Mr. WarerMan. Very well attended. The Board meetings are 
unusual. I think we have an average of something like 19 Board 
members a meeting. 

Senator SALronsTALL, Do they come down without pay except for 
travel? 
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Mr. Waterman. They have $25 per day authorized by the act. 

Senator SattonsTaLL. Do you think that interest in the National 
Science Foundation has held up? 

Mr. WaterMAN. Very much so. We find that almost without ex- 
ception when we call on a person for consulting services as a member 
of a committee he will serve. 

Senator SarronsTauu. If we do not grant this extra money that the 
House cut out, to wit, $3 million, you will just have to cut that out 
of your grants? 

Mr. Warerman. We would not be able to make these grants; yes. 


TRAVEL LANGUAGE CHANGE 


Senator SatronsrauL. And your other language change is a change 
to allow more travel ¢ 

Mr. Waterman. That is right, sir. 

Senator SaALToNsTaLu, And is that the travel of the committee mem 
bers who come ¢ 

Mr. WarerMan. The travel of the staff and consultants, anyone em 
ployed by the Foundation, the Board, and these advisory committees 
and all. 

Senator Sauronsrauy. So if we put back the money for the basic 
research, for the basic grant, we ought to allow the travel in order to 
permit you to get the best possible judgment? Is that right? 

Mr. Warerman. Yes, indeed, in any case. 

Senator Tnyr. Mr. Chairman ¢ 

Senator SavronstaLu. Senator Thye. 

Senator Tuyr. I would like to clarify this one question, as to travel 
of the staff. What would your staff be traveling for? 

Mr. Warerman. We travel to kee ‘p in touch with the research which 
is going on in the different institutions. We heve no branch offices 
or field offices. We also travel to confer with the scientists with re 

gard to work they propose. 

Senator Tiyr. You mean that is the staff of the Foundation ? 

Mr. WarerMAN. The staff of the Foundation, partially. 

Senator Tuyr. I see. 

Mr. WarermMan. Our consultants trave! to come to us as well 
these other places. We very badly need to confer with them. 

Senator Tuyr. How much of the budget is used for staff travel ? 


STAFF TRAVEL 


Mr. Waterman. About one-third for the regular full-time staff, 
and two-thirds for the Board, the divisional committees and advisers 
and consultants. 

Senator Tuy. Has that varied in any of the years, or is that just 
sort of a routine administrative function ? 

Mr. Waterman. It has worked out as fairly standard practice. If 
we had this reduction in travel it would mean we would be denied 
the services of consultants. That is where the biggest item would be. 
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_ Senator Tuyr. Yes, but not necessarily so far as the staff traveling 
1S concerned. 

Mr. Warerman. For the staff travel, a certain standard would have 
to be set, but we will be handicapped there. However, the burden of 
it financially would mean if we had that drastic cut it ‘ would have to 
come from the consulting services, and that would be very serious in 
the studies of the gener: al country situation, and the planning of our 
program. 

Senator Tryr. Thank you, Mr. Chairman. 

Senator Savronstat.. Thank you, Senator Thye. 

Senator Hill ? ; ; 


SHORTAGE OF SCIENTISTS AND ENGINEERS 


Senator Hitt. I am impressed with your statement on page 4 of 
your prepared statement : 

An increase in support of basic research in our educational institutions will 
provide relief for the critical shortage of trained research scientists and 
engineers. 

I recall your testimony before the House Committee on Appropria- 
tions about a year ago in which you called attention, as my memory 
serves me, to the fact that, I believe, by 1955 or 1956 the United States 
will be turning out about 17,000 engineers whereas the Soviet govern- 
ment, the Russian Government, will be turning out some 50,000 
engineers. 

Wid you have that in mind when you wrote this very thing here ? 

Mr. WarerMAN. Yes,sir. Very much, sir. 

Senator Hrii. It seems to me—and I wish you would elaborate on 
this thing a little bit—here we are talking about $3 million, and that is 
a lot of money. But in comparison with some of the billions that go 
into airplanes and things of that kind it is very small, of course. It 
seems to me that your program is very immediately and directly tied 
in with the defense of our country. Do you agree with me on that? 


ENGINEERS IN RUSSIA 


Mr. WarermMan. Very much so, sir. Our scientists are very badly 
needed to handle defense problems. And not only that, but health 
problems and general welfare like the possibility of solar energy, for 
example. We havea shortage, and we know that the Russians passed 
us in the output of engineers, and we have very good evidence that 
they passed us in 1952. ‘They are increasing right along. We haven't 
yet reached our minimum. It is way down from what it was awhile 
ago. For example, last year there were 33 percent less graduate stu- 
dents in our universities than there were the year before. And both 
our fellowship program and our research program aid us very much 
indeed because graduate students are commonly used as apprentices in 
research where they get their training and it helps get the research 
done. 

Senator Hix. And it helps get those scientists and engineers. 

Mr. Waterman. Furthermore, this comes in a graduate school 
where they come right out and are available to do an immediate 
job here. 


Salltibeiatm 


raid 





Se 


How 
large « 
interes 

Pe 
woul 
think 
bomb 
just \ 
into ¢ 
selves 
some 

Mr 
we fe 
with 
omy, 
wave 
first 
muni 
beari 

Sel 

Ar 

If 

Mr 
Stein 

Se 
point 

Mi 

Se 

Mi 

Se 
ment 

Th 

Mi 


STAT 


Se 
want 
Sena 
Tupe 

Mi 

M 

Se 

M 

Se 
poin 

M 





ve 
ot 
to 


ur 


of 


a 
ry 


res 


tt) 


lly 
th 


‘or 


lat 
n't 


all 

th 

ch 
in 


ch 


90] 
ate 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 48: 


GENERAL RESEARCH PROBLEMS 


Senator Hix. I notice your statement: 

However, it bas been increasingly apparent that support is also needed for 
large concerted attack upon research problems of general scientific and national 
interest, such as radio astronomy, marine biology, and solar energy. 

Perhaps if you had made that statement 25 years ago many of us 
would not have known exac tly what you were talking about, but I 
think in this day and time of the atomic submarine and the hydrogen 
bomb and television and radio we are beginning to realize perhaps 
just what some of these things are. You are projecting your minds 
into the future. And waless we, through our research, project our- 
selves into the future we may find that we are far behind Russia or 
some other country. Is that right? 

Mr. WarerMAN. Yes, sir. These are things that we can see. And 
we feel that the scientists are very much in need of getting ahead 
with this particular problem. This country is behind in radio astron- 
omy, and this is a subject which, as you know, concerns the radio 
waves that come to us, which we are just now discovering for the 
first time. Among other things is the interference with our com- 
munications at certain times of day, all of which have very important 
bearing on the future as well as their scientific implications. 

Senator Savronstatn. Thank you, Senator Hill. 

Are there any other questions ? 

If not, have you any further witnesses, Dr. Waterman ? 

Mr. Waterman. On any particular questions you have, I have Dr. 
Steinbach, who is the director of our biology and medicine. 

Senator Sauronstatu. I think we have covered the subject from the 
point of view of the committee. 

Mr. Warerman. Chairman Barnard, of the Board, is here. 

Senator Savttronstaty. Do you have anything to add? 

Mr. Barnarp. I think not, sir. 

Senator SarronstratL. And Senator Smith wishes to add his state- 
ment before the record is closed, as the chairman stated. 

Thank you very much, Dr. Waterman. 

Mr. WarerMan. Thank you, Mr. Chairman. 


TENNESSEE VALLEY AUTHORITY 
SUPPORT OF APPROPRIATION REQUEST 
STATEMENT OF HON. JAMES L. BALLARD, MAYOR OF TUPELO, MISS. 


Senator SaLrronstaLit. Now we have a number of gentlemen who 
wanted to speak to us on various subjects. The Chair agreed with 
Senator Eastland last week to permit Mayor James L. Ballard of 
Tupelo, Miss., to be heard on TVA today. Is Mayor Ballard here? 

Mr. Mayor, we will be glad to hear you. 

Mr. Batiarp. Thank you, sir. 

Senator SatronstaLL. Have you a prepared statement ? 

Mr. Bauarp. Yes, sir. 

Senator Savronstaty. Then we will put that into the record at this 
point, and would you just speak briefly and informally ? 

Mr. Baxtarp. All right, sir. 
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Senator Hitt. May I say, I do not think it is a very lengthy 
statement. 

Senator SaLrronsTaun. Then IT am confident that his informal state- 
ment will be even briefer. However, you may testify either way you 
see fit. You may read your statement, whic h the Chair sees is brief, 
or you can speak informally and put the statement in the record, 
whichever you prefer. 


PREPARED STATEMENT 


Mr. Batiarp. | would prefer to read my statement. It will take 
about 10 minutes. And I appreciate the honor of being here. 

I want to express my gratitude for the honor of allowing me to be 
present today and pointing out to you the great concern of all of the 
people who live in the Tennessee Valley relative to the danger which 
threatens the Tennessee Valley Authority program. 

The question is repeatedly put to me by people who do not live in 
the Tennessee Valley, “Has the TVA worked?” 

The rate history of the first TVA city, which is my home town, 
is an eloquent answer to that question. We can answer with facts and 
figures. 

BASIC POWER RATES 


The original rates offered to the city of Tupelo in 1934, when we 
signed the contract, are the rates which TVA still refers to as basic 
rates, that is. its commercial and industrial rates plus a 10-percent 
surcharge. The first year this rate saved Tupelo consumers $70,000 
per year. Two years later Tupelo eliminated the 10 percent surcharge. 
This represented $6,000 a year savings to our consumers. Two years 
later Tupelo modified its rate schedule again and saved consumers 
another $8,000 per year. Two years after ‘that Tupelo again cut the 
rates and gave another $7,000 per year in savings to the consumers. 
These rates were reduced because of increased demand and bigger 
power sales. 

We operated on the principle of private enterprise. Production 
costs were lowered by increasing the quantity of production. The low 
cost of electricity tremendously increased the volume of our municipal 
operations. 


During the war years Tupelo could have further reduced rates, but 


the wartime need for conservation in the use of electricity would not 
permit it. Instead of reducing rates, the city declared annual divi- 
dends in the form of war savings bonds and stamps in the amount of 
$115,000. 

After the war Tupelo again reduced its rates and effected a savings 
of $25,000 more annually. 

In 1934, when the city of Tupelo contracted with TVA for power, 
we paid $114 million more for power than we do under the present 
TVA rates. Asa result of this reduction Tupelo consumers used more 
than six times as much electricity as they did in the first year of our 
original contract with TVA. 


INDUSTRIAL PROGRESS 


When we first joined hands with TVA 20 years ago Tupelo’s bank 
deposits totaled $1,300,000. The total today is $27, 800 000. 
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Twenty years ago the retail establishments in our city did a business 
of $3 million annually. Today they are doing a business of approxi 
mately $30 million annually. 

Twenty years ago Tupelo’s industrial payroll was less than $300,000 
per year. This year our industrial payroll will top $5 million, or 
15 times as great as it was in 1934, 

We had 600 people employed in manufacturing plants 20 years 
ago. This year the total will be over 2,500, 

I do not want to leave the impression that our program has been as 
a result of subsidizing our community by TVA. We have paid our 
own way. We operate a nonprofit municipal system. The rates 
maintain the system on a self-supporting, sound basis. 

Today Tupelo’s electric system has the second lowest residential 
rates in the Nation for cities in its population class. 

It is completely debt free and has been since 1950. 

We have added more than one-half million dollars to its plant value 
since 1934. This increase was financed from system earnings without 
borrowing funds. 

We have delivered more than 6 times as much electricity to our 
consumers this year as we did in 1934. The total use of power in 
the past year was over 38 million kilowatt-hours, compared with 6 
million kilowatt-hours in 1934, which was the first year of our contract 
with TVA. 

Tupelo has the highest average home use of electricity of any 
municipal electric system in Mississippi. 

Our municipal system pays more than $36,000 a year to the city’s 
general fund in tax equivalent payments—75 percent more than city 
taxes paid by all other Tupelo public utilities combined. 

The new idea has worked. Use of electricity has shot upward, 
thanks to low electric rates. This high use of power has helped the 
electric system make an astounding financial record. And Tupelo has 
grown with low-cost power, last year alone showing a 48-percent 
jump in industrial power use. 

After 20 years of TVA power Tupelo stands as a shining example 
of what a city can do with low-cost electricity. 

Tupelo’s electric department operates as an independent branch of 
the city government, with its funds kept separate from the city’s gen- 
eral funds. 

The electric system is financed entirely from its sales of electricity. 
The system, in its 20-year history, has made a splendid financial 
record. It has reduced rates several times—paid off its debt—and has 
financed some one-half million dollars of expansion from its earnings. 


CITY TAX RECEIPTS 


The record shows that in 1952 Southern Bell Telephone & Tele- 
graph Co. paid $9,594 in taxes to the city of Tupelo; Mississippi Val- 
ley Gas Co., $3,439; Frisco Railroad, $4,674; and Gulf, Mobile & Ohio 
Railroad, $2,555. Total taxes paid by all these other public utilities 
in 1952 was $20,273, compared with the electric system’s payments of 
$35,513. ’ 

It would require an increase of about 3 mills in the city’s ad valo- 
rem tax rate to provide the funds which the electric system pays each 
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year to the city. About 10 cents out of every dollar of the electric 
department’s income goes for tax equivalent payments. 

So our electric depa irtment, besides having the second lowest resi- 
dential rates in the Nation, makes tax payments which are several 
times that of any other public utility in Tupelo. Add to that record 
the paying off of all debt, and the one-half-million-dollar expansion 
paid for out of electric system earnings, and you have a truly remark- 
able record of operating efficiency and financial success, all for the 
benefit of the people. 

The story of Tupelo is the story of the whole Tennessee Valley ; the 
de ‘velopment of the river valleys ‘of the Nation is a national task, not 
limited by sectional or geographic lines. 


DEVELOPMENT OF RIVER VALLEYS 


We in the Tennessee Valley not only are interested in our own 
section but we support other sections of this country, such as the 
development of the St. Lawrence Waterway. We believe that the St. 
Lawrence will be beneficial to all of the Nation, just as TVA is bene- 
ficial to all of the Nation. 

The development of our rivers and our harbors and the conservation 
of our natural resources is not. just one area of the Nation benefiting, 
but the entire economy of the Nation is affected. 

I assure you that the program of TVA has not and will not attempt 
to lure industries from other sections of this great country to our 
own section. We are interested in building up our own small indus- 
tries and we do not intend to improve our standards and way of life 
at the expense of any other section of this Nation. 

The industrial growth of the entire Tennessee Valley area has come 
about not as a result of immigration from other areas but. TVA has 
induced our local, homeowned industries to grow and expand. 


SANCTITY OF CONTRACTS 


Tupelo and the 148 other locally owned electricity distributors have 
entered into contracts with the TVA with utmost seriousness and 
these contracts should be regarded by Congress as a solemn agreement. 
Good-faith commitments between local governments and the Federal 
Government should be met. The Congress should furnish sufficient 
money and funds to keep these good-faith commitments and con- 
tracts in operation. 

Our people, by their purchase of electricity, are repaying every 
nickel of this money back to the Federal Government for the cost of 
the generating facilities that. serve them. 

We in the valley need additional facilities to meet our ever-increas- 
ing demands for current. I feel certain that Congress also believes in 
the sanctity of the contracts which an agency of the Federal Govern- 
ment has entered into with the citizens of the local governments, and 
IT am sure that vou agree that the people’s faith and confidence in its 
own Federal Government should not be deliberately undermined. 

Senator Sarronstraty. Thank you very much, Mr. Mayor. 

Senator Eastland, while you were out ‘of the room, we took advan- 
tage of you and used your name and introduced one of your distin- 
guished citizens. 


Se 
Se 
M 
Se 
sevel 


sevel 
Ame 
and | 
Nc 
the « 
istrs 
they 


STA’ 
LE 
TC 


M 
tive 
cove 
men 
here 
our’ 
wha 

Se 
you 
corr 

M 

Si 
thos 
are 
to h 
this 

M 

S 
ing 

Yoh 
peo] 

N 
whi 
we’ 

V 
inp 
the 
wit: 
afte 

N 
stat 
I ga 
giv 

wal 





ric 


sI- 

‘al 
rd 
on 
‘k- 


he 


he 
ot 


mn 
he 


le 


om 
x, 


pt 
ur 


fe 


1e 
as 


ve 
id 
i. 

a 


‘I- 


l- 
l- 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 487 


Senator Kastnanp. Thank you, Mr. Chairman. 

Senator SaurtonsTaLL. Thank you, Mr. Mayor, very much. 

Mr. Battarv. Thank you, Mr. Chairman. 

Senator SarronsTaLyt. The committee has before it for hearing 
several witnesses who wish to speak on spec ial matters. There are 
several on the ICC, one on the civil-service retirement fund, and the 
American Legion representatives are here on civil-service housing, 
and the Veterans’ Administration. 

Now, on two of those matters we have had to postpone them so that 
the committee has heard neither housing nor the Veterans’ Admin 
istration. Did the American Legion wish to testify on those, or would 
they prefer to wait? 


Tne Amertcan LEGION 


STATEMENT OF MILES D. KENNEDY, DIRECTOR, NATIONAL 
LEGISLATIVE COMMISSION, THE AMERICAN LEGION, WASHING- 
TON, D. C. 


NATIONAL REHABILITATION COMMISSION 


Mr. Kennepy. I am Miles Kennedy, director of the national legisla- 
tive commission. Our testimony is very brief. We have statements 
covering four subjects, and we will be very happy to submit the state- 
ments and ask that they be incorporated in the record. Our men are 
here to answer any questions you gentlemen may have toask. As I say, 
our testimony will be very brief. We are at your pleasure and will do 
whatever you want us to do. 

Senator Savronstauu. I believe that if you are here this afternoon 
you probably will not want to come up again. owever, if I surmise 
correctly, you are here most of the time. 

Mr. Kennepy. Whatever you say. 

Senator SaLronsTatu. We will put your statements in the record on 
those subjects. The Chair most respectfully does not believe that we 
are in a position to ask questions advisedly this afternoon. We intend 
to hold the housing tomorrow, probably all day. Much of it will be on 
this New York problem of Columbus Circle. 

Mr. Kennepy. Weare only interested in the direct-loan feature of it. 

Senator SarronsraLL. That would come up probably some time dur 
ing the day tomorrow. The Chair cannot say just when because this 
Columbus Circle thing will come up first, and there are a number of 
people from New Y ork who are coming down. 

Now on the Veterans’ Administration, that is due for various reasons 
which we will not go into to be held at 10 a. m. on April 23. We hope 
we will be able to carry out that schedule. 

We will take your statements now, and we appreciate your courtesy 
in permitting us to take your statements, which we will incorporate in 
the record, and if you care to come and listen when the Government 
witnesses come up at that time and have anything you wish to add 
after that, or any questions you want to raise after that, you may do so. 

Mr. Kennepy. I understand my request to have our respective 
statements incorporated in the record on these three topics is granted. 
I gave them to Mr. Cooper on the Veterans’ Administration. T did not 
give him yet the housing and civil service. I did not know whether he 
wanted that at this moment or not. 
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Senator SauvronstTaLL. We will put them all in the record, and we 
appreciate your courtesy in doing it that way. 

Mr. Kennepy. Might I have the record show that we have here also 
Mr. T. O. Kraabel, the director of our rehabilitation commission. 

Senator Savronsta.ti. Will you please stand, sir? 

Mr. Kennepy. And Dr. Irving B. Brick, associate medical consult- 
ant of the American Legion; Clarence Bird, director of our economic 
commission; Mr. Clarence H. Olson, assistant director of the national 
legislative commission, and Mr. Charles W. Stevens, assistant director 
of the rehabilitation commission. 


PREPARED STATEMENTS 


Senator Savronstatt. Thank you very much, gentlemen, and we 
will put those statements in the record, and we appreciate your cour- 
tesy and your helpfulness in being here. 

Mr. Kennepy. Thank you, Senator. 

(The statements referred to follow :) 


STATEMENT By T. O. KRAABEL, Drrector, NATIONAL REHABILITATION COMMISSION, 
THE AMERICAN LEGION 


The American Legion appreciates the opportunity of being heard on that por- 
tion of the independent offices appropriation bill for 1955 (H. R. 8583) which 
makes provision for the Veterans’ Administration. There are three great pro- 
grams administered by the Veterans’ Administration, namely, medical and hos- 
pital care, compensation and pensions, and insurance. We respectfully submit 
our comments as to two of them at this time. 


MEDICAL AND HOSPITAL CARE 
Inpatient care 


This is the essential program of veterans’ hospitalization as to which there 
have been so many comments, analyses, and attacks. For fiscal year 1954 Con- 
gress appropriated the amount the Veterans’ Administration said it needed to 
operate the hospital program, namely, $555 million (including approximately 
$7 million from reimbursements for services performed for other Government 
agencies and individuals). For the coming fiscal year the VA estimated the pro- 
gram needs at $566 million, and in addition $7 million plus from reimburse- 
ments. The Bureau of the Budget reduced this to $554,128,000 plus the reim- 
bursement amount, and the House Appropriations Committee reduced it further, 
leaving it at the same figure as last year, namely, $555 million. 

The additional amounts for domiciliary facilities, $24,236,000, and contract 
hospitals, $18,891,000, were the same as estimated by the Budget Bureau, the 
total for all 3 amounting to $598,127,000. 

Under date of March 15, 1954, the Administrator of Veterans’ Affairs wrote 
the subcommittee of the House Committee on Appropriations saying that this 
amount “will be adequate to provide for an average of 127,000 hospital and 
domiciliary patients per day in Veterans’ Administration and contract facilities. 
In this opinion it is understood that the present standards of medical care must 
be maintained.” 

In view of the fact that the two top officials of the Veterans’ Administration 
agree that this amount will be sufficient, we enter no special plea for increasing 
that sum. However, we would respectfully point out to this committee con- 
siderations which we feel are important: 

1. Veterans themselves, their folks, service officers, the medical fraternity, 
the public generally, and the United States Congress, all recognize the high 
standard of medical and hospital care maintained by the VA. That standard 
must be continued. But will it be, in view of the fact that during the coming 
fiscal year, the VA may have to operate a greater number of beas, at the same 
rate of occupancy, for the same amount of funds allocated during the current 
fiscal year? 
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2. The House Appropriations Committee states in its report that the amount 
of the appropriations is related to the average daily patient load rather than 
average number of operating beds. 

As stated above, the amount recommended by this committee is considered 
adequate to provide care for an average of 127,000 hospital and domiciliary 
patients per day in VA and contract-hospital facilities. As of February 28, 1954, 
the average daily patient load was as follows: 


VA hospitals sialiesloatienadneeiniie eae ettedn tae . : 107, 256 
Non-VA hospitals abs ichaotiel eee a BS tp ll aenrae 1, 950 
Domiciliary. siieaniaeimnannaman scecaiaseivitenitsedminaamei Taian ee . 17,348 

Total__ igudeeneees aoisadananaaaniel ee aelteenes ane Se, oon 


This already exceeds the average daily patient load, hospital and domiciliary, 
estimated for the coming fiscal year. Indications are that the number of con 
tract beds may be reduced to around 4,800; the domiciliary-bed occupancy may 
remain static at around 17,000; and the average daily patient load in VA hos- 
pitals will approximate 105,100, or a total of approximately 127,000. Any method 
of calculation in which one might indulge brings the result that there is only 
a minimum increase provided for the coming year—this in the face of the fact 
that there has been a steady increase in the number of applicants certified as 
eligible for hospitalization since September 1953 (17,118 to 20,592). 

The summary of hospital construction and activation for February 28, 1954, 
indicates that new hospital projects authorized and appropriated for by Congress 
will be eoming in during fiscal year 1955 as follows: 


Location Type | Number | Date 

New York... General medical and surgical 1, C8. ': Semguet, 1054 
Pittsburgh do 742 | July 1 
Dallas do 503 | February 1955 

Total 2, 497 
Los Angeles... Neuropsychiatric 961 | January 1955. 
Dearborn Tuberculosis 362 | April 1955 

- -| 
Total. ‘ } 3, 820 


Holding the amount of funds for the hospital and domicilary care program for 
the coming year at the same figure as for the current year (incidentally, much 
less than the VA itself and the Budget Bureau estimated would be required in 
the face of the rising waiting list of eligible veterans and the activation of new 
beds cited above) raises the question: Will relating the appropriations to the 
total average daily patient load rather than to the average number of operating 
beds have the effect of limiting the number of patients to be cared for? Or do we 
face the other possibility that activating the new beds and cutting down the 
pending load of applications may actually dilute the high quality of care which 
has been advocated and maintained these past several years? 

The House Appropriations Committee speaks of economies that can be effected 
in the operation of VA hospitals. We understand that the Chief Medical Di 
rector and Department of Medicine and Surgery are giving these suggestions 
careful study. Hospital managers as well as regional office managers have been 
given more authority to run their individual institutions under the VA reorgani- 
zation plan. They have the opportunity of effecting shortcuts and economies. 
At the same time they will be solicitous of seeing that such economies do not im- 
pair the quality of the hospitalization program. This is something an investiga- 
tive team with neither a medical nor hospital man in its group, and searching 
only for dollar savings, may overlook. The net of all of this seems to be: to 
control or limit the number of patients to be hospitalized by restricting funds 
irrespective of rising waiting lists or number of operating beds. 

Outpatient care 

This is a phase of the care program devoted entirely to the service-connected 
disabled. The original H. R, 8583 introduced in the House contained a proviso 
setting up restrictions as to the use of funds for outpatient dental services and 
treatment. The original budget submitted to Congress stated that of the total 
amount requested, $76,744,000, there shall be available for outpatient fee basis 
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dental care a sum not exceeding $5,810,000. The House eliminated this restric- 
tion and the requirement as to filing for treatment of a noncompensable service- 
connected dental Gondition within a limited time. 

With this change it becomes necessary to appraise the pending load of appli 
cations for dental treatment and to make an estimate of the number of new 
applications that may come in during the coming fiscal year. Examining the VA 
statistical summaries for the 8 months of fiscal year 1954, we find that under 
the limitation of $23 million for outpatient fee basis dental care made available 
during the current fiscal year the pending load has been gradually reduced from 
824.241 as of July 31, 1953, to 174,748 as of February 28, 1954. During that time 
168,257 treatment cases were handled by fee basis dentists. The average cost 
per treatment case completed ranged from $87.93 to $101.85. The average num 
ber treated per month during this 8-month period was slightly more than 21,000, 
and the average cost approximates $96 per case. This is our own computation 
based upon the published records of the VA. This may vary somewhat from the 
calculations made by the statistical experts in that agency but we feel it is rela- 
tively correct 

Assuming that the operation of this program will proceed at relatively the same 
pace for the coming year, and taking into account a slight reduction in the num 
ber of applicants for initial treatments, we reach an approximation of 220,000 
treatment cases being handled by fee basis dentists this coming year. If the 
average cost remains the same the total amount required would be $21,120,000. 
Deducting the amount originally earmarked for this purpose, namely, $5,810,000, 
we find a deficiency of slightly more than $15 million in the total amount for 
outpatient care for the coming year. We sincerely urge an adequate supplemen- 
tary amount in order to care for the number of war veterans who still have not 
received their initial treatments for service-connected noncompensable dental 
conditions. 





COMPENSATION AND PENSIONS 
s “ VOT te 


Last vear this account was reduced $300 million from the estimate submitted 
by the Budget Bureau. Recently, in the third supplemental appropriation bill for 
fiscal year 194, Congress has restored $215 million to meet the compensation 
and pension payrolls. In the bill before us the amount estimated by the Budget 
Bureau has ben reduced by $100 million. House Report 1428 carries the com 
ment on page 31 that the House Appropriations Committee recognizes that funds 
provided for this purpose are to meet firm obligations of the Federal Government, 
that the reduced amount is an estimate, and that if it develops in the next fiscal 
year that additional funds will be needed the committee will recommend an 
amount to meet the situation. 

We find ourselves in agreement with the chairman of the House Committee on 
Veterans’ Affairs when she says: “It seems to me to be rather poor procedure for 
the Appropriations Committee each year to cut this item, knowing full well that 
in most instances the Veterans’ Administration will have to come back and ask 
for a supplemental appropriation. If the full amount is appropriated and is not 
used it reverts to the Treasury. It seems to me much more orderly, much better 
procedure, to vote the full amount requested by the Veterans’ Administration and 
appreved by the Bureau of the Budget than to go through the costly procedure of 
having additional estimates, introduction, sponsorship of a new item, and a new 
appropriation bill when all this could be avoided.” 

Another important fact is pointed out, and that is, each time there is publicity 
about Congress cutting the amount for disability compensation and pension 
there is much worry, concern, and anxiety on the part of veterans and their 
dependents throughout the country. Questions are raised as to whether or not 
the Government is going to enter upon a program of gradually reducing and 
probably eliminating some of these benefits. It is well to remember that the 
awards calling for these funds are based upon laws enacted by Congress. More- 
over, these awards are computed on the basis of ratings made in accordance 
with the 1945 Schedule for Rating Disabilities. This is a document authorized 
by Congress and reaffirmed in Public Law 458, 79th Congress, approved June 
27, 1946. 

Survey of ratings 


We are aware of the recommendation by the House Committee on Veterans’ 
Affairs that there be a comprehensive review of papers and files in connection 
with the compensation and pension program. There is cited an experience of 
1,000 case folders in the District of Columbia regional office being examined by a 
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team from the General Accounting Office. These examination disclosed over 
payments to benficiaries amounting to $21,460 and underpayments of $6,600. We 
have been informed that 9 and sometimes 10 investigators conducted this survey, 
and that it took approximately 5 .nonths—2 months of instruction as to the 
rating schedule, examination procedures, etc., and 3 months on the actual study. 
Herein the Government expended a sum for investigative personnel much greater 
than the amount of alleged net over-payments made to beneficiaries 

The American Legion would point out that it has handled and won hundreds of 
cases previously denied in which the awards were started from the date of 
final determination, rather than the date the claim was filed or disability found, 
and based upon the same evidence which the Government had in its records for 
most of that period. We venture the comment that the Government has realized 
much more through this procedure of starting awards the date of administrative 
or appellate determination than it possibly has lost in rating errors. 


VA Review of permanent ratings 


As this report is being written the Veterans’ Administration is undertaking a 
survey of its own to ascertain the extent of errors in the claims with permanent 
ratings not scheduled for reexamination. Here is a procedure that will have a 
delaying effect upon the handling of new claims and will incur additional 
expenses probably in amount greater than any net difference in errors that will 
be found. Everything considered, the VA after 35 years is consistently checking 
its own procedures and correcting errors. Moreover, there are congressionally 
chartered veterans’ organizations who have experts in medicine, claims, and 
rating procedures who as representatives of those who seek the assistance of one 
of these organizations are constantly pointing out incidents of misratings, mis 
application of rating schedule, nonrecognition of the actual disability, inadequate 
examination reports, etc. We cannot and do not believe that any team from the 
General Accounting Office, not trained nor daily engaged in rating claims for 
disability compensation and pension, is equipped with greater knowledge in these 
matters than the experts who are trained for that purpose and devote their whole 
life to it 

The American Legion is not advoeating the continuance of awards to those 
not entitled, but we submit that the constant harassment of surveys, studies, 
and checkups on VA procedures in this field is causing much more disturbance 
and incurring more expense than any savings that might be realized More 
over, it impedes the VA staff itself from fully applying its skill to the field of 
checking on each unit’s work, making corrections and adjustments 


How about review of disallowed claims? 


This checkup by the Government brings to mind that in the archives of the 
Veterans’ Administration are aproximately 4 million disallowed claims. How 
about initiating a review of them to see how, many claimants still living and 
carrying on may be worthy of disability awards? Approximately 50 percent of 
claims filed with the VA are represented by one of the congressionally chartered 
veterans organizations. Claimants in the other half choose to file and develop 
their claims without this assistance. Hundreds and thousands of them are 
denied and never appealed or reopened. The American Legion through its serv 
ice officers and staff of the National Rehabilitation Commission does not take 
these disallowances without exhausting every possibility indicated by the facts 
and under the law. The experience of this organization has been that thousands 
of families throughout the country are in better economic condition because of 
the expert knowledge on the part of service officers of congressionally enacted 
laws and VA regulations pertaining to these claims. Represented cases have 
a greater percentage of satisfactory settlements than the unrepresented ones 
How much has the Government saved in these disallowed claims as against what 
it is now trying to save by review of allowed claims placed upon a permanent 
rating basis? 


HOSPITAL AND DOMICILIARY FACILITIBS 


Just a word with reference to the congressionally authorized construction of 
a new Veterans’ Administration hospital in the District of Columbia. Funds 
have not as yet been provided. The debate on this point in the House would 
indicate that one of the reasons for not appropriating funds for this purpose 
is the problem of staffing. On this point we call the attention of the committee 
to the testimony of Dr. Winfred Overholser who, in appearing before the House 
Committee on Veterans’ Affairs on April 6, 1954, said in substance that if a 
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500-bed VA hospital in the District of Columbia could not be adequately staffed 
then it would be impossible for the Veterans’ Administration to staff any of its 
hospitals throughout the country. There is great need for this institution, and 
as it was pointed out in the House debate, it is a disgrace to the veterans and 
people of this country that the Nation’s Capital does not have a modern and 
adequate VA hospital, 


THE AMERICAN LEGION, STATE HEADQUARTERS 
FARGO, N. DAK. 


Whereas adequate housing facilities for medical and other technical personnel 
at the Veterans’ Administration Hospital at Fargo, N. Dak., have never been 
provided ; and 

Whereas this inadequate housing situation has created a serious problem in 
securing and maintaining the necessary professional medical personnel, and 

Whereas because of the shortage of medical personnel at the Veterans’ Admin- 
istration Hospital at Fargo, only one-fourth of the beds available are being used 
to care for the veterans of this area needing hospitalization and treatment, and 

Whereas funds were provided some years ago for the construction of the 
necessary adequate housing on the Fargo station but that said funds were used 
at the branch office of the Veterans’ Administration at Fort Snelling, Minn., and 
third-rate quonset huts were substituted therefor on the Fargo station for housing 
of medical personnel which are entirely inadequate, unsuitable, and unlivable: 
Now, therefore, be it 

Resolved by the American Legion department of North Dakota, in its 35th 
annual convention regularly assembled at Minot, N. Dak., June 28-80, 1953 That 
the department adjutant and the department legislative committee chairman 
of the North Dakota department of the American Legion contact their United 
States Senators and Congressmen, the national rehabilitation commission, and 
the national legislative commission of the American Legion at Washington, D. C., 
to remedy this injustice. 





STATEMENT OF JOHN S. MEARS, ASSISTANT Drrecrorn, NATIONAL EcoONoMIC 
CoMMISSION, THE AMERICAN LEGION ON CIVIL ServIcE FuNpDs FoR THE FISCAL 
Yrar 1955 


Mr. Chairman and members of the subcommittee, the American Legion is vitally 
interested in seeing that the Civil Service Commission is supplied with sufficient 
funds to operate in the interest of better Government and see to it that the pro- 
visions of the Veterans’ Preference Act of 1944, as amended, are compiled with 
in all respects. 

The anvpropriations for the Civil Service Commission have been hased on the 
assumption that the turnover in Federal employment for the fiscal year 1955 will 
be far less than it has been in recent years. The placements in this field will 
not be of such a great number as in the past. 

The amount of money requested by the Commission this year is somewhat 
smaller than that appropriated for the fiscal year 1954, based upon the afore- 
mentioned facts; however, the Commission has two things before it which may 
mean that additional funds may be necessary during the fiscal year 1955. 

The American Legion urges that the Whitten amendment be repealed. In the 
event that this is undertaken, there will be a large conversion of indefinite and 
temporary employees to permanent status. This, in itself, will create a con- 
siderable number of problems for the Commission and may necessitate additional 
funds. The American Legion also strongly urges that if this amendment is 
repealed, veterans’ preference will prevail in the conversion program. 

At the request of the American Legion and other organizations, the Civil 
Service Commission has originated a counseling service for veterans, which is 
conducted under the Veterans’ Counseling Service Division of the Civil Service 
Commission. While no additional funds are requested by the Commission at 
this time, as this program is in its infancy, the development of the program may, 
of necessity, require a deficiency appropriation. 

The Investigation Service of the Civil Service Commission has never had 
sufficient funds, and while the Commission feels that the appropriation as re- 
quested is ample to take care of the situation as it now exists, it is believed by 
those of us who are working in the field of employment and veterans’ preference 
that this item could stand readjustment upward. 
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We are appreciative of the cooperation given to the veterans’ organizations, 
particularly the American Legion, by Chairman Young of the Civil Service Com 
mission, in the attitude shown to veterans, and we urgently request that the 
Congress supply the Civil Service Commission with the appropriation requested 
by the Bureau of the Budget, and that no further cuts be made in this office. 

The American Legion sincerely appreciates this opportunity to present this 
statement before this subcommittee. 


STATEMENT OF JOHN S. MEARS, ADMINISTRATIVE ASSISTANT, NATIONAL Bconomic 
COMMISSION, THE AMERICAN LEGION 


Mr. Chairman and members of the subcommittee, I wish to express my appre 
ciation for the opportunity of appearing before you to present the views of the 
American Legion on the subject of the extension of the direct-loan program to 
veterans under title III of the Servicemen’s Readjustment Act of 1944, as 
amended. 

You are undoubtedly aware that the need for the direct-loan program has 
been an ever-present actuality in the past and that this need is still present today. 
Due to the many complex fiscal factors there was a scarcity of mortgage loan 
money available to veterans when the GI loan maximum interest rate was 4 
percent. Recently it was felt that an increase in the maximum interest rate from 
4 to 4% percent would alleviate the scarcity of this mortgage money. 

It appears, however, that changes in these above-mentioned fiscal policies have 
counteracted any marked increase in the supply of GI loan mortgage money and 
that there is still today an inadequate supply. Without reiterating in detail, it 
will suffice to say that the American Legion has been, and still is, in favor of 
governmental assistance in the lending field when there is absolutely no private 
capital available. 

While the increase in the interest rate did result in some additional money 
being made available to veterans, it by no means was adequate because of other 
changes in the many complex factors of the overall fiscal picture. To illustrate 
the continuing need of the direct-loan program there were, as of March 31, 
1954, 37,591 applications for direct loans pending with the Veterans’ Adminis- 
tration, all from areas which are eligible for loans under the program. 

Under the present law, which makes available $25 million per quarter to the 
Veterans’ Administration, the direct-loan program could only service about one- 
half of this waiting list. Since the beginning of the program the Veterans’ 
Administration has made full disbursements on 40,408 loans. This figure does 
not include several thousand applications which are in various stages of pro« 
essing. There are undoubtedly some large metropolitan areas where GI loan 
mortgage money is either very scarce or nonexistent, but since the direct-loan 
rogram has placed a ceiling of 25,000 population on the urban areas which can 
Le declared eligible under the direct-loan program, it is apparent that the 37,591 
pending applications represent only those rural and suburban areas which come 
under the 25,000 population ceiling. The American Legion feels that these figures 
alone adequately testify to the need for extending the program. 

While we do not specifically request any increase in the present funds we 
strongly urge that no reduction be considered by this committee. 

In closing, we feel it worthy of note that at the present time there is a balance 
of $6,141,869.80 representing a reserve for expenses and losses. This actually 
represents a profit to the Government in the administration of this program 

While there are many, many statistics available, the American Legion feels 
that it is sufficient to say that there is a great need for this program today, and 
in view of the reserve on hand for anticipated losses, this committee is requested 
to give favorable consideration to the extension of the direct-loan program that 
no reduction be made in the funds available. 


Civin SERVICE COMMISSION 


Senator Sartonstauu. I have here a statement of John S. Mears, 
assistant director, national economic commission, the American 
Legion, which I will put in the record at this point. 

(The statement referred to follows:) 
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STATEMENT OF JOHN S. MEARS, ASSISTANT DIRECTOR, NATIONAL ECONOMIC 
COMMISSION, THE AMERICAN LEGION 


Mr. Chairman and members of the subcommittee, the American Legion is 
vitally interested in seeing that the Civil Service Commission is supplied with 
sufficient funds to operate in the interest of better government and see to it 
that the provisions of the Veterans’ Preference Act of 1944, as amended, are 
complied with in all respects. 

The appropriations for the Civil Service Commission have been based on 
the assumption that the turnover in Federal employment for the fiscal year 1955 
will be far less than it has been in recent years. The placements in this field 
will not be of such a great number as in the past. 

The amount of money requested by the Commission this year is somewhat 
smaller than that appropriated for the fiscal year 1954, based upon the afore- 
mentioned facts, however, the Commission has two things before it which may 
mean that additional funds may be necessary during the fiscal year 1955, 

The American Legion urges that the Whitten amendment be repealed. In 
the event that this is undertaken, there will be a large conversion of indefinite 
and temporary employees to permanent status. This, in itself, will create a 
considerable number of problems for the Commission and may necessitate ad- 
ditional funds. The American Legion also strongly urges that if this amend- 
ment is repealed, veterans’ preference will prevail in the conversion program. 

At the request of the American Legion and other organizations, the Civil Service 
Commission has originated a counseling service for veterans, which is conducted 
under the Veterans’ Counseling Service Division of the Civil Service Commis- 
sion. While no additional funds are requested by the Commission at this time, 
as this program is in its infancy, the development of the program may, of neces- 
sity, require a deficiency appropriation. 

The Investigation Service of the Civil Service Commission has never had 
sufficient funds, and while the Commission feels that the appropriation as 
requested is ample to take care of the situation as it now exists, it is believed 
by those of us who are working in the field of employment and veterans’ prefer- 
ence that this item could stand readjustment upward. 

We are appreciative of the cooperation given to the veterans’ organizations, 
particularly the American Legion, by Chairman Young of the Civil Service com- 
mission, in the attitude shown to veterans, and we urgently request that the 
Congress supply the Civil Service Commission with the appropriation requested 
by the Bureau of the Budget, and that no further cuts be made in this office. 

The American Legion sincerely appreciates this opportunity to present this 
statement before this subcommittee. 


AMERICAN Denvat ASSOCIATION 


STATEMENTS OF DR. PAUL E. JONES, MEMBER OF THE COUNCIL ON 
LEGISLATION OF THE AMERICAN DENTAL ASSOCIATION; AND 
HOWARD GREENBLATT, ASSISTANT SECRETARY, COUNCIL ON 
LEGISLATION OF THE AMERICAN DENTAL ASSOCIATION 


VETERANS’ ADMINISTRATION 


Senator SavronsraLn, The next witnesses are from the American 
Dental Association, Dr. Paul Jones and Mr Howard Greenblatt, both 
concerning the Veterans’ Administration. 

Do you have more than one prepared statement ¢ 

Mr. Greensiatr. We have one statement. We would like to read 
it, if we may. 

Senator SavronstaLL. You may proceed. 

Dr. Jonrs. Mr. Chairman and gentlemen of the committee, I am 
Paul E. Jones, a practicing dentist of Farmville, N. C. I am here 
today as a member of the council on legislation of the American 
Dental Association to present the views of that organization with 
respect to H. R. 8583, the Independent Offices Appropriation Act, 
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1955. With me is Mr. Howard N. Greenblatt of Chicago, Ll., as 
sistant secretary of the Council. 

As you know, the American Dental Association is the official spokes 
man for more than 84 percent of the 83,000 practicing dentists of the 
country. Consequently, the association is concerned with all matters 
which affect the dental health of the public or the practice of dentistry. 
This bill, because it contains appropriations for dental treatment 
through the Veterans’ Administration, falls into the class of subjects 
on which the asociation should make known its views. 


FEE-BASIS OUTPATIENT DENTAL CARE 


The budget for fiscal year 1955, at page 157, sets forth a wees by 
the Veterans’ Administration for $5,810,000 to provide for fee basis 
outpatient dental care. The President, in his budget message, page 
M53, recommended this sum contingent upon rentention of a legislative 
rider which had been attached to the fiseal 1954 Appropriation Act. 


STRICKEN BY HOUSE ON POINT OF ORDER 


This bill now comes before the Senate without that rider, it having 
been stricken by the House of Representatives on the point of order 
that it contained substantive legislation. Also missing from the bill 
is language contained in the budget which earmarked this sum for 
the use of the fee-basis outpatient dental program. This latter clause 
was removed by committee action and was not reported to the House. 

We wish to raise three points for your consideration: (1) The effect 
of eliminating the rider: (2) the desir: ibility of earmarking this ap 
propriation; and (3) the adequacy of the amount appropriated for 
this purpose, 

VA DENTAL PROGRAM 


The Veterans’ Administration dental program prior to last year 
was a source of concern to both Congress and the American Dental 
Association. The adoption of the rider, plus the issuance by the 
Veterans’ Administration of Circular 2, dated January 25, 1954, had 
the combined effect of eliminating mer of that concern. Failure 
to support the present program either by a rider or by substantive 
legislation along the same lines may te nd to restore ‘the program to 
the old basis against which both Congress and the association had a 
legitimate complaint. 

In effect, the rider invalidated the old presumptive rule whereby 
dental disorders discovered within 1 year after discharge were pre 
sumed to be service-connected and eliminated the presumptive effect 
of Public Law 791, 8ist Congress, upon the dental disorders of 
Spanish-American war veterans. It further limited the right of 
veterans pursuing a course of rehabilitation training under Public 
Law 16, 78th Congress, to have their dental defects corrected except 
upon proof of actual service-connection. It implied that future 
appropriation bills would contain language which would eliminate 
the right of veterans, having a service-connected dental disability 
less than 10 percent disabling, to obtain any dental treatment after 
July 27, 1954, unless they applied for treatment within 1 year afte: 
the date of their discharge. 

45746—54——32 
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The rider had no effect upon the potential patient load during 
fiscal year 1954 since, under its terms, the entire veteran population 
can apply for treatment prior to July 27, 1954, and if proof of dental 
service-connection is shown such applicants will be entitled to receive 
treatment. If the rider is not reenacted or replaced by substantive 
legislation this right will continue indefinitely. 

Circular No. 2, while not entirely dependent upon the rider or 
similar legislation, at least derived support from the existence of the 
— implied in the rider to reduce the future potential caseload, 

n effect, Circular No. 2 permits treatment when and as required for 
dental service-connected disabilities greater than 10 percent; restricts 
treatment to a one-time basis for veterans applying therefor who have 
disabilities of less than 10 percent; and permits adjunct dental treat- 
ment for service-connected disorders of a general medical nature. 

Historically, outpatient dental treatment by fee-basis dentists has 
been authorized for veterans since 1919. The program has undergone 
many changes in that time but was not of sufficient size to be fiseally 
significant until the mass exodus of veterans after 1945 quintupled 
the veteran population. During that pre-World War IT incubation 
period certain unscientific bases for authorizing treatment had crept 
into the program which allowed not only extensive repeat treatment 
for subsequently occuring dental problems but also permitted the 
treatment of non-service-connected conditions in support of teeth 
deemed to be service-connected. 


EFFECT OF WORLD WAR II ON PROGRAM 


Applying this doctrine to the 15 million new veterans of World 
War II mushroomed the program into a fiscal problem of serious 
proportions, one which had apparently become unmanageable either 
by Congress or the Veterans’ Administration. Enactment of the 
rider, coupled with the issuance of Circular 2, appeared to offer to 
the veteran the dental treatment to which he was entitled on account 
of any disability’ incurred in service and, at the same time, to offer 
to the taxpayer some relief from the mounting costs of the program 
as it formerly existed. 

In the years following World War II expenditures under this pro- 
gram reached a maximum of $40 million per annum. This was 
gradually decreased to $23 million last year, not because the demand 
for serpice abated but because the appropriations committees refused 
to recommend the full sums necessary to meet the claims presented 
by the veterans under their legal entitlement. Last year our 
association told your committee : 

Estimating that the combined backlog and new applications will be 750,000 
eases during fiscal year 1954 it is apparent that the anticipated cost of the 
program in realistic terms will be about $79.5 million. 


POTENTIAL COST 


Elimination of the rider eliminates the basis upon which the Presi- 
dent and the Veterans’ Administration constructed and justified the 
present budget. It will mean that the program potentiaily will not be 
a $5 or $10 million annual charge but that the cost may run as high 
as $25 or $30 million assuming that circular No. 2 is not repealed and 
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that Congress, in the future, is willing to pay for the program in ac- 
cordance with the demand. 

Our association believes, as Congressman Frelinghuysen stated on 
the floor of the House in support of the rider, that it is a stopgap 
measure which should be approved, but that Congress should also con- 
sider presently pending legislation to put the program as it exists 
today on a permanent basis. 


EARMARKING DENTAL FUNDS 


It will be noticed that the House abandoned the practice started 
last year of earmarking funds for the dental outpatient program. 
While it is true that the language employed placed a ceiling upon the 
amount available for dental purposes, the association believes that 
this is of technical effect only since the expenditure of funds would 
normally be limited by the amount justified to the Appropriations 
Committees during hearings on the bill. Further, if the amount is 
determined to be inadequate because of earmarking, the Veterans’ Ad 
ministration always has the right to request a supplemental appro 
priation, thus giving the Congress an opportunity to evaluate the re- 
quest for additional funds. The association also believes that because 
of the cost of this program in the past, and the extensive criticism of 
that cost, earmarking is necessary to identify to the people the true 
cost of the program from year to year. 

In previous years when dental funds were lumped in a general 
medical appropriation to be disbursed to the Dental Division by the 
Chief Medical Director at his discretion, it frequently happened that 
funds would be made available to the Dental Division so close to the 
end of a fiscal quarter that it was unable to make money available to 
the field in time to be used before the quarter elapsed. By making 
known, in the Appropriation Act, the total amount to be made avail- 
able, and by specifically earmarking the amount provided, the dental 
service will be able to plan the use of the funds in an orderly manner 
with a view to obtaining the maximum amount of dental work for the 
entitled veterans and the greatest fiscal benefit to the Government. 


ADEQUACY OF APPROPRIATION 


Finally, may I turn my attention to the amount of the appropria 
tion. If the rider is eliminated it is immediately obvious that the 
$5.81 million contained in the justification will be totally inadequate. 
It is hardly possible to make an estimate of what the cost will be, but 
it is reasonable to expect that it will not be less than the $23 million 
provided in fiscal 1954. Therefore, if your committee decides not to 
restore the rider, the association urges that the total asking in this 
section be increased by $17.19 million, thus earmarking $23 million for 
outpatient fee-basis dental ee ee and increasing the total ap- 
propriation in this division from $76.7 million to $94 million as a 
minimum requirement. 

If, on the other hand, your committee does restore the rider, the 
association still believes that $5.8 million is too low to take care of 
the existing backlog of approved applications plus the cases which 
will be approved during the next fiscal year. ‘The association believes 
that it would be better to provide sufficient funds during this fiscal 
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year to clean up the existing backlog and then to appropriate for 
future years only the sums necessary to meet) the anticipated load 
which will be derived solely from those persons who are discharged 
from the Armed Forces during any given fiscal year. In this instance 
the association recommends that a minimum of $10 million be ear- 
marked for dental outpatient fee-basis treatments during fiscal year 
1955. 


ASSOCIATION POLICY ON PROGRAM 


The association would like to submit for the record its official policy 
with respect to this program of the Veterans’ Administration which 
was adopted by its house of delegates in 1953. 

Senator SavronstaLL. Without objection, that resolution will be 
included in the record. 

(The resolution referred to follows :) 


POLICY OF THE AMERICAN DENTAL ASSOCIATION WitH RESPECT TO THE VETERANS’ 
ADMINISTRATION QUTPATIENT DENTAL PROGRAM 


Resolved, That the following statement of policy be adopted to serve as the 
basis for urging a revision of the Veterans’ Administration outpatient dental 
care program so as to conform with a practical concept of the Federal Govern- 
ment’s obligation to veterans: 

The Federal Government’s obligation for service-incurred dental conditions 
of the veteran should be no more than the correction of the dental diseases or 
injuries incurred by him while in service. It should be the responsibility of the 
military, therefore, to conduct a thorough dental examination of every incoming 
serviceman to determine his dental condition at that time. At time of discharge, 
a thorough dental examination should be made and a copy of those records 
should be made available to the Veterans’ Administration. Such a procedure 
is essential to assure that the Veterans’ Administration will have snitable 
records for determining the treatment to which a veteran is entitled. 

The standards presently applied to determine service-connected dental con- 
ditions of veterans are not specified in the basic laws or regulations governing 
the veterans’ entitlement to dental care. They have been established, rather 
by extension of a ruling made by the Solicitor of the Veterans’ Administration. 
Under the authority of that ruling the Veterans’ Administration has decided that 
a diseased tooth, rather than the disease itself, is a service-connected dental 
condition, and the Federal Government is, therefore, liable for its maintenance, 
including replacement. Thus the Veterans’ Administration (1) provides con- 
tinuing care of a service-connected tooth regardless of when or how a diseased 
condition of that tooth occurs; (2) replaces it if and when that becomes neces- 
sary; and (3) replaces or treats non-service-connected teeth if professonal 
judgment indicates that the maintenance of a service-connected tooth or its 
replacement cannot otherwise be adequately provided. 

The American Dental Association disagrees with the Veterans’ Administra 
tion’s concept of a service-connected dental condition. That any specific member 
or part of the human anatomy which has been infected or injured during military 
service must, thereafter, be treated and maintained in good function at Federal 
expense when later unrelated diseases or injuries occur is patently an unreason- 
able extension of the Federal Government’s obligation for service-connected con- 
ditions of the veteran. It would be as reasonable for the Veterans’ Administra- 
tion to rule that a service-incurred injury to an arm or leg, for example, made 
the Federal Government liable for treatment of all subsequent unrelated injuries 
to those members. 

The Veterans’ Administration should provide to the veteran the treatment 
necessary to correct any uncorrected dental disease or injury incurred in service 
or as a result of service, That treatment should be provided within a reasonable 
time after discharge, and, after correction of his service-incurred dental diseases 
or injuries, the veteran should be no longer entitled to the dental services 
provided by the Veterans’ Administration. 

Nothing in this statement of policy should be construed to apply te the present 
system for providing dental services in Veterans’ Administration hospitals and 
domiciliary institutions or to the present system for providing outpatient dental 
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cure (1) to veterans whose dental conditions have been professionally deter 


mined to be aggravating a service-connected medical condition; and (2) to 
veterans whose service-connected dental conditions have been determined to be 
disabling and compensable. 
and be it further 

Resolved, that the appropriate agencies of the association take the necessary 
steps to urge the Veterans’ Administration, or Congress if that proves necessary, 
to revise the tests for determining entitlement to Veterans’ Administration out 
patient dental services in accordance with this statement of policy. 


LEGISLATIVE RIDER 


Senator SaALronstraLL. Dr. Jones, as the Chair understands it, first, 
you would like to put back that rider which was eliminated on the floor 
of the House and not in the committee, if the Chair understands it. 

Dr. Jones. That is right. 

Senator SALronsraL.. Second, you believe that it is desirable to ear- 
mark the funds. 

Dr. Jones. Yes, to earmark the funds. 

Senator SauronsraLy. That will go for the use of that rider? 

Dr. Jones. That is correct. 

Senator SarronsraLL. The President recommended approximately 
$5,800,000. 

Dr. Jones. Yes, sir, that is right. 

Senator Savronsrau.. Third, you question the adequacy of the 
amount appropriated even if the rider is included. 

Dr. Jones. That is correct. 

Senator Sarronsraun. If the rider is not included then you estimate 
that you should earmark $23 million. 

Dr. Jones. We estimate that it will be in the neighborhood of $23 
million. 

Senator SavronstaLL. In the neighborhood of $23 million. 

Dr. Jones. We are just like the Government agencies on that esti 
mating. 

Senator Satronsrati. The Veterans’ Administration estimates that 
if the rider is eliminated there should be appropriated $16,621,000, so 
you are not very far apart. 

Dr. Jones. $21 million. 

Mr. Greensiatr. $16 million plus. 

Senator SavronstaLL. I beg your pardon, That is correct. It is 
from $76,700,000 to $93,300, 000. 

Mr. Greensiatr. That would be a minimum appropriation from 
our point of view, Mr. Chairman, 

Senator SatronsraLn. From the point of view of the dental as- 
sociation, you believe that this rider is more helpful than not having 
a rider, but you would like more funds even under the rider? Is that 
about it? 

Dr. Jonrs. Yes, sir. 


DENTAL CASE BACKLOG 


Mr. Greensiatr. We would like to see more funds appropriated so 
that this backlog, which is with us every year, is finally cleared up 
so that the program is on a year-to-year basis. In the pi vast each year 
there has been a backlog of cases that have been awaiting treatment. 
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Senator SavronsTaty., Assume the money was appropriated to clear 
up the backlog. Are there enough dentists to clear up the backlog? 

Mr. Greensiatr. Yes. This is a hometovn program. 

Senator Sarronstatn. But there are enough trained dentists to do 
the job? 

Dr. Jones. The backlog has not been created in the field, though, 
Senator. It has been getting them certified and getting them qualified 
and getting them to us. 

Senator Savronstatn, Thank you very much. 

Senator Thye? 

Senator Tuyr. I have no questions. 

Senator SaLronsraL.. Senator Dworshak ? 

Senator Dworsuak. I wanted to be sure I understand. The witness 
endorses wholeheartedly the resolution adopted by the American 
Dental Association ? 

Dr. Jones. That is right. 

Senator SatTonstaLu. Thank you, sir. 

Dr. Jones. Thank you for your courtesy, Senator. 


INTERSTATE COMMERCE COMMISSION 


STATEMENTS OF GEORGE NELSON, LEGISLATIVE REPRESENTA- 
TIVE, INTERNATIONAL ASSOCIATION OF MACHINISTS; AND 
MAYWOOD BOGGS, WASHINGTON REPRESENTATIVE, INTERNA- 
TIONAL BROTHERHOOD OF BOILERMAKERS, IRON SHIPBUILD- 
ERS, BLACKSMITHS, FORGERS, AND HELPERS, A. F. OF L. 


PREPARED STATEMENT 


Senator SauronstatL. The next witness is from the Association 
of ICC Practitioners. Is there anybody here representing that group ¢ 

Then we have the Brotherhood of Locomotive Firemen and En- 
ginemen. Is Mr. George Nelson here? 

Mr. Nelson, you are appearing in place of Mr. Peterson, who has the 
sad task of attending a funeral. 

Mr. Netson. Yes, sir. He has to be a pallbearer at a funeral. 

Senator SALTONSTALL. We all have those misfortunes. 

Now you have a formal statement that was prepared for Mr. Peter- 
son ¢ 

Mr. Nerson. That is right. 

Senator SauronstaLL, We will put that in the record. 

(The statement referred to follows:) 

My name is George Nelson. I am legislative representative for the Inter- 
national Association of Machinists, and am appearing here today, accompanied 
by Mr. Maywood Boggs, Washington representative for the International 
Brotherhood of Boiler Makers, Iron, Shipbuilders, Blacksmiths, Forgers, and 


Helpers, in the necessary absence of Mr. Eric Peterson, who is attending a 
funeral. 


STATEMENT OF ERIC PETERSON, GENERAL SECRETARY-TREASURER, INTERNATIONAL 
ASSOCIATION OF MACHINISTS, A. F. or L. 


Mr. Chairman and members of the committee, my name is Eric Peterson, 
and I am general secretary-treasuger of the International Association of 
Machinists. In addition to the organization of which I am an officer, I am 
also appearing here today in behalf of the Railway Employees Department of 
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the American Federation of Labor, and the Railway Labor Executives Asso- 
ciation. 

I certainly appreciate the opportunity to appear befor: this committee and 
set forth the views of these respective organizations with reference to the 
appropriations of the Interstate Commerce Commission as provided in H. R. 
8583, the appropriations bill for independent offices. 

We are very much disturbed by the provision contained in Report 1248 and 
the language on page 33 of the independent offices appropriations bill which 
provides : 

“Railroad safety and locomotive inspection: For expenses in the performance 
of functions relating to railroad inspection and safety, including not to exceed 
$290,000, for expenses of travel, $1,684,000.” 

The report on this bill which consolidates the items for “Railroad safety” 
and “Locomotive inspection” raises some serious questions. 

As you gentlemen know, the Bureau of Locomotive Inspection was created 
by an act of Congress 43 years ago, and since that time has operated as a 
separate Bureau under the direction and supervision of the Interstate Com- 
merce Commission. The organizations which I am privileged to represent 
strongly object to any change which may interfere with the effectiveness of 
the Bureau of Locomotive Inspection and the Bureau of Safety. 

Commissioner J. Monroe Johnson, present Chairman of the ICC, has taken 
the position that the inspection forces of the two Bureaus can be consolidated 
administratively and the same personnel assigned to inspect both locomotives 
and cars. We cannot agree with this reasoning in view of the difference in 
training and experience required by the inspectors. This difference is clearly 
illustrated in the requirements set forth by the United States Civil Service 
Commission in their examination announcements for inspectors for the two 
Bureaus. In the civil service requirements it provides, under the experience 
factors for locomotive inspectors, that— 

“In addition to passing the written test, applicants must have had (a) not 
less than 6 years of experience with railroads operating as common carriers 
coming within the jurisdiction of the Locomotive Boiler Inspection Act, as 
amended, in one or more of the following capacities: Master mechanic, road 
foreman of engines, roundhouse foreman, locomotive shop foreman, locomotive 
engineer, locomotive boilermaker, locomotive boiler inspector, or locomotive 
machinist; or (b) not less than 8 vears as railroad locomotive inspector or 
locomotive fireman; or (c) any time-equivalent combination of (@) and (bd), 
provided that in any case they must have had at least 6 months of active service 
in any capacity named above, or in connection with the inspection of locomotive 
equipment under the Government of the United States.” 

The Bureau of Safety, under provisions of the Safety Appliance, Hours of 
Service and Signal Inspection Acts, employs inspectors of hours of service, in 
spectors of railway signaling and train control, and inspectors of safety appli 
ances, and important differences in the experience factor, as compared to what 
is required from inspectors of locomotives, is again clearly illustrated in the fol- 
lowing excerpt from a Civil Service Commission announcement for inspectors em 
ployed by the Bureau of Safety : 

“In addition to passing the written test, applicants must have had at least 8 
years of experience in one or more of the positions listed under the title of the 
examination for which they are applying (see below). This experience must 
have been with railroads operating as common carriers and coming within the 
jurisdiction of the Safety Appliance, Hours of Service, or Signal Inspection Acts 

“Inspector of hours of service; Manager, general or division superintendent, 
trainmaster, chief train dispatcher, train dispatcher, telegraph operator, block 
operator, leverman, yardmaster, conductor, engineer, fireman, trainman, yardman. 

“Inspector of railway signaling and train control: Superintendent or assistant 
superintendent of signals or of telegraph and signals, engineer or assistant engi- 
neer of signals or of telegraph and signals, supervisor or assistant supervisor of 
signals or of telegraph and signals, office signal engineer, signal inspector or as- 
sistant signal inspector, signal foreman or assistant signal foreman, supervisor 
or inspector of cab signals or of train control apparatus, signal maintainer, sig- 
nalman (employed in signal construction or maintenance). Experience obtained 
in any of the above positions in the actual construction and installation or main- 
tenance of railway signals on a railroad subject to the act will be accepted even 
though the individual was not actually an employee of the railroad company. 
In any case, the experience must have included active work in design, installa- 
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tion, inspection, or maintenance of signals and must not have been exclusively 
in telegraph service. 

“Inspector of safety appliances: Manager, general or division superintendent, 
master mechanic, master car builder, car builder, general car foreman, inter- 
change car inspector, road foreman of engines, general airbrake supervisor, train- 
master, yardmaster, conductor, engineer, fireman, trainman, yardman. 

“Recency of experience: Applicants for the positions of safety appliances or 
inspector of hours of service must have had at least 1 year of the experience re- 
quired above, or 1 year’s experience as inspector of hours of service or inspector 
of safety appliances under the Government of the United States or any State 
or Territory, within the 5 years next preceding the closing date for receipt of 
applications. 

“Applicants for the position of inspector of railway signaling and train con- 
trol must have had at least 1 year of the experience required above, or 1 year’s 
experience as inspector of signaling under the Government of the United States or 
any State or Territory, within the 5 years next preceding the closing date for 
receipt of applications.” 

In addition thereto, the United States Civil Service Commission has spelled out 
the difference in functions between the inspectors for locomotives end inspectors 
for the Bureau of Safety in its description of work as outlined in the announce- 
ments of evamination. For example, the Commission, in their announcements 
describing the work of an inspector of locomotives, state: 

“Persons appointed to this position will inspect locomotives and see that car- 
riers make inspections in accordance with the locomotive inspection law and the 
rules and regulations established under the law: 2nd will see that carriers renair 
any defects which such inspections may disclose and before the locomotives or 
appurtenances are again put in service. In addition, they will be required to 
investigate and report upon accidents caused by failure of any parts or appurte- 
nances of the locomotive or tender, resulting in damage, injury, or death; and to 
perform other work assigned.” 

In their announcements of examinations for inspectors of hours of service, 
railway signaling and train control and safety appliances, the Commission 
provides that: 

“Persons appointed to each of the above positions will conduct investigations 
and inspections and prepare reports as required in the administration of the acts 
governing the particular position to which they are appointed (the Safety Appli- 
ance Acts, the Hours of Service Act, or the Signal Inspection Act) and the orders 
of the Interstate Commerce Commission issued in connection with these acts. 

“In addition, they will be required to investigate accidents, in accordance 
with section 3 of the Accident Investigation Act of May 6, 1910, and to prepare 
comprehensive written reports of their investigations; and to make such other 
inspections and investigations as may he assigned.” 

From the foregoing, it can he readily seen that requirements and experience 
for inspectors employed by the Bureau of Safety differ vastly from what is 
required of the insnectors employed by the Bureau of Locomotives. 

It is a well-established fact that the inspectors of the two Bureaus do not per- 
form related functions and this is particularly true today in view of the steam, 
electric, diesel and electric, and gas turbine motive power used in the railroad 
industry. 

It is our considered judgment that the required number of inspectors should 
he provided for each Bureau, and that ample funds should be appropriated and 
earmarked separately for each Bureau so that the Director of each may know 
definitely at the heginning of the year the total funds available and program the 
work accordingly. 

Under consideration in the Senate Committee of the Interstate and Foreign 
Commerce is bill 8S. 3059, introduced at the request of the Interstate Commerce 
Commission and designed to consolidate the Bureau of Locomotive Insnection 
with other Bureaus presently supervised by the Commission. Pending considera- 
tion of that bill, the Commission has already announced that it intends to merge 
the respective Bureaus as of May 1, 9nd it is apparent that separate acts of Con- 
gress are virtually being amended by the merging of appropriations and not 
through proper legislative processes. 

We believe that this is a dangerous deviation from the anthority vested in 
Convress. Based upon our years of experience in the railroad industry, we are 
convinced that the merging of these two Bureaus by the appropriation, or other 
methods, can only result in less adequate inspection and increased risk to the 
traveling public. 
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It is a recognized fact that today, passenger and freight trains are traveling 
at a higher speed than was true years ago, and in the interest of preventing dis 
astrous accidents, it is our considered judgment that instead of amalgamating 
and consolidating these Bureaus, additional appropriation should be provided 
so that an adequate inspection staff can perform the functions spelled out in 
existing laws. 

Under present appropriations allotted for travel, locomotive inspectors are 
prevented from leaving their assigned stations more than 12 days per month, 
thereby reducing the number of inspections that can be made and as a conse- 
quence building up the backlog of inspections due and overdue. 

It doesn’t make good sense to have a trained staff of inspectors available, and 
them limit their effectiveness by failing to provide adequate travel funds. 

I, therefore, recommend that the appropriation for travel be increased suf 
ficiently to permit the present force of inspectors to spend at least 18 days each 
month taking cure of needed inspections, 

I also respectfully request that this committee recommend separate and ade- 
quate appropriations for the respective Bureaus in order that the traveling 
publie and railroad employees may be assured of the protection for which appli- 
cable laws were enacted. 

Mr. Hartmen Barber, general representative, Brotherhood of Railway and 
Steamship Clerks, Freight Handlers, Express and Station Employees, will pre- 
sent a separate statement dealing with the Bureau of Service. 


LOCOMOTIVE INSPECTION AND RAILROAD SAFETY 


Senator Sauronstaty. Now, you are a witness in connection with 
what matter, please ¢ 

Mr. Netson. With the appropriations as they relate to H. R. 8583 
affecting the Bureau of Locomotive Inspection and the Bureau of 
Safety, Interstate Commerce Commission. 

Senator SauronsraL.t. Now, on the Interstate Commerce Commis 
sion we had them here the other day, and they testified for a language 
change, and that was the only change they requested with relation to 
the ICC. 

Then there was the defense transport activities, which was testified 
to independently under the appropriation, under the White House. 
The Chair understands you are not interested in those activities but 
you are interested in locomotive i inspection and railroad safety, The 
House combined the two amounts into “Locomotive inspection and 

railroad safety.” The amount of that appropriation is not contested 
by the ICC, but the Chair understands that you wish to testify con 
cerning the lumping of those two inspections. Is that correct? 


OPPOSITION TO CONSOLIDATION 


Mr. Netson. That is correct. We are opposed to the lumping of 
those two appropriations because, despite what has been said, there 
is no continuity between those two bureaus. You have separate acts 
enacted by this Congress—or, rather, not this Congress but previous 
Congresses—which have established these two bureaus, and they are 
trying through appropriations to actually amend the present acts 
that cover these t two respective bureaus. 

Senator Sarronstat.. Now, Mr. Nelson, your argument is not as to 
the amount allowed, apparently, by the President and for which there 
was no contest; you are arguing against the combining of the two 
services ? 

Mr. Netson. That is correct, Mr. Chairman, because, as you will see 
in the prepared statement, the descriptions taken from the Civil Serv 
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ice Commission examinations show the vast difference in the require- 
ments between the inspectors for the Bureau of Locomotive Inspection 
and the Bureau of Safety. There is no similarity to the tasks at all. 
And here they want to lump those two bureaus and say that the 
inspectors can be interchanged. Well, the qualifications and the very 
nature of the separate jobs themselves do not make that feasible or 
practical. It is going to jeopardize the safety of the traveling public 
when it comes to rail | transportation, and not only the general public 
but the people who have to work on the railroads. 

Senator Kircorr. Mr. Chairman, I have a question at that point. 

Senator Satronsraui, Senator Kilgore. 

Senator Kingorr. The contention you have is that the question of 
locomotive inspection is a highly technical question and that you just 
cannot take a man who would fit in the other department and move 
him over there. You get sort of an immovable object in there; is that 
right ¢ 

Mr. Netson. That is correct, Senator; that is absolutely right. 
In these qualifications we have set forth proof of that fact. And 
another thing is, today with your various types of steam power which 
run the gamut of everything from diesel to electric to steam and 
e verything else, it makes it necessary that these men be highly trained 
technicians. 

INSPECTION OF DIESEL ENGINES 


Senator Kimicore. Could T ask another question at that point? You 
know recently the Chesapeake & Ohio Railway went over to diesel and 
we found that, in one case at least, there was an engineer of vast ex- 
perience down there who just simply could not get a diesel engine to 
operate properly. And if you do not have the proper inspection in 
there it is going to be a hard thing to convert these steam engineers to 
diesel engineers and maintain a reasonable degree of safety + ‘and com- 
fort to the traveling public; isn’t that right? 

Mr. Netson. That is correct; absolutely. 

Senator Kireorr. In other words, the diesel is a more complicated 
inspection than the steam locomotive; is that correct? 

Mr. Nexson. That is right. It has higher power units and there 
are a lot of other factors involved there. 

Senator Kirgore. It has electricity and diesel involved along with 
the ordinary propulsion ; isn’t that right ? 

Mr. Netson. Yes. 

Senator Kingore. As well as air. 

Mr. Netson. That is right. 

Senator Kiicore. Thank you. 


WOLF REPORT 


Senator SatronsTa.i. In substance, you say you do not agree with 
the Wolf report which the Chair understands was the Executive or- 
der which combined these two agencies together. 

Mr. Netson. That is correct. We do not agree with the Wolf re- 
port. 

Senator SALTonstaLL. That Wolf report is now the law; is it not? 

Mr. Neitson. No. May I point out, Mr. Chairman, that, starting 
next week, the Senate Interstate and Foreign Commerce Committee 
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is hearing a bill known as S. 3059 which would, in a sense, make this 
a law, if that is the decision of Congress. But here, under these ap- 
propriations, they are trying to do that without going through the 
process of legislative action. 

Senator Sauvronsratt., What you say is, then, that this is legisla- 
tion on an appropriation bill, for all intents and purposes ¢ 

Mr. Newson. That is correct, Mr. Chairman. And we do not think 
that is a proper way of doing it, because we are prepared to testify 
next week before the Senate Committee on Interstate and Foreign 
Commerce on the technicalities of whether this should be changed, 
and we do not think it should be changed through appropriations 
because actually these appropriations, if adopted, will amend the 
present Railroad Inspection Act. 

Senator SavronstaLtt. What you say, in substance, is that a man 
who is trained and capable of inspecting the brakes on a locomotive 
or a diesel engine is not necessarily a man who is trained to inspect 
boilers ¢ 

Mr. Nevison. No. Inspect the other traveling such as cars and 
safety appliances and signals and things like that. 

Senator Kitcore. Including explosives; is that correct ? 

Mr. Netson. That is correct; including explosives. 

Senator Savronsraui. Mr, Nelson, do you have anything further to 
add ? 

Mr. Boaas. I would like to say a word, Senator. 

Senator SatronstaL.. Is Mr. Nelson through ? 

Mr. Netson. Yes. I have with me Mr. Boggs of the boilermakers, 
who is accompanying me here today. 

Mr. Bocas. I just wanted to say a couple of words. 

Senator SarronsraL.t. Would you put your formal statement in the 
record Y 

Mr. Netson. He has no statement. 

Senator SatronstTaLL. What is your full name, please / 

Mr. Bogas. Maywood Boggs. I am appearing with Mr. Nelson, 
and I am Washington representative for the boilermakers, and I am 
a boilermaker. 

INSPECTION OF BOLLERS 


You are correct, Senator, in saying that a person is not necessarily 
qualified to inspect boilers who is qualified to inspect the other safety 
devices on the railroads, and I might add to that boilers and diesels. 
It involves the ability to work out very intricate problems of stresses 
and strains in the locomotive unit, whether it be diesel or steam. 

Now, as a practical matter, it is just absolutely ridiculous to assume 
with the authority that would be granted in lumping this Spores: 


ation together to permit the ICC and the Bureau of Safety and 
Bureau of Locomotive Inspection to work as inspectors without regard 
to whether they are from the Bureau of Locomotive Inspection or 
the Bureau of Safety. 

Senator SaLronstaLL. What you say is that if you had a sick wife 
and wanted to get somebody you would hire a doctor and not a 
politician ? 

Mr. Boges, Right you are, sir. 

Senator SarronstaLu, That is about the sum and substance of it? 

Mr. Boces. That is the essence of the whole thing. 
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Senator Tuyr. Mr. Chairman, in order that I may 
straight on this I would like to ask a question. 

Senator Savronsraty. Senator Thye. 

Senator Truye. I think in looking over your statement here on page 
3, and in reading the quotations thereon, what I wanted to get clear 
is that you contend that an inspector who is out here inspecting a 
train unit with a steam locomotive as the power unit should be an 
inspector that would be qualified for that steam unit, and the man 
who is out here on a diesel, combination diesel and electric—— 

Mr. Newson. No. 

Senator Tryr. Let’s get it straight, then, if you will go into it and 
explain it, because I have been reading this report and I am not 
certain that I understand just exactly what you are proposing in your 
statement. That is the reason I ask the question. 


get myself 






SEPARATE BUREAUS URGED 





Mr. Nerson. We are proposing in our statement that the separate 
bureaus be maintained as they are at the present time. You have one 
Bureau of Locomotive Inspection. 

Senator Tuyr. Yes; they inspect the steam locomotives. 

Mr. Netson. They inspect all locomotives. 

Senator Tryer. It matters not whether it is electric or diesel or 
steam ¢ 

Mr. Netson. That is correct. 

Senator Tuyr. All right now, what do you want to separate from 
that? 

Mr. Netson. They are separate at the present time. The ICC has 
come up here and testified on the House side, and the House has written 
in this that the Bureau of Locomotive Inspection, as far as appropria- 
tions are concerned, and the Bureau of Safety be merged for the 
purposes of inspection. 

Senator Ture. Your concern is that you do not want the Bureau 
of Safety that deals entirely with safety factors combined with the 
so-called locomotive inspectors? 

Mr. Netson. That is correct. 

Senator Tuyr. The man that inspects the power unit that is on the 
right-of-way, that does the transporting of the trains, that is one 
system of inspection ? 

Mr. Ne.son. That is correct. 

Senator Ture. And the other system of inspection is out there on 
the signal blocks and all the equipment that goes into making up the 
safety factors of the operation of a railroad? 

Mr. Netson. That is correct. You see, in the Bureau of Safety you 
have what they call the inspector of hours and service, the inspectors 
of railway signaling and train control, and the inspector of safety 
appliances. They are in no way related. Those jobs are in no way 
related to the fellow who inspects power locomotives of any type, 
whether it be diesel or steam or electric or gas or whatever they are. 
And here they are trying to lump this together saying that the in- 
spectors should all be together. The duties are entirely unrelated. 

The Civil Service Commission recognized that when it set up its quali- 
fications and the job descriptions for these different operations, and 
they are not in any way classified as the same or can be classified as 
the same. 
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In addition to that, Senator, the point that we also want to make 
was that here through appropriations they are trymg to amend both 
the Bureau of Locomotive Ins spection Act and the Bureau of Safety 
Act. The fact of the matter is that the ICC has already stated that 
they inte nd by May 1 to consolidate these Bureaus regardless of the 
intent of Congress. And still you have pending in the Senate of 
the United States before the Senate Interstate and Foreign Com 
merce Committee a bill introduced by Senator Bricker known as 
S. 3059, on which hearings will start next week, which would have 
as its purpose, if enacted, the consolidation of these Bureaus. And 
we say that it is wrong to try to lump these appropriations. 

Senator Ture. Has a locomotive inspector ever graduated to, we 
will say, a safety inspector, or we will reverse that statement and say 
has a safety inspector ever become a locomotive inspector? Have you 
ever had that within your groups ¢ 

Mr. Netson. I don’t think so. Not to my knowledge. 

Senator Ture. You have not? 

Mr. Nezison. No. sir. There will be other fellows who will follow 
us today who probably can tell you more about that, but not to my 
knowledge, and I have checked the rosters. 

Mr. W. D. Johnson, from the conductors, will answer that question 
for you when he gets on the stand. He says there are 3 or 4. 

Senator Tire. Those are all the questions I have. 

Senator SaALTonsTaLL. Senator Dworshak ? 

Senator Dworsnak. I have no questions. 

Senator SauronsTaLL. Thank you very much, Mr. Nelson. 

Mr. Netson. Thank you, Mr. Chairman, for your courtesy. 


AMERICAN FepeRATION oF LaApor 


STATEMENT OF GEORGE D. RILEY, MEMBER, NATIONAL LEGIS- 
LATIVE COMMITTEE, AMERICAN FEDERATION OF LABOR 


PREPARED STATEMENT 


Mr. Ritey. May I have a couple of words on that? 

Senator Sauronsrauu. Certainly. 

Mr. Rirey. My name is George D. Riley, a member of the legis 
lative committee of the American Federation of ae I have a 
very brief statement I would like to file with you for the record, 
please. 

Senator Sarronsrauu. Very well. 

Mr. Ritry. And I would like to say that. we are 100 percent along 
with our affiliated unions in this matter. We feel that the substantive 
legislation is getting mixed up with provisions in the appropriations 
bills, and isnee the bill 3059 is coming up for its day in court before 
the Interstate and Foreign Commerce Committee within a few days 
we would deeply appreciate it if this committee will defer to the action 
of that committee and let it take its chances over there. 

Senator SatronsraLL. What you say, in substance, is that this is 
legislation on an appropriation bill, but you are perfectly glad to 
take your chances before an author ized committee, and would prefer 
to not have this committee act before that committee has heard full 
testimony on the subject. 
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Mr. Riney. Quite so. 
Senator Sauvronstate. Thank you, sir, and your statement will 

appear in the record. 

(The statement referred to follows :) 


STATEMENT OF GrorGE D, Riley, MEMBER, NATIONAL L&GISLATIVE COMMITTEE, 
AMERICAN FEDERATION OF LABOR, ON FUNDS FoR LOCOMOTIVE BorLER INSPECTION 












I am George I). Riley, a member of the national legislative committee of the 
American Federation of Labor. 

We support the position taken by our unions affiliated to the Railway Em- 
ployees’ Department and by the Railway Labor Executives Association in seek- 
ing restoration of the item for locomotive inspection as a separate sum in the 
appropriation bill for 1955, in line with the manner in which it has appeared for 
many years. 

Under consideration in the Senate Committee on Interstate and Foreign Com- 
merce is a bill, S. 8059, to which we are opposed. Until a decision is had on this 
bill, we ask that your committee withhold concurrence of the House in merging 
the jtems for “Locomotive inspection” and for “Railroad safety.” We believe the 
committee having jurisdiction in such matters first should render its decision be- 
fore a verdict through appropriations is made indirectly elsewhere. We should 
know soon just what the Interstate Commerce Committee plans to do. 

In addition, the Appropriations Committees have not the benefit of considered 
judgment after hearing all sides of the issue. Thus, if your committee will re- 
store the appropriation in its previous form, you will be taking the whole issue 
away from the phase of snap judgment. 









In presenting our case before the Interstate Commerce Committee, we will set 
forth the facts to which the committee is entitled in much more complete fashion 
than they can be offered to you in the limited time you have to consider them. 
The idea of deemphasizing the vital importance of maintaining adequate in- 
spections by thoroughly qualified persons leaves us puzzled over why such pro- 
posals should even be entertained. 

Railroading today is far more complex with its technological advancements 
and greatly increased speeds to permit any letdown in any manner in assuring 
as great or greater safety to which the traveling public is entitled. The rail 
lines are losing great volume of revenue to competing systems even now, accord- 
ing to their own statements. Any inference that such surface transportation 
is being subjected to a diminishing interest in inspection work can only have 
greater repercussions, 

Inspections are mere important, if this is possible, than they have been in the 
past. To make an understatement, it is a serious mistake to tamper with the 
law or to temporize in any fashion with the preservation of life and limb. 

For these reasons, we ask that your committee restore the items for loco- 
motive inspection and safety as distinctive entries in the appropriation bill. 


Senator Sarronstati. Is Mr. Lampley here of the Brotherhood of 
Locomotive Firemen and Enginemen ? 


























STATEMENT OF A. M. LAMPLEY, VICE PRESIDENT AND NATIONAL 
LEGISLATIVE REPRESENTATIVE, BROTHERHOOD OF LOCOMO- 
TIVE FIREMEN AND ENGINEMEN 


PREPARED STATEMENT 


Senator Sarronstatn. Mr. Lampley, do you agree with what the 
other gentlemen have said? 

Mr. Lamptey. Yes; I do, Mr. Chairman. 

Senator SauronstaLy. You have a formal statement that you would 
like to have go into the record ? 

Mr. Lamptey. That is true. 

Senator SarronstaLt. That may be inserted in the record at this 
point. 
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(The statement referred to follows:) 


STATEMENT oF A. M. LAMPLEY, Vick PrRestpentT, NaTionAr, LeGiSLativi: Repri 


SENTATIVE OF THE BROTHERHOOD OF LOCOMOTIVE FIREMEN AND ENGINEMEN 


Mr. Chairman, my name is A. M. Lampiey. I am vice president, national 
legislative representative of the Brotherhood of Locomotive Firemen and Engine 
men, With offices at No, 10 Independence Avenue SW., Washington, D. ¢ 

I appear here to request the Senate to make a separate appropriation for the 
Bureau of Locomotive Inspection of the Interstate Commerce Commission. The 
independent offices appropriation bill, as it passed the House, lumped the appro 
priation for this Bureau with that for the Bureau of Safety We fear that if 
this merger of the two appropriations is permitted to stand, this great safety 
organization will lose its status as a quasi-independent agency of Government, 
and also lose some of its effectiveness. 

On page 33 of the independent offices appropriation bill (TH. R. 8583) appears 
the following language: “Railroad safety and locomotive inspection: For ex 
penses necessary in the performance of functions relating to railroad inspection 
and safety, including not to exceed $290,000 for expenses of travel, $1,684,000." 

On page 20 of the House report on this bill we are told that the bill contains 
language which consolidates the items for “Railroad Safety” and “Locomotive 
Inspection” which “heretofore have been carried as two separate appropriations.” 

One of the reasons they advance for putting the two appropriations into 
one, is: “The committee believes that in consolidating the the two appropria 
tions into one item it will be possible to obtain more efficient performance in 
connection with this most important safety and inspection work, as the inspec 
tion staff can be consolidated administratively and one inspector can examine 
for both types of activity at the same time.” 

Commissioner en OaeD of the ICC, on page 508 of the House hearings, reiter 
ated the same point: “S Safety and Locomotive Inspection do, under different 
duties, the same inspec tion. 

Inasmuch as Commissioner Johnson is not a practical railroad man, T presume 


fy } 


he got the information which promoted that statement from someone else 
However, I phy to take issue in the most forceful manner. The inspectors in 
the Bureau of Safety do not make the same inspections as those made by the 
Bureau of Cc nemteaied Inspection. In fact, most of the Bureau of Safety in 


spectors are not qualified in any way to make a safety inspection of a locomotive 

There are three types of inspectors in the Bureau of Safety—hours of service 
inspectors, safety appliance inspectors, and signal inspectors. 

The hours of service inspectors merely examine records showing the time on 
duty and off duty of railroad employees subject to the hours-of-service law 
Most of these inspectors are railroad men who were telegraphers or train dis 
patchers. With all due respect to them, I submit they have had no experience 
which would fit them to examine one of the complicated locomotives—he it 
either steam or diesel—which haul the trains of America today, 

The safety applicance inspectors check on the safety of railroad cars—both 
freight and passenger. They might, with a long period of training, eventually 
become locomotive inspectors, but certainly no one would be so reckless as to 
make the statement that they are qualified to do so now 

The signal inspectors are very well acquainted with signal installations in 
cluding the complicated central traffic control towers with all the thousands of 
electrical devices needed to operate these electric signal systems. But they are 
not qualified—and do not pretend to be qualified—to inspect locomotives ; and by 
the same token, locomotice inspectors are not competent to inspect signals. 

Thus the whole motive for combining these two bureaus—Safety and Locomo 
tive Inspection—falls of its own weight, and there is no reason why these two 
valuable safety agencies should not be kept separate and distinct as in the past 
insuring to the traveling public that the railroads are safe and will be main 
tained in a safe operating condition. 

Commissioner Johnson made another point on page 503 and put forth another 
of his reasons for combining these two bureaus, as follows: ‘“‘They now have 
about 15.000 steam locomotives where they once had sixty-and-odd thousand.’ 

That statement is true. But inspections of locomotives “other than steam” 
diesels, electric, gas-electric, and others—have increased as the inspection of 
steam engines has decreased. For instance, last year the Bureau of Locomotive 
inspection made 75,170 inspections of locomotives “other than steam.’ 
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It should be pointed out that the excessively high speeds at which locomotives 
“other than steam” haul the ‘“streamliners,” the “Zephyrs,” and other “super” 
trains across this country, make it more important that the men who inspect 
them know everything about them, so that an imperfect wheel will be detected 
before it bursts at high speed, wrecking an entire train and snuffing out the lives 
of hundreds of persons—passengers and railroadmen alike. 

The next development, we are told, will be locomotives propelled by atomic 
power, When that time arrives, it should be remembered that atomic locomo- 
tives will be steam locomotives, using another type of fuel. So it seems very 
hazardous to shrug off locomotive inspectors because some of the steam engines 
are now obsolete. 

The annual report of the Interstate Commerce Commission for 1951 contained 
this interesting statement regarding inspections of locomotives: “The time re- 
quired for a thorough and proper inspection has increased because of the longer 
runs, higher speeds, and generally more intensive use of motive power, par- 
ticularly of diesel-electrics.” 

In 1911 Congress was so alarmed by the increasing number of deaths due to 
locomotive failures that the Bureau of Locomotive Inspection was set up by law 
as a separate entity in the Interstate Commerce Commission. 

To make assurance doubly sure, Congress provided that the Director and two 
Assistant Directors of this Bureau should be nominated by the President of the 
United States “by and with the advice and consent of the Senate.” 

The appropriation bill before you is the first attempt to take away the quasi- 
independence of this most important Bureau. Already the Interstate Commerce 
Commission has announced that it is going to dump this Bureau into the same 
hopper with two other bureaus as of May 1. The ICC now has a bill pending, 
introduced at their request, to amend the Locomotive Inspection Act in such a 
way as to permit them to appoint the Director and all the inspectors—and that 
bill doves not set up any standards whatsoever as to the qualifications of the 
men who will be employed to inspect locomotives. 

Right here it might be well to report to you that when the distinguished mem- 
bers of the Interstate Commerce Commission appeared before the House Commit- 
tee on Appropriations to urge them to practically wipe out the Bureau of Loco- 
motive Inspection and Bureau of Safety by dumping them into a new bureau with 
another agency in the 1¢C—the Bureau of Service—a peculiar thing occurred. 
The Director of the Bureau of Service was present to testify ; but the Director of 
the Bureau of Locomotive Inspection and the Director of the Bureau of Safety 
were not asked to be present, nowithstanding the fact that their bureaus were the 
ones most vitally interested in the amalgamation the ICC was endeavoring to 
promote. 

The brotherhood I represent is very fearful that if the Bureau of Locomotive 
Inspection is dumped in with other bureaus, larger than it is, that, as so often 
happens, the “big fellows” will take away most of the money from the “little 
fellow”; or, in the words of Holy Writ: To him that hath shall be given; to him 
that hath not shall be taken away even that which he hath. 

We urge you to make a separate appropriation for the Bureau of Locomotive 
Inspection. I believe that every reason put forth for lumping the appropriation 
with others has been exploded. 

We do not urge that more inspectors be put on the rolls. We are perfectly 
satisfied with the House action in this regard. However, at the present time the 
money for travel of locomotive inspectors will only permit these men to work 
away from home approximately 12 days per month. If the travel allowance is 
increased from $9 to $12 per day, this will be reduced to 9 days per month. 

It does not seem wise to employ highly trained technical employees to inspect 
locomotives and then refuse to give them enough money to get out on the road 
and do the inspecting they were hired to do. It reminds me of the old schoolboy 
rhyme: 

Mother, may I go swimming? 
Yes; my darling daughter— 

Hang your clothes on a_ hick’ry limb, 
But don't go near the water. 


So we wish to urge that the Bureau of Locomotive Inspection be given $50,000 
more money for travel, so the present force of inspectors may be on the job 18 
days per month, instead of the present 12 days per month. 
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TRAVEL OF INSPECTORS 


Senator SauronsTaLL. Have you anything to add to your state- 
ment? 

Mr. Lamrtey. Yes, sir, I do. There are two things we would like 
to have done. First, we would like to have the appropriations for 
the Bureau of Locomotive Inspection earmarked specifically for that 
department, and, secondly, we would like to have sufficient funds for 
these inspectors to travel, and that at least the maximum amount of 
time would be 16 to 18 days per month. 

Now, the most peculiar thing happened in the House when the 
hearings were had there. I am new in Washington. In fact, I am 
just off a locomotive myself. I got off last June just before I was 
elected to this job. Over on the House side when they had the Inter- 
state Commerce Commission hearings they did not invite down the 
Director for the Bureau of Locomotive Inspection nor the Director 
for the Bureau of Safety, the two departments that they figured on 
merging. And I think the House, in all fairness, would have gone 
along and separated these funds if they had not been misled. I 
think Commissioner Johnson of the Interstate Commerce Commission 
said that these inspectors of the Bureau of Safety and the Bureau of 
Locomotive Inspection could do interchanging work, and by the 
previous statements you understand that they cannot. Had the direc- 
tors for these two Bureaus been there that I have just named I am 
sure that they could have straightened out the House Appropriations 
Committee. But as they were not, the House went ahead and said 
that they would lump these appropriations for the Bureau of Loco- 
motive Inspection with the Bureau of Safety, making 2 instead of 
the former 3. 

Now another question we want to raise is that the Bureau of Loco- 
motive Inspection be given more money for travel allowance for 
their inspectors. Last year, as I understand, their inspectors only 
worked 12 days per month. 

Senator Sauronstatu. You said that you are new down here. May 
the Chair respectfully make an observation in that connection ? 

Mr. Lamptey. Yes, sir. 


BUDGET REQUEST 


Senator SautronstaLL. As the Chair understands it, the amount in 
the budget is the same amount as was had last year, and therefore 
the Chair would believe that it would be difficult for this committee 
to increase that amount. Of course, it is possible but it would be 
difficult to do it. The Chair would therefore believe that the prin- 
cipal argument that the committee would be interested in at the 
present time is the one that you have made, that you would rather 
have the funds separated until a legislative committee acts on it. 

Mr. Lamptry. That is true. 

Senator Sauronsratt. Where you have full debate and full 
discussion. 

Mr. Lametey. That is true. 

Now, if I may, Mr. Chairman, I would just like to say a few words 
off the record to the committee. 

45746—54——-33 
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Senator Ture. Before you go off the record may I ask this ques- 
tion: If the men were only working 12 days out of the month what 
did they do with the balance of their time? 

Mr. Lamptey. That I cannot answer. I know 1 month last year, 
or part of 1 month last year, that they actually did not get away 
from their home station because of the lack of travel funds. 

Senator Tuyr. That is the reason for the question because you 
would be better off, if you wanted to economize, to have a fewer num- 
ber of inspectors but give them the funds to travel with so that 
their time is used in the services for which they were employed, and 
that would be the inspection, because nothing can be more annoy- 
ing or deteriorating to a man than to be sitting around marking 
time because he hasn’t the funds that would enable him to go out 
on the divisions and do the work for which he was employed, and that 
is to make the inspections. 

Mr. Lametey. That is true. As the chairman pointed out, our main 
objection here was just to separate the funds, that is, to earmark 
them. We are perfectly satisfied with what the House did as to 
the appropriations, but we just want them earmarked because we 
are fearful. In other words, we are the little people down there 
and somebody else, the big fellow, might take a part of the appropria- 
tion that should go to us. 

Senator Ture. I would gamble that you would take care of your- 
selves. 

Senator SarronstatL. Thank you very much. Does that complete 
your statement ? 

Mr. Lampeter. Could I just say a few words off the record, sir? 

Senator Sauronstaty. This is a public hearing, and you saw what 
one of our most distinguished public officials got when he spoke off 
the record the other day. If you want to speak off the record on 
the same basis, go ahead. 

Mr. Lamerery. I hope I do not get myself in trouble, and this is off 
the record. 

(Discussion off the record.) 

Senator SauttensraLi. Thank you very much. We appreciate your 
frankness. 

Mr. Lametey. Thank you, Mr. Chairman. It was a pleasure to 
be here. 

Senator Savronstaty. Mr. W. D. Johnson and Mr. Hartman Bar- 
ber are the two remaining witnesses. Mr. Johnson, the Chair is afraid 
that there is a rollcall vote upstairs. The chairman’s name begins 
with an “S,” so he has a minute or two. If you want to put your 
statement in we will put that formally in the record, and if you care 
to add to anything that has already been said, you may. 


STATEMENT OF W. D. JOHNSON, VICE PRESIDENT AND NATIONAL 
LEGISLATIVE REPRESENTATIVE, ORDER OF RAILWAY CON- 
DUCTORS 


PREPARED STATEMENT 


Mr. Jonnson. I will leave this here and it may be inserted. 
(The statement referred to follows :) 
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STATEMENT OF W. D. JOHNSON VICE PRESIDENT, NATIONAL L&GISLATIVE REPRESENTA 
rIVE OF THE OxrpER OF RAILWAY CONDUCTORS 


Mr. Chairman and members of the committee, my name is W. D. Johnson I 
am vice president and national legislative representative of the Order of Rail 
way Conductors. I reside in Washington, D. C., and maintain an office at No, 10 
Independence Avenue SW. The headquarters of the Order of Railway Conduc- 
tors is located at Cedar Rapids, Iowa. I am authorized to appear and submit 
this statement in support of adequate appropriations for the Bureau of Loco 
motive Inspection and the Bureau of Safety, Interstate Commerce Commission, 
as provided in the independent office appropriation bill, H,. R. 8583, as it passed 
the House. I quote from page 33 of this bill: 

“Railroad safety and locomotive inspection: For expenses necessary in the 
performance of functions relating to railroad inspection and safety, including 
not to exceed $290,000 for expenses of travel, $1,684,000.” 

In the report No. 1428 to the House on March 26, 1954, by Mr. Phillips, from 
the Committee on Appropriations (to accompany H. R. 8583), it is stated on page 
19: 

“The committee considered language proposed in the budget estimates for this 
agency which would consolidate into one appropriation the items heretofore 
carried as separate appropriations for ‘General expenses,’ ‘Railroad safety’, and 
‘Locomotive inspection,’ and does not agree that railroad safety and locomotive 
inspection work should be consolidated with the other activities of the agency.” 

We think that these appropriations should remain separate as has been done 
since the Bureau of Locomotive Inspection was created in 1911. If this bill (H. R. 
8583) is passed as reported, the present locomotive inspection law should remain 
in full force and effect in order to define the duties, qualifications, and respon- 
sibilities of the director, assistant directors and inspectors, functioning there- 
under. The Interstate Commerce Commission should be instructed to administer 
the Bureau of Safety in accordance with the plan set out in the existing loco- 
motive inspection law. 

It is stated on page 20 of the report: 

“The committee directs that no reduction shall be made in the number of 

inspectors.” 
We take no exceptions to this statement provided it is intended to mean that 
the maximum number of inspectors employed in 1954 will be maintained and 
the recruiting of the additional locomotive inspectors authorized by the loco 
motive inspection law as well as a sufficient number of additional inspectors in 
the Bureau of Safety necessary to properly administer the other safety laws 
will be made as promptly as appropriations can be obtained. 

It is also stated on page 20 of the report: 

“The committee believes that in consolidating the 2 appropriations into 1 

item it will be possible to obtain more efficient performance in connection with 
this most important safety and inspection work, as the inspection staff can be 
consolidated administratively and 1 inspector can examine for both types of 
activity at the same time.” 
These inspectors are all qualified experts in their respective fields. Therefore, 
in order to maintain the high standard of safety established by the Congress and 
to which the employees and travelers on railroads are entitled, no director, 
assistant director, or inspector should be authorized or permitted to function 
under any of these safety laws under consideration here unless and until he is 
qualified and certified in the manner provided under the locomotive inspection 
law. 

Mr. Chairman and members of the committee, based on my many years ex- 
perience as a road conductor, I feel that I know something about the hazards 
in connection with train operations and the great need for the highest degree 
of safety possible for the traveling public and the railroad employees involved 
I, therefore, most respectfully urge this committee to provide separate and ade- 
quate appropriations for the Bureau of Lomomotive Inspection and the Bureau 
of Safety, thereby permitting them to continue to function as separate safety 
bureaus and maintain their efficiency 
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GENERAL STATEMENT 


Mr. Jounson. I would like to say this, Mr. Chairman. As far as I 
know, all of the railroad brotherhoods are very much concerned about 
what they are endeavoring to do in the consolidation of these various 
bureaus, particularly the Bureau of Safety and the Bureau of Loco- 
motive Inspection. I have been in this game a long time, more than 
50 years. 

Senator Savronstaty. The Chair would respectfully say, as one 
member of the committee, that this is a matter before the Senate on a 
legislative bill, and that this should be separated until that bill is 
enacted. 

Mr. Jonnson. That is right. 

Senator SattonstatL, The Chair would say that, frankly. He is 
only one member of the committee. But that is the way the chairman 
feels. 

Mr. Jounson. We would like for this committee to separate this 
appropriation and earmark so much money for the Bureau of Safety 
and so much for the Bureau of Locomotive Inspection. 

Senator SauronstaLu. The same as it has been in the past. 

Mr. Jonnson. The same as it has been in the past. 

I will tell you, Mr. Chairman, that we are dealing here with human 
lives and limbs. And this day of the operation of high speed long 
trains with technological changes and signal devices and everything 
else demands that we give the railroad employees and the traveling 
public the highest degree of safety possible. It will be the saddest 
mistake that you ever made when you permit the Interstate Commerce 
Commission to consolidate these two very important Bureaus, and I 
hope you will not do it. 

Senator Sauronstati. Thank you, Mr. Johnson. 

Mr. Jounson. I am sorry I could not elaborate any further. I do 
want to say for the record that Mr. Lawrence V. Byrnes, assistant 
grand chief engineer for the Brotherhood of Locomotive Engineers 
and Mr. Harry See, national legislative representative, Brotherhood 
of Railroad Trainmen, have read my statement and requested me to 
state for the record that they fully concur therein, and we also concur 
in all the other statements. 

Thank you for your courtesy. 

Senator Sauronstaty. Mr. Barber, will you come forward, please? 


STATEMENT OF HARTMAN BARBER, GENERAL REPRESENTATIVE, 
BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, FREIGHT 
HANDLERS, EXPRESS AND STATION EMPLOYEES 


PREPARED STATEMENT 


Senator Sauronsraui. Mr. Barber, do you have a prepared state- 
ment ? 

Mr. Bareer. Yes, sir. My name is Hartman Barber, and I am 
general representative of the Brotherhood of Railway and Steamship 
Clerks, Freight Handlers, Express and Station Employees, located at 
10 Independence Avenue, Washington, D. C. 


Senator Sarronstatn. We will put your full statement, Mr. Barber, 
in the record. 
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(The statement referred to follows:) 


STATEMENT OF THE BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, FREIGHT 
HANDLERS, ExpresS AND STATION EMPLOYEES 


Mr. Chairman and members of the committee, my name is Hartman Barber 
and I am a general representavive of the Brotherhood of Railway and Steamship 
Clerks, Freight Handlers, Express and Station Employees. My office is located 
at 10 Independence Avenue, Washington, D. C. Our national headquarters is 
located at 1015 Vine Street, Cincinnati, Ohio, and our chief executive officer is 
Mr. George M. Harrison, grand president. We appreciate your affording us the 
opportunity to appear this afternoon and testify with reference to the appropria- 
tion of the Interstate Commerce Commission as contained in H. R. 8583, the in- 
dependent offices appropriation bill, 1955. 

The 1955 budget, page 126, lumps the appropriation for the Bureau of Loco- 
motive Inspection with 2 other Bureaus in the ICC—the Bureau of Safety 
and the Bureau of Service—and the item is set forth as follows: 

“Railroad safety and car service.—Field staff promotes safety of railroad em- 
ployees and passengers by enforcing compliance with the Locomotive Inspection 
Act and inspecting safety appliances and signal installations and devices. Car 
service agents work directly with carriers and shippers in handling problems 
related to the transportation of property by railroad.” 

Hearings were held before the House Subcommittee on Independent Offices on 
January 18, 1954, pages 499 to 585 of part I of the hearings, and several members 
of the Interstate Commerce Commission testified with respect to the proposed 
consolidation, and while the Wolfe report is involved, this consolidation is essen 
tially a plan that has been advanced from time to time by the Commission. A 
great deal of emphasis has been placed on the interchangeability of the various 
inspectors. 

It can be readily understood that the explosive inspection work now carried 
on by the Bureau of Service can be performed by the inspectors of the Bureau 
of Safety, and the hours of service work now in the Bureau of Safety can 
be done by the agents of the Bureau of Service, yet there seems to be a good 
bit of doubt of the interchangeability of the inspectors in the locomotive inspec- 
tion service with the inspectors in the Bureau of Safety. No doubt there are 
some men in each Bureau capable of doing both kinds of inspections, but it 
is believed they are woefully in the minority. The inspection of locomotives 
and the numerous safety appliances both on locomotives and cars is quite 
involved, intricate, and can only be made efficiently and accurately by highly 
trained men of long experience. A member of one of the train brotherhoods 
who has worked for over 12 years in operating locomotives told me recently 
that he could not qualify as a locomotive inspector. in their consideration 
of H. R. 8583, the House committee in its Report No. 1428, page 19, comments 
as follows: 

“The committee considered language proposed in the budget estimates for this 
agency which would consolidate into one appropriation the items heretofore 
carried as separate appropriations for ‘general expenses,’ ‘railroad safety,’ and 
‘locomotive inspection’ and does not agree that railroad safety and locomotive 
inspection work should be consolidated with the other activities of the agency. 
It has accordingly included language in the bill which will continue the appro- 
priation for general expenses as a separate item and has consolidated railroad 
safety and locomotive inspection as a second item * * *.” 

On page 20 of Report No. 1428 the following language appears under the 
heading “Railroad Safety and Locomotive Inspection.” 

“The committee has included in the bill $1,684,000 for this purpose which is 
the same as the total amount appropriated in 1954 for the 2 separate activities 
and is an increase of $60,000 over the amount included for the 2 separate activi- 
ties in the budget estimates for 1955.” 

It is believed the House committee is mistaken in its following conclusion 
when it says: 

“The committee believes that in consolidating the 2 appropriations into 1 
item it will be possible to obtain more efficient performance in connection 
with this most important safety and inspection work as the inspection staff 
ean be consolidated administratively and 1 inspector can examine for both, types 
of activity at the same time.” 

The Commission admits there would necessarily be a period of training before 
any such plan would become fully operative and we are of the opinion that a 
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period of extensive training would have to precede any combination of the work 
now carried on independently by the Bureau cf Safety and the Bureau of Loco 
motive Inspection. The members of the House committee apparently thought 
so as they did not reduce the appropriation for railroad safety and locomotive 
inspection; as a matter of fact, they increased the budget figure by $60,000. It 
is realized that administratively some savings can be effectuated, notably in the 
area of consolidating all the field activities of the Commission at any one point 
under one roof, but is it worth while to possibly disrupt the practices and pro 
cedures of these two Bureaus, which down through the years have done their 
work so ably and so well that you can board a train tonight in Washington with 
the reasonable expectation that you will arrive safely and soundly at Chicago 
tomorrow. Of course, it is realized the safety of the traveling public and the 
transportation of property is an involved operation dependent upon many mechan- 
ical and electrical contrivances, efficiency of operation, and the faith of the man 
handling the throttle, as he plunges along the rails, that every one of his fellow 
workers has made his contribution to the safety of the roadbed, the signals, and 
the devices on both the locomotive and the entire train which insure efficiency 
and safety. A most thorough examination of House hearings fails to disclose 
any charge that either the Bureau of Safety or the Bureau of Locomotive Inspec- 
tion has not been operated competently, and after reviewing all the testimony 
submitted to that body, this brotherhood has been led to the conclusion that the 
budget of the Commission should be separated as heretofore under the headings 
of “General expense,” “Bureau of Safety,” and “Bureau of Locomotive Inspec 
tion.” 

Further in the report of the committee, the following statement appears: 

“Activities of the Bureau of Service are specifically excluded from this appro- 
priation as are all other activities which would in any way lessen the amount 
of railroad inspection work as compared with 1954.” 

Commissioner Knudsen in addressing the committee said that no money from 
the working fund of the Defense Transport Administration would be allocated 
to the Bureau of Service as heretofore for work performed by the Bureau 
for the Defense Transport Administration also, the Commission in a press release 
under date of March 24, 1954, announced that three bureaus, namely, Locomotive 
Inspection, Safety, and Service would be consolidated into a single new bureau 
to be designated the Bureau of Safety and Service, effective May 1, 1954. 

The Bureau of Service administers the provisions of section I, paragraphs 
10 to 17 (a), inclusive, of the Interstate Commerce Act which comprise the 
ear service provisions and the emergency powers of the Commission with respect 
to ear service. The policing of these orders is done by a field force of service 
agents who work directly with individual railroads and industries in handling 
problems related to the movement of traffic. The comparison of the 1955 budget 
with the 1954 appropriation for the Bureau appears on page 529 of the House 
hearings and it would appear that the Bureau is to receive $101,638 more in 
1955 than it did in 1954, If this is so, it is certainly a great surprise, because, 
in the past the Bureau of Service has not received too much consideration at 
the hands of the Commission. The Bureau of Service is not in the happy state 
in which the Bureau of Locomotive Inspection finds itself. It does not operate 
under any separate congressional enactment. It was established about 1920 by 
action of the Interstate Commerce Commission. 

Commissioner Knudsen said at the hearings in the House, pages 532 and 533 of 
the transcript : 

“IT am perfectly convinced after observing these service agents in action for 
2 or 3 years that they have done a splendid job in the field in getting the cars 
to the places they are needed at the time they were needed, and certainly we 
would not want to claim sole credit for that, because the railroads, by and large, 
have cooperated. They have cooperated, however, because we have had out- 
standing a number of service orders which have urged them to cooperate * * *,” 

Congressman Phillips, chairman of the House subcommittee requested infor- 
mation as to the backlog and the work of each bureau under the jurisdiction of 
the Commission and under the caption “Bureau of Service,” page 551 of the 
hearings there appears a short statement reading as follows: 

“It is impossible to be specific as to the number of cases involved in the backlog 
of this Bureau’s work. It is simply a fact that it is unable to make the proper 
checks of railroad agencies covering demurrage and tariff violations, violations 
of the regulations governing the movement of explosives and other dangerous 
articles, and investigate car supply and distribution. The nature of the work 
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of this Bureau is such that no backlog of work can accumulate except in the 
section of Explosives in the Washington office. It is necessary to keep the service 
agents in the field continuously after railroad ope rating officials to see that the 
public receives the service to which it is entitled.” 

Last year, I tried to get a separate appropriation for the Bureau of Service, 
put while this committee discussed the proposal it elected to take no action at 
that time. I earnestly request this committee that they see o it that the Bureau 
of Service receives out of the “General expenses” the funds to which it is due, 
as shown on page 529 of the House hearings. It would appear that in the past 
the general expense account has been the general grab bag. In addition to this 
request, I have another. As previously adduced this brotherhood is opposed to 
any consolidation of these three bureaus but, in the event any consolidation of 
these bureaus is to take place, then we are of the opinion that the Bureau of 
Service should be included in any consolidation that would include the Bureau of 
Safety and the Bureau of Locomotive Inspection. 

Mr. Barpser. My statement agrees 90 percent with the witnesses 
who have preceded me, but I have a special request to make, Senator, 
with reference to the budget of the Bureau of Service. I think that 
under the circumstances—-and IT have been after this for several 
years—that instead of the money in the Bureau of Services coming 
out of the general expense that it shoul 1 have a definite amount spe- 
cified “Bureau of Services, Interstate Commerce Commission,” $458,- 
126. Tthink that inasmuch as the Commission has in mind bringing 
about some sort of a consolidation, this whole thing should be deferred 
until the legislative committee has acted on the bill 3059, the legisla- 
tive bill, one way or the other. I think the Bureau of Services is just 
as much entitled to a separate item in the bill for the amount of money 
that appears in the Commission’s justification as the Bureau of Loco- 
motive Inspection or the Bureau of Safety of the Interstate Commerce 
Commission, and I respectfully request the committee to do that. 

Senator SAtronstatL. Thank you very much, sir, and we appreciate 
you gentlemen coming here and helping us in your brevity. 


COMMUNICATION 


Mr. Barner. Mr. Chairman, there is a letter which I addressed to 
you as chairman of the subcommittee which I would like to have in- 
serted in the record. 

Senator SaLronsTaLn. Very well, that may be inserted. 

(The letter referred to follows:) 


BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, 
Cincinnati, Ohio, April 19, 1954 
Hon. LEVERETT SALTONSTALL, 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations, 
United States Senate, Washington, D. C. 

DEAR SENATOR SALTONSTALL: In accordance with the recommendations of the 
Wolfe report, and the plans of the Interstate Commerce Commission, as ad- 
vanced from time to time, definite action is being taken by the Commission to 
consolidate the Bureaus of Locomotive Inspection, Safety, and Service. The 
testimony of members of the Commission before your committee, together with 
the Commission’s press release of March 24, leaves no doubt as to the intentions 
of the Commission in this respect, if permitted by Congress to do so. 

The House Appropriations Committee, in its report No. 1428 to H. R. 8583, 
page 20, expressly states that “Activities of the Bureau of Service are specifically 
excluded from this appropriation as are all other activities which would in any 
way lessen the amount of railroad inspection work as compared with 1954.” 
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We would not have it otherwise. We are ardent advocates of separation of 
the amounts appropriated for each and every activity of the Commission. We 
are primarily concerned about the Bureau of Service. 

Hitherto, the Bureau of Service has received part of its money from the work- 
ing fund of the Defense Transport Administration, but at the end of the present 
fical year it is no longer the intention of the Administrator, Commissioner 
Knudsen, to allocate any funds for this purpose. Such being the case, it is in- 
cumbent upon the friends of the Bureau of Service, in order to see that its im- 
portant work continues to be performed, to urge this committee to set aside a 
distinct, separate amount for the operation of the Bureau of Service during 
fiscal 1955. You are respectfully referred to page 529 of the House hearings, 
table captioned “Comparison of 1955 budget with 1954 appropriations.” In this 
table the amount of $458,126 is shown in the justification for 1955. This is the 
amount we request to be earmarked exclusively for the work of the Bureau of 
Service. 

Respectfully submitted. 

HarTMAN BARBER, 
Generai Representative. 


Senator Sauronsrat.t. The committee will be in recess until 4 
o'clock and we will hear from the Small Business Administration. 
(A short recess was taken. ) 


SMALL Bustness ADMINISTRATION 


STATEMENTS OF WENDELL B. BARNES, ADMINISTRATOR; KEITH 
L. HANNA, CONTROLLER; AND ROBERT H. MONTGOMERY, 
DIRECTOR, OFFICE OF MANAGEMENT 


BUDGET AMENDMENT 


Senator Savronstatn. The committee will come to order, and take 
up the last matter on the docket for this afternoon, which is the Small 
Business Administration. 

At this point in the record, I will insert a communication from the 
President on a proposed supplemental appropriation of $50 million 
to aid in loans to small business. 

(The communication referred to follows:) 


[S. Doe. No. 115, 88d Cong., 2d sess. ] 


COMMUNICATION FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING A 
PROPOSED INCREASE IN A LIMITATION AND A PROPOSED SUPPLEMENTAL APPRO- 
PRIATION FOR THE SMALL BUSINESS ADMINISTRATION, FiscaAL YEAR 1955, 
AMOUNTING TO $50 MILLION 

THe Wuire Hovusse, 
Washington, April 20, 1954. 

The PRESIDENT OF THE SENATE. 

Sir: I have the honor to transmit herewith for the consideration of the Con- 
gress a proposed increase in a limitation and a proposed supplemental appro- 
priation for the fiscal year 1955, in the amount of $50 million, for the Small 
Business Administration, in the form of amendments to the budget for said 
fiscal year. 

The details of these proposed amendments, the necessity therefor, and the 
reasons for their submission at this time are set forth in the attached letter 
from the Director of the Bureau of the Budget, with whose comments and observ- 
ations thereon I concur. 

Respectfully yours, 
Dwicut D. EIseENHOWER. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BuDGET, 
Washington 25, D. C., April 16, 1954. 
The PRESIDENT, 
The White House. 

Str: I have the honor to submit herewith for your consideration a proposed 
increase in a limitation and a proposed supplemental appropriation for the fiscal 
year 1955, in the amount of $50 million, for the Small Business Administration, 
in the form of amendments to the budget for said fiscal year, as follows: 


“INDEPENDENT OFFICES 


“SMALL BUSINESS ADMINISTRATION 





“Bud- Original . 
Pi yee Heading estimate | Change to | Increase 
~ 
145 | Salaries and expenses 
| Limitation upon the amount which may be | | 
| transferred from the revolving fund | ($1, 650, 000)} ($2, 850, 000) | 
195 | Revolving fund | 50,000,000 | $50, 000, 000 
| (Insert the following paragraph under this head- | 
ing:) | 


For the revolving fund authorized by the Small 
Business Act of 1953, to be available without fiscal 
year limitation, [$55,000,000] #50,000,000."" 


This proposed supplemental appropriation is necessary to provide for an 
increased number of loans to small businesses. Loan activity during the first 
6 months’ operation of this program indicates that the number of loans forecast 
for 1955 in the budget will be more than doubled. An increase in the amount 
of $1,200,000 in the limitation upon the amount authorized to be transferred 
from the revolving fund to the appropriation for “Salaries and expenses” also is 
necessary to provide additional staff required for the expanded program. 

This proposed supplemental appropriation and the proposed increase in the 
limitation were not included in the budget because the need therefor did not 
arise until after the budget had been prepared. 

I recommend that the foregoing amendments to the budget for the fiscal 
year 1955 be transmitted to the Congress. 

Respectfully yours, 
ROWLAND HUGHEs, 
Director of the Bureau of the Budget. 


Before we go into any detail, Mr. Barnes, in accordance with our 
usual practice in this committee, if it is satisfactory to you we will 
insert at this point in the record your prepared statement, if you 
have one, and then we can proceed more or less informally to point 
up the highlights of the statement. 

Mr. Barnes. That will be fine. Thank you, Mr. Chairman. 

(The statement referred to follows:) 


GENERAL STATEMENT BY WENDELL B. BARNES, ADMINISTRATOR, SMALL BUSINESS 
ADMINISTRATION 


Mr. Chairman and gentlemen of the committee, the revised budget estimate 
we are presenting to the committee today reflects largely a greatly increased 
demand upon the Small Business Administration for financial assistance to 
small business concerns of all types—manufacturing, wholesaling, retailing, and 
service industries alike. In addition, it takes into account the need for continu- 
ing very essential SBA services to small firms to help them increase their share 
of the Government’s purchases or to overcome their management and pro- 
duction problems. The revised budget also provides for enlargement of the SBA 
field staff in order to provide for prompt processing of loan applications and to 
make our services available to small business owners close to their own com 
munities. 

As the committee knows, the original SBA budget estimate was prepared last 
October Since the agency was only 2 months old at that time, it was very 
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difficult to gage the number of loan applications SBA would receive, as well as 3 Rece 
the interest in and demand for our other services, once the programs got fully 7 the joi 
under way. d ness p 
A second point that I want to emphasize is that the original budget estimate i items | 
was based upon the policies and programs of my predecessor. Changes in ; $10,006 
policies and programs which I have made since becoming Administrator, such which 
as the clarifications in our loan policy, were made of course too late to affect many | 
the original budget estimate. : Som 
At the time the original budget estimate was prepared, it was estimated that ; ment | 
SBA would receive approximately 230 loan applications per month, that about ] small 
25 percent of these would be approved, and that the approved loans would 3 which 
average $50,000. i buildir 
Experience has shown that these estimates were too conservative. Since : notify! 
December, loan applications to SBA have increased steadily each month, with ing an 
423 being received in March. We believe that they will level off at about 400 : to sm 
per month, although this may be too conservative. The approval rate also is ; proced 
somewhat higher than was originally estimated—about one-third of the applica- 4 AS ¢ 
tions are meeting SBA’s credit standards—but the size of the average loan is ‘ tency, 
about $50,000, as originally estimated. creasil 
Because of this material variance from our original estimate, it is necessary To ¢ 
that we amend our original estimate and request an increase of $1,200,000 over : ities W 
our original estimate and the amount approved by the House of Representatives. j offices 
This would provide a total of $2,850,000 for the lending program and would be f small} 
transferred from the revolving fund. i Toy 
Through April 15, SBA had received 1,359 loan applications. It had approved buys a 
225 of them; 438 had been declined or had been withdrawn, and the remaining ment |] 
696 were in varying stages of processing. SBA’s commitment on the approved ment ] 
loans, Which include both participation loans with banks and direct SBA loans, to lear 
was approximately $11,179,000. About 64 percent of the loans were participation servic 
loans ; about 36 percent, direct loans. all Fe 
Analysis of the loan applications we have received shows clearly, I believe, we are 
that SBA’s loan program is helping the smaller firms in the business community Whi 
and is filling a definite gap in the financing available to them. Of the applica- tracts. 
tions received through March, 81 percent were for less than $100,000. offers 
The Small Busines Act of 1953 authorized a revolving fund of $275 million to large 
be used by SBA in making business and disaster loans and in undertaking prime receiv 
contracts with other Government agencies. Congress appropriated $55 million suitab 
against this authorization in fiscal year 1954. Because of the very great increase firms t 
in loan applications, as more and more businessmen and private lending sources Our 


have learned of our loan program, it appears that the $55 million appropriated by Here | 
Congress will be entirely committed by early fall of this vear. Unless an addi- proble 
tional amount is appropriated against the authorization contained in the Small in gen 
susiness Act, we will have no choice but to stop approving loans at that time. Thr 
The President, therefore, has recommended an additional appropriation of $50 we ar 
million for this purpose. é proble 

Our financial assistance program is not confined entirely to lending. The other We 


side of the program is counseling of small firms with their financial problems. public 
Financial specialists in the SBA field offices talk over financial problems with tions : 
small-business owners, advise them, and make every effort to help them solve and a 


their problems without borrowing. If borrowing is necessary, we try to help the ' the tr 


small firms obtain the money from private lending sources. In March, for exam- than 
ple, 216 such cases were assisted in obtaining private financing, and 293 more even t 
were assisted in working out their problems with outside financing help. This In ¢ 
compares with 84 loans authorized during March. Counseling, no less than loans, j trade 
is an essential part of our financial assistance program. i has be 
From a workload standpoint, I should point out also that in March we had over j nessm 
5,000 callers at our various offices making inquiry as to our lending program or wav i 
for discussion of their financial problems. q intere 
We are also working in various ways to help small firms obtain a fair share of ; busine 
the Government’s contracts for supplies and services. ; highly 
Of particular importance in this regard is the program under which SBA repre- ; SR. 
sentatives at major military purchasing centers and purchasing officials jointly j in loc 
earmark all or part of suitable procurements for competitive bidding restricted ; facilit 
to small firms. Through March 31, we had earmarked procurements amounting H plants 
to more than $170 million for small business. These had resulted up to that time : SB: 
in 521 contract awards, totaling more than $39 million to small firms. eratec 
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Recently, SBA has negotiated with the Defense Department several changes in 
the joint determinations program which should materially increase small busi- 
ness procurement opportunities. The major change is that the dollar limit on 
items to be screened for possible earmarking has been dropped from $25,000 to 
$10,000. This and other ck.anges will, of course, add te our present workload, 
which is already too great to permit assigninent of SBA representatives to as 
many military procurement centers as would be desirable. 

Some other ways in which we are assisting small firms to sell to the Govern- 
ment is through issuing certificates of competency, which insure for qualified 
small firms contracts on which they are the lowest responsive bidders but on 
which a question has arisen as to productive or financial competency ; through 
building up an inventory of small business productive facilities, which we use in 
notifying small firms of Government purchases which they are capable of supply 
ing and on which they may wish to bid; and, in general, through making available 
to small firms all possible information on procurement opportunities and 
procedures, 

As of March 31, SBA had received 31 applications for certificates of compe- 
tency, and had approved 11. The volume of applications now appears to be in 
creasing. 

To date approximately 20,000 companies have filed an inventory of their facil 
ities with SBA for procurement assistance purposes, and our regional and branch 
offices have used these listings in making 62,440 referrals of bid opportunities to 
small business concerns. 

To provide small firms with current information on items that the Government 
buys and the agencies which buy them, SBA is issuing this month a U. 8. Govern- 
ment Purchasing Directory. This directory, which will be sold by the Govern- 
ment Printing Office at a very nominal price, will enable the small business owner 
to learn quickly and easily which military or civilian agencies buy the products or 
services he has to sell. This is the first time such a complete directory covering 
all Federal agencies has been made available for sale to the businessman, and 
we are certain that he will find it invaluable. 

While working to increase the small business share of Government prime con 
tracts, we have not lost sight of the fact that for many small firms subcontracting 
offers great possibilities. We have an active program designed to bring together 
large prime contractors and small potential subcontractors. So far, we have 
received more than 4,220 requests from prime contractors for help in locating 
suitable small subcontractors, and have made more than 8,244 referrals of small 
firms to these and other prime contractors. 

Our third major area of activity is management and production assistance 
Here again we are carrying on a variety of programs designed to help with the 
problems of individual small firms as well as with the problems of small business 
ingeneral. Tocite a few of these programs: 

Through production and industrial personnel, primarily at the field office level, 
we are assisting small firms with a wide range of management and production 
problems. 

We are publishing three series of practical, easily read, and easily understood 
publications on important management and technical subjects. These publica- 
tions are selected in cooperation with businessmen, trade associations, and others, 
and are written for SBA by experts in their field. To give you some idea of 
the tremendous interest in them, the Government Printing Office has sold more 
than 100,000 copies of 9 SBA booklets on important management subjects, 
even though 4 of the booklets have been released only within the last 2 months 

In cooperation with university schools of business, colleges of engineering, 
trade associations, chambers of commerce, and other interested groups, SBA 
has begun a series of extension courses in management subjects in which busi- 
nessmen have expressed great current interest. Pilot courses are now under 
way in 4 universities, and some 50 to 60 other universities have expressed 
interest in joining with SBA in similar courses. Incidentally, both the smell- 
business owners and the universities taking part in the four pilot courses are 
highly enthusiastic about their value. 

SBA has begun, on a very modest scale, a program of assistance to small firms 
in locating and developing new and improved products adapted to their plant 
facilities. One major aim of this program is to give all possible help to small 
plants located in surplus-labor areas. 

SBA also is keeping small firms advised of opportunities for obtaining accel- 
erated tax writeoffs under the various industrial-expansion goals and is helping 
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them to prepare, present, and obtain action on their applications for writeoff 
privileges. 

That is a summary, in very broad terms, of some of the major steps we are 
taking to assist small business in the areas of financing, selling to the Govern- 
ment, and management and production assistance. 

The appropriation estimate for SBA for fiscal year 1955 for salaries and 
expenses included a direct appropriation of $2,650,000 for these programs of 
financial counseling, procurement, production, and management assistance. 

The appropriation bill as passed by the House of Representatives would allow 
SBA an appropriation of $2,025,000, and use of $100,000 which it was contem- 
plated would remain available at the end of 1954, a net reduction of $525,000. 

It has developed, however, that the reduction would be even greater than the 
committee anticipated. The sharp increase in the volume of loan applications 
has made it necessary for SBA to use the $100,000 which it had appeared would 
remain unobligated, to employ immediately financial specialists and clerical 
help on a temporary basis. 

If the House action is allowed to remain, a reduction of about 24 percent 
would have to be made in our other programs. These programs, a few of which 
I have outlined briefly to you, are extremely important in assistaing small firms. 
Instead of trying to assist small firms purely through loans, we are trying, in 
these other programs, to solve some of the fundamental problems and weak- 
nesses of small concerns before the firms get into financial difficulties. 

The House committee stated that overstaffing in the District of Columbia 
was one part of SBA’s program with which it was not in full accord. It should 
be noted, however, that of the total staff of 238 presently requested for the Wash- 
ington office in the fiscal year 1955, 140 positions, or approximately 59 percent, 
would be devoted to personel performing centrally necessary staff functions 
for the whole agency, such as the administrative and fiscal functions. The 
centralization of these functions has been planned as a means of obtaining 
greater operating economy and efficiency. The other 41 percent of the Wash- 
ington staff would have the basic responsibilities for overall administration, 
policy determination, program development and supervision, loan processing, and 
interagency negotiation and representation. 

The House report also suggested that an analysis be made of our organization 
to determine whether the number of high-grade positions requested is justified. 
I can now report that four GS—15 positions in the Office of the Administrator have 
been eliminated from our request and that a net saving of 2 supergrade positions 
has been effected through organization streamlining. Further, it is my intent 
to review and appraise continually the grade levels of the agency to insure that 
personnel are neither overcompensated nor undercompensated for the duties 
being performed. 

IT would like to say a word also about the reduction in the limitation on news- 
papers and periodicals from $1.600 to $500. The original estimate was developed 
on the basis of a very carefully considered plan for keeping each of our regional 
offices and our national office currently informed of changes in business and 
economic conditions which would tend to affect their programs and workload. 
T recommend that the originally requested amount of $1,000 be restored. 

In summary, I recommend that the following change be approved: 

1. The direct appropriation amount of $2,650,000, as originally estimated, be 
restored in order that the financial counseling, procurement, production, and 
management programs may be continued on the preesnt minimum basis. 

2. The budget amendment increasing the transfer from the revolving fund 
from $1,650,000 to $2,850,000 he approved in order that the loan applications 
being received may be processed on a current basis. 

8. The limitation on purchase of newspapers and periodicals be restored to 
the original request of $1,000. 

4. The budget amendment requesting an increase of $50 million for the re- 
volving fund be approved in order that the loan applications being received 
need not be rejected for lack of funds. 

I sincerely appreciate the opportunity to appear before this committee and 
I will be glad to answer questions or supply such additional information as the 
members may desire. 


BUDGET REQUEST 


Senator Sauronsratyi. The Chair might also point out that we have 
with us Senator Thye, who is chairman of the Small Business Com- 
mittee. 
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Mr. Barnes, last year you had $2,200,000, part of which is in the 
supplemental bill and part of which was transferred from the revolv- 
ing fund. This year the budget estimate of $2,650,000 and $1,650,000 
more is excluded, is that correct? 

Mr. Barnes. Mr. Hanna can answer to those figures, Mr. Chairman. 

Senator SauronsTatu. Very well. 

Mr. Hanna. Sir, the direct appropriation was for $2,200,000, as 
you have indicated, for 1954. In addition there was authorized a 
transfer from the revolving fund of $1,575,000; making a total of 
$3,775,000 available for this fiseal year. That was for 11 months, sir. 


HOUSE ACTION 


Senator Satronsrat.. The House cut you down to $2,025,000, plus 
the $1,650,000 from the revolving fund; is that correct ? 

Mr. Hanna. Plus $100,000; yes, sir. 

Senator Sauronsrauy. So that the difference between the House 
appropriations and your appropriation is $625,000; is that right? 

Mr. Hanna. That is correct. 

Senator Sauronstauu. In addition to that, there was a supplemental 
appropriation yesterday or the day before yesterday from the Presi- 
dent, which added $1,200,000 to the expenses. That is money that 
was not submitted to the House, is that correct ? 

Mr. Hanna. That is correct, sir. 

Senator SALTONSTALL. So that if you get what you want, you would 
get, $1,250,000, plus $625,000; is that correct ? 

Mr. Hanna. $1,200,000, plus the $625,000, yes, sir. 

Senator SavronsTaLu. Or a total of $1, 825.000 is what you are 
asking for? 

Mr. Hanna. Yes, sir. 


REVOLVING FUND 


Senator SauronsTats. In addition to that, there would be a new 
revolving fund without fiscal year limitation of $50 million? 

Mr. Hanna. That is correct, sir. 

Senator SALTONSTALL. That is submitted to this committee for the 
first time, is it? 

Mr. Hanna. That is correct, sir. 

Senator SatronstaLu. How much of a revolving fund do you have 
at the present time? 

Mr. Hanna. $55 million. 

Senator SALTONSTALL. Is that exhausted ? 

Mr. Hanna. It is estimated that it will be exhausted this fall, sir 

Senator SALTONSTALL, How much is left in it now? 

Mr. Hanna. The present loan approvals and commitments against 
the fund total approximately $13 million. 

Senator SALTONSTALL. Is that out of $55 million ? 

Mr. Hanna. That is correct, sir. 

Senator SauTonsTaty. You expect that by fall you will have 
authorized the use of $42 million more; is that correct? 

Mr. Barnes. Yes, sir. 

Senator SALTONSTALL. Just to see if we agree on this, there is a $55 
million revolving fund now, of which $13 million has been used, and 
you expect the other $42 million to be exhausted in the fall. The 
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President has submitted a new $50 million appropriation for the 
revolving fund, which would be without fiscal year limitation. That 
would give you a total revolving fund of $105 million. 

You are asking for a return of the $625,000 which the House cut. 
In addition to that there is $1,200,000 for a new appropriation 
submitted by the President. 

So we have before us, as I see it, the question of hearing evidence 
as to why there should be appropriated $50 million new revolving 
rans plus $1,825,000 of additional salaries and expenses. 

Is that correct, Mr. Barnes? 

Mr. Barnes. Yes, sir. 


LANGUAGE CHANGE 


Senator SavronstTauy. In addition to that, there is one language 
change. What is the language change, please ? 

Mr. Hanna. The language change inserts language, sir, for the 
$50 million. It was not included in the bill before. 

Senator Savronstatu. So that if we put in $50 million of the new 
revolving fund we are taking care of the language change that you 
request ? 

Mr. Hanna. That is right. 

Senator SauronsratL. Now, Mr. Barnes, let me ask: Why do you 
need this new revolving fund ? 


INCREASED WORKLOAD 


Mr. Barnes. Mr. Chairman, since the start of our lending program 
in early October of last year we have had a slow but steady buildup 
in loan applications. Our staffing pattern in the plan was based on 
receiving 230 applications per month. We have found that we are 
now receiving over 400. 

Here is a chart showing approximately how that buildup is taking 
place, and indicating that we are at present receiving over 400 sppl- 
cations per month. The present request and the present communica 
tion from the President are based on the estimate of continuing to 
receive 400 applications per month. That compares with the average 
number received by the RFC of a little over 700 per month in the 

period of 1948 to 1950. 

I have here another type of chart which shows in a different man- 
ner the same increase in volume. You will note that in January, 
which, I believe, was the time of our hearing before the House Com- 
mittee on Appropriations, at which time I was Acting Administrator, 
we had received only 185 applications and were well within the esti- 
mate of 230. Our experience in later months has shown that the 
estimate of 230 per month was entirely inadequate. 


AVERAGE LOAN APPLICATIONS 


I think you will be interested in seeing also that the average amount 
of our applic ations for loans at the start was around $66,000. It 
jumped up in November to $70,000, and as we received more appli- 


cations it has gradually Sollee away to where the average amount is 
$61,200. 
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Senator SatronsTauL. Out of the 400 applications you get a month, 
approximately what percentage are granted ¢ 

Mr. Barnes. About 40 percent, sir. One-third to 40 percent. 

We have some figures on that. 

Senator SaLronstaLu. Those are averaging now $61,000 a loan? 

Mr. Barnes. Yes, sir; the applications are averaging approximately 
that amount. 

Senator SauronstTauu. For what terms are those loans? 


LOAN TERMS 


Mr. Barnes. By law we are authorized to make loans with terms 
up to 10 years. But the average of all the loans we have made is 
slightly under 6 years. 

Senator Sauronstaty. Then your revolving fund will run out on 
you again, is that not correct ¢ 

Mr. Barnes. Yes, sir; if nothing else is done. However, the law 
authorizes the administrator to take certain t ypes of action, and it 
is our belief that with the revolving fund this large, and as the loans 
are made and are seasoned, we can then sell them back into the private 
banking system. We believe the fact that RFC was able to do that 
indicates that we will be able to do so. We have adopted this plan as 
part of our program. The banks thereby would put the money back 
into the fund. 

Senator Tuy. Mr. Chairman, if I might ask this question at this 
point ¢ 

Senator SaLronsTauu, Certainly. 

Senator TuHyE. We are assuming a 6-year loan has been made; then 
you have in mind that you can sell that 6-year loan to a bank and 
without a discount, and you would still be underwriting that loan, 
would you? 

Mr. Barnes. We would have it on our books for possibly a year, 
until it has matured and seasoned. 


SALE OF LOAN NOTES 


Senator Tire. In other words, it has proved to be working out 
soundly, and therefore the local banker would be apt to buy it? 

Mr. Barnes, Yes, sir. 

Senator Ture. You do not underwrite the loan, do you? 

Mr. Barnes. That is right; we do not. 

Senator Ture. So when you sell it, it is an obligation which comes 
to an end, so far as your funds are concerned ? 

Mr. Barnes. That is our intent and purpose, sir. 

Senator Tiyr. Have you any on which you have been negotiating 
a sale on now # 

Mr. Barnes. No. We will not try to sell them until they have been 
on our books for a period long enough to indicate they are seasoned. 

Senator Tuyr. That is why you think that with this additional $50 
million, you will have sufficient funds to carry you through until the 
Congress reconvenes in the next session; and in the event then you are 
short of funds, you will have either a deficiency, or supplemental ? 

Mr. Barnes. Yes, sir. 
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DEFERRED PARTICIPATION LOANS 


I was talking particularly about direct loans. With respect to de- 
ferred participation loans, the bank makes the loan, services it, and we 
enter into an agreement with the bank to pay our participating part of 
the loan upon call by the bank, and the bank then advances all of the 
funds. In this type of loan, we think that after a period, after the 
loan has seasoned, the bank will wish to get us out of the picture and 
they will be encouraged to do so by the fact that they will no longer 
have to pay us the bank charges. This in effect would release funds 

which had been committed and make them available for other loans. 

That is our proposal. It is to the advantage of the Government, of 
course, to have as many of these bank participation loans as possible. 
With that type loan, since the bank does the servicing and advlasiathe 
of funds, we need fewer Government employees on the payroll, and, 
furthermore, the funds which are committed in most cases are never 
actually withdrawn from the Treasury. 

Senator SarronsraLtL. What is your participation, again, Mr. 
Barnes, in a loan of that character? Assume that I go into a bank in 
Massachusetts and say I want a loan of $61 thousand to start this 
business or to work in this business in which I am interested, and they 
say, “You are not a good risk,” for one reason or another, “you have 
to get the Small Business Administration to give some backing here.”’ 

What is the type of backing that you give? Do you give them a 
guaranty ¢ 

Mr. Barnes. In effect, yes, sir. We enter into an agreement with 
the bank, by which we agree that we will participate in the loan up 
to an agreed percent. But by law we can’t assume more than 90 
percent. 

Senator Satronstatu. That is an individual horse trade in each 
case ¢ 

Mr. Barnes. That is right. 

Senator Sauronstatn. And by law you cannot make it over 90 

t? 

Mr. Barnes. That is right. The bank has to put in at least 10 per- 

cent of its own funds. 


PERCENTAGE OF PARTICIPATION LOANS 


Senator SatronsraLL. What proportion of your loans up to the 
resent time have been that kind of loan, and what proportion have 
een straight Government fund loans? 

Mr. Barnes. I am very happy to tell you that 64 percent of the loans 

apenas are participation loans. 

Senator Satronsraty. Out of that kind? 

Mr. Barnes. Yes, sir. We started off down around 30 percent, and 
as we have worked on this with the banks we now have 64 percent of 
our loans of the type in which the bank recommends the borrower 
to us and services the loan, processes the application, and advances its 


own funds. And the Government funds remain on deposit in the 
Treasury. 


AVERAGE EXTENT OF PARTICIPATION 


Senator Sauronsratt. What is the extent of the participation? 
What is the average? 
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Mr. Barnes. It started at around 13 percent and it has now built 
up to around 21 or 22 percent. 

Senator Sauronsraty. Do you mean that is the Government par 
ticipation ¢ 

Mr. Barnes. I mean the amount that the bank itself takes. 

Senator SatronsTaLu. So the Government is in 79 percent ¢ 

Mr. Barnes. Yes, sir. 

Senator Sauronstatu. And if the loan goes bad, the bank loses 21 
percent and the Government 79 percent ? 

Mr. Barnes. Yes, sir. 

Senator Satronsratu, What is the average rate of interest on those 
loans? 

Mr. Barnes. On the direct loans it is 6 percent; on participation 
loans, the banks fix the rate and it is between 514 and 6 percent. 

Senator Satronsrat.. The additional amount of money you want 
and that the House put back is for the increased servicing that you 
have to do; is that correct ? 


OTHER FUNCTIONS 


Mr. Barnes. Yes, sir; by reason of the increase in the number of 
applications. You see, each of our field offices is set up so that the 
work of dealing with borrowers and interviewing them is done in the 
field office. However, we do things other than to process loans as is 
pointed out in my general statement. For example, we give financial 
advice and counsel to many small firms. 

In actual fact, in March we had some 5,000 people in our various 
field offices who consulted us about financial problems of their busi- 
nesses. Only a few of those inquiries ultimately result in loans from 
SBA. We encourage applicants to go to the banks and obtain credit 
from private institutions. We try to assist them in such a way as will 
make it possible to avoid borrowing in some instances, and in others 
to obtain credit from private banking institutions. 

That is all work over and beyond the work on applications that are 
actually filed with us. We try to discourage the filing of applications 
if we see there is no possibility of making a loan. 


TOTAL EMPLOYEES 


Senator SarronsraLtL. How many employees do you have? 

Mr. Hanna. There are 525 on the rolls as of the 15th of April, and 
there are 35 additional actions in process, making a total of 560. 

Senator SatronstaLt. How many employees did you have when 
you submitted the budget ? 

Mr. Barnes. If you please, the budget was originally prepared last 
October, at a time when we had not even started the loan program. 
And it was based entirely on estimates derived from that figure of 
230 loan applications. 

This agency has replaced the Small Defense Plants Administration, 
which had 487 employees. And insofar as business loans, it has re- 
placed the Reconstruction Finance Corporation, which, out of some 
3,300 employees, had about 1,800 assigned to the function of making 
small- business loans in the 1949-50 period. At that time, 90 percent 
of RFC loans were for under $100,000. 


45746—54——34 
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Thusly, the roughly 500 employees that we have now are doing the 
work that was formerly done by some 2,300 employees. 


TOTAL OFFICES 


Senator SavronstaLtt. How many offices do you have throughout 
the country ? 

Mr. Barnes. We have some 34. 

Senator Savronstatit. With headquarters here in Washington? 

Mr. Barnes. Yes, sir. 

Senator Savronstat,. How much regional independence is there ? 
Can a man, for instance, in charge of your Boston office make a loan ? 

Mr. Barnes. He can make a disaster loan under $10,000. He can 
take final action on disaster loans only at the regional level. 


LOAN REVIEW COMMITTEE 


We have a loan review committee set up in the Washington office. 
We are very anxious that the established loan policies be applied 
equally across the country, and we are very anxious that the sort of 
integrity and confidence that there should be in a Government lending 
function be maintained. In order to do that, we have used a loan 
review committee which finally processes and passes on each loan 
and makes its recomemndation to the Administrator. That was the 
type of a committee that was in existence while the RFC was in 
operation. 

Senator Sarronstatu. Is that committee here in Washington ? 

Mr. Barnes. Yes, sir. 

And I might add the activities of the RFC committee were highly 
complimented during all of the congressional investigations. 

Senator Savronsratu. Is that committee paid, or unpaid ? 

Mr. Barnes. The members are paid. They are full-time employees. 
They are expert credit men, with long years of experience in loans. 


CLASSIFICATION OF COMMITTEE MEMBERS 


Senator Tuyr. What classification do they carry? 

Mr. Barnes. GS-15. 

Senator SavronstaLL. So that from an organizational setup, you 
have yourself as Administrator, and you have your Washington office 
consisting of this Review Committee ? 

Mr. Barnes. Yes, sir; as well as the necessary additional loan 
examiners and others required to handle the Washington office loan 
function. 

Senator SaALToNsTALL. How many people do you have here? 


DEPARTMENTAL AND FIELD POSITIONS 


Mr. Barnes. We have three Deputy Administrator positions, and 
a total of 238 in the Washington office. 

All of those, are not, of course, on the loan function. 

Senator Sarronstaty. I understand. Out of the 560 you have 238 in 
Washington ? 

Mr. Barnes. That is right. 
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Senator Sarronstat.. And the balance are spread throughout the 
country ¢ 

Mr. Barnes. That is right. 

Mr. Hanna. At the present time there are only 210 in Washing 
ton. The 238 are proposed for 1955 out of the 765 in total. 

Senator SatronstTau. In addition to your own functions and work- 
ing this revolving fund, making these loans, and you having 400 ap- 
plications for loans a month of which you are granting approximately 
40 percent, you are called upon for advice and help in other ways 
than loans. Approximately how many calls do you get here in Wash 
ington in a day, or a week ¢ 

Mr. Barnes. We try to refer people to the appropriate field office 
first in each of our programs, so that businessmen are saved the ex- 
pense of trips to Washington. 

Many of the people in the W: ishington office are engaged in general 
housekeeping functions which are ‘centralized here; in relation to 
which there is little necessity for visitors, I mean the accounting func- 
tions, personnel, our General Counsel’s Office and that sort of thing. 

In the loan function, however, we, I presume, have 20 or 30 callers 
a day about some specific matter. In starting a loan application, 
applicants don’t come to Washington. 


PROCUREMENT FUNCTIONS 


don’t know whether I can estimate accurately the number of 
people that come to see us about Government contracts. Needless to 
say, our Procurement Office is likewise centered here. And we have 
yeople established in procurement offices of the various branches of the 
Defense Department. We may have more callers on procurement 
than we do on loans. 

Senator SauronsraLu. Senator Thye brought out that you had these 
Loan Review Committee men at G-15. I was wondering what your 
grades are here in Washington? What is the average cost per em- 
ployee ? 

AVERAGE GRADE OF EMPLOYEES 


Mr. Montcomery. Overall, Senator, it runs GS—9.4 in the revised 
estimate. In the original estimate it was GS—9.8. 

Senator Satronsray. In dollars, how much is that? 

Mr. Monrcomery. GS-9, the starting rate is $5,060. The actual 
figure at GS-9.4 is $6,417. 

Senator SautonsTaLL. Is that your youngest employee ’ 

Mr. Monteomery. That is the average. 

Senator SauronsTaLu. The average is getting $6,400? 

Mr. Barnes. Under this request, yes. 

Senator SatronstatL. So that what you are asking us now for is a 
staff of 560 to service these revolving-fund loans of approximately 
160 a month, out of 400 applications, plus any advice, callers, and 
everything else that you may get? 

Mr. Barnes. Yes, sir. 

I have one correction, Senator, and that is that under this request 
the total amount of employment would be 765 persons. 

Senator Satronstatu. Is that instead of 560? 
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Mr. Hanna. 560 is current employment, sir, the present number of 
people on the rolls. The number of positions proposed by the revised 
budget estimate is 765. 

Senator Taye. You start with 525 and then you had 35 that you 
have just now processed ¢ 

Mr. Barnes. Yes, sir. In order to meet the heavy workload I have 
authorized the employment of temporary employees, using up salary 
funds that were not used earlier in the year. 

Senator Tyr. Are you finding skilled men for these temporary 
positions ¢ 

Mr. Barnes. We are doing the best we can. It is difficult, of course, 
to get a man to take a temporary job. But where it is possible to find 
someone, we have taken them on until the end of June. 

Senator Tuyr. You stated you had 525, and then you were just 
completing the processing of an additional 35; which makes 560. 
Now you intend, when your full complement is reached, that you are 
going to have 765? 

Mr. Barnes. Yes. 

Senator Ture. How soon do you expect to have that number em- 
ployed ? 

Mr. Barnes. The supplemental request estimates an average lapse 
of 8 months for the additional employees. However, many would be 
needed immediately and we would expect to have them employed by, 
I would say, August or September. 

Senator Taye. Do you mean that you continue adding as the load 
develops? 

Mr. Barnes. Yes, sir. 

Senator Ture. Can you foresee that as you get these men into ad- 
ministrative experience, that you will be able to reduce the number of 
man-days in the execution of applications? Do you see any oppor- 
tunity of reducing the overall cost there in manpower ? 

Mr. Barnes. Yes, sir, we do. But our situation is this: That 765 
figure is based on the receipt of 400 applications per month. Now, we 
have received more than that in the past couple of months. RFC’s 
experience would indicate that there is usually not as much activity 
during the summer. We are hopeful that we can catch up with the 
workload. And then, of course, we will only build up as the workload 
indicates that it is necessary to do so. 

This is a new agency, as you know, and our procedures are new. 
As our people work under them, we feel increased efficiency will 
result. 


TIME REQUIRED TO PROCESS LOAN 


We are now processing loan applications, or at least we are designed 
to process them through the field into the Washington office and have 
final action on them within 45 days. That is about one-half of the 
time that was required by the RFC. 

Senator Tyr. One man is not working on that application all 
those 45 days, is he? 

Mr. Barnes. No, sir. It passes from one to another. 

Senator Ture. In other words, a man out in the field is making an 
appraisal of the business establishment involved in the application, 
and from there on it has to be mailed in, and then someone within 
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the central office here in Washington will take that application and 
make the study and decision of that? 

Mr. Barnes. He tests it against the loan policy and the law and he 
makes his report. Then it goes to the Loan Review C ommittee, and 
they study it along with other applications. The review committee 
decision is then recommended to the Administrator. 

Senator Turn. It will depend greatly upon the positive qualifica 
tion of the man who makes the initial investigation of the establish- 
ment that is involved in the a wor ation? If you have good men out 

in the field it becomes relatively simple for the committee to examine, 
from the standpoint of the Central Office, and then the review com- 
mittee ? 

Mr. Barnes. Yes, sir. 

Senator Tuyr. And once you worked on a few applications from 
that one individual you almost know on what scale the man operates, 
so that you will be able to act much quicker as an executing committee 
in the final decisions, I take it. 

Mr. Barnes. Yes, sir. 

Senator Torr. I can see you are feeling your way into the question, 
and I can see that you are all trying to determine what is the yard 
stick by which you measure one appriser and another. You soon 
learn to know your men, and as you learn to know your men you will 
be able to move much quicker on an application than at the beginning. 
I can see that your machinery here would be rather cumbersome and 
slow in its motion at first, but as you get into it you would move a lot 
faster. That is my estimate only from my experience in the field of 
apprising similar loans only in different fields. I am just guessing 
how you go about it. 

I have been in the field and I have made appraisals and I have 
reviewed and passed on them. For that reason, I almost have a feel- 
ing here that you have to make your own yardstick as you work and 
that you have to appraise the man that is m the field doing the work 
before you are certain that you are going to rely on this man’s judg 
ment and on his recommendation. You are measur ing the man in the 
field as well as you are measuring your own yards tick to determine 
how you appraise the man that is in the field. 

So, all of it is a slow, searching process in the determination of 
what you are going to do here. 

I think that you will cut your man-days or man-hours down 
tremendously as you get into the field. 

Mr. Barnes. We intend to. 

Senator Ture. Or as you get into the experience of it. 


TRAINING PROGRAMS 


Mr. Barnes. We have training programs going and we have stream- 
lined the procedures considerably. 

However, we are anxious not to move so fast that we lose any of 
the careful consideration which we are sure should be given to any 
dealing with public funds. 

In that connection, a few minutes ago the number of our field 
offices was mentioned. Most of these offices were established some 
months ago, or by our predecessor agency. We have continuing 
studies going and are not prepared now to say that this is the final 
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location that should be made for all these offices. We have taken 
pene from our other programs and put them on the loan program 
vecause of our heavy workload. As soon as we have authority to 
employ these additional people we are now requesting, we will shift 
the personnel taken from other functions to help on the loan program 
back to their original positions. We can then develop some of the 
programs that we are not able to go ahead with now. 

I did not mean to indicate that the 34 offices are going to be in the 
laces and sites in which they now are, that that should be the final 
ocation. That is a matter of study as the economic situation develops. 


LOCATION OF FIELD OFFICES 


Senator Satronsrati. Can you put those lists of offices in the 
record, Mr. Barnes? 

Mr. Barnes. Yes, sir; we can furnish them. 

Senator SautronsraL,. Have you done so? 

Mr. Montcomery. I have a copy here. 

Senator SauronstaLtL. Were they in the House record? 

Mr. Monrcomery. No, sir. 

Senator SaLronsraLh. Then let us put them in the record here. 

(The information referred to follows :) 


PRESENT SBA Reoronar AND BraNcu Orrices (14 Reaions: 20 BRANCHES) 


Region I—Boston, Mass.: Hartford, Conn.—Branch oftice 
Region II—New York, N. Y.: Buffalo, N. Y.—Branch office 
Region III—Philadelphia, Pa.: Pittsburgh, Pa.—Branch office 
Region IV—Richmond, Va.: 

Baltimore, Md Branch office 

Charleston, W. Va sranch office 
Region V—Atlanta, Ga.: 

Birmingham, Ala. sranch office 

Nashville, Tenn. sgranch office 
Region VI—Cleveland, Ohio: 

Cincinnati, Ohio—Branch office 

Detroit, Mich.—Branch office 
Region VII—Chiecago, Il. : 

Indianapolis, Ind.—Branch office 

Madison, Wis.—Branch office 
Region VIII—Minneapolis, Minn. : Helena, Mont.—Branch office 
Region TX—Kansas City, Mo.: 

Davenport, lowa—Branch office 

Omaha, Nehb.—Branch office 

St. Louis, Mo.—Branch office 
Region X—Dallas, Tex. : 

Houston, Tex.—Branch office 

New Orleans, La Branch office 

Oklahoma City, Okla.—Branch office 
Region XI—Denver, Colo 
Region XII—San Francisco, Calif. 
Region XITI—Seattle, Wash.: Portland, Oreg.—Branch office 
Region XIV—Los Angeles, Calif.: Phoenix, Ariz.—Branch office 


CHOICE OF OFFICE LOCATIONS 


Senator SALTONsTALL. Are you through, Senator? 

Senator Taye. The only comment I would make, Mr. Chairman, is 
that it would depend greatly on what the economic conditions of the 
respective communities are in the different States within the next 6 
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months or a year as to what the applications for loans would be and 
as to whether you would have to establish offices in other States. I 
say that because it is a certainty that if you get a lot of applications it 
might be advisable to have a central office rather than to be working 
large district from an office in some other State, for instance. 

do not think that you have all the answers in the question of 
where do you locate, or do you locate any additional offices. It all 
de pe nds on the economic conditions in the next year or 18 months. 

That would be my guess on it. 

In some of the Western States right now I know some of the Sena 
tors have expressed a concern that they bey not have a State office and 
they are worried that the applicants or business people have to go 
too far in order to sit down with someone and talk the matter over. 

Thank you, Mr. Chairman. 

Senator SatronsTaLu. Mr. Barnes, just for the sake of the record: 
First, we have to have a big enough revolving fund so that if we get 
started on this business in the Federal Government we have enough 
money to go through with all the proper requests; then if your money 
runs out you have encouraged people, you have led them on, giving 
them a first drink, and when they want a second drink the water has 
given out. Is that not correct? 

Mr. Barnes. Yes, sir. 

Senator SauronsraLL, That is one thing. 

Then we have to have a big enough revolving fund, adequately 
supervised, so that it will be sufficiently large to take care of all apph 
cations. That is your view? 

Mr. Barnes. Yes, sir. We have now applications in our file for 
some $66 million. We have only been approving 40 percent and less 
of the applications that reach Washington. But if that volume con 
tinues and the rate of approvals continues—and I might say, inci- 
dentally, that the quality of the applications is improving and a 
greater percentage of them are good loans, businesses that have been 
expanding, that have adequate security and are sound loans—if that 
continues, even approving only 40 percent of the applications, we 
would expect to have exhausted our present revolving fund by late 
August or early September. 

With the granting of this additional request, there would certainly 
be enough funds to take care of the applications that are received 
through January of next year, at which time we can take a further 
look at it. And, of course, we expect by that time to be selling our 
loans. 

NOT IN COMPETITION WITH BANKS 

Senator Sarronstatu. You are not in competition with the banks, 
are you? 

Mr. Barnes. No, sir. In every instance we do not approve a loan 
if the credit is available from private sources. 

Senator Sarronsrati. Do you not attempt to make them go to the 
private banks, as far as you can? 

Mr. Barnes. Yes, sir. We not only encourage them to go there, 
but we help them adjust their request for a loan so that it is more 
likely that they will receive a loan from a bank. We furthermore 
require proof of the refusal from the bank before we will make 
direct loan. 
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We will not make a direct loan if the bank participation is available. 

As I say, 64 percent of the loans are of the participation type, 
where the bank itself has taken the application and the bank asks us 
to make the loan. 

Senator SavroNnsraLi. You are not permitting the banks to pass the 
buck to you, are you? 

Mr. Barnes. No, sir. We are very careful to see that the loans 
that come in are the ones in which the bank itself puts in some money. 

Senator Satronstatu. If business conditions pick up a bit—and we 
hope and pray they will—your business ought to decrease; is that 


not so? 


Mr. Barnes. Yes, sir. 

Senator Savronstatt. And if the quality of the loans you are 
getting decreases and improves, then, if the proper incentive is given, 
the banks ought to take those loans too? 


APPLICANTS FROM SMALL COMMUNITIES 


Mr. Barnes. Yes; with this exception: A great many of our loans 
are from applicants who live in smaller communities where the banks 
have low loan limits, and their correspondent banks are unable to 
take the loan. I don’t know that applications of that type will neces- 
sarily decrease. Even in a period of business improvement, it may 
be that the small banks will want us to participate with them. 


BACKGROUND OF WITNESS 


Senator Sarronsratt. What is your own background, Mr. Barnes? 

Mr. Barnes. I am an attorney. I have been practicing law in Ok- 
lahoma since 1935. I was experienced as a tax attorney and then I 
was general counsel for Douglas Aircraft at their Tulsa plant from 
1941 to 1946. I then returned to general practice of law until I came 
up here in September of 1953 as General Counsel for this agency. 

In my private practice I represented a number of small businesses 
and some loan companies. I took part in some fifteen hundred loan 
closings in the 4-year period before I came up here. 

[ have had experience in procurement matters as counsel for Doug- 
las. 

I was here as General Counsel of SBA from September until No- 
vember 2, 1953, and at that time was appointed Acting Administrator 
by the President and then was subsequently, in February, nominated 
as Administrator and confirmed by the Senate. 

Senator SavronsTauu. Then, Mr. Barnes, your background and ex- 
perience has been the experience of a lawer dealing with these problems 
rather than a banker ? 

Mr. Barnes. Yes, sir; a lawyer with financial experience, I would 
say. 

Senator SAvronsTaLL. You agree with the Chair in the philosophy 
that the Small Business Administration is a good agency of Govern- 
ment, providing it is administered in a way that will stimulate private 
business to do its job and not allow private business to pass the buck to 
the Government ? 

Mr. Barnes. Yes,sir. I agree emphatically and have done as much 
as I could do in the few short months that I have been Administrator 
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to meet the bankers of the country and to gain their confidence and to 
assure that our own people follow out the will and intent of Congress 
as vested by the act. 

I believe the fact that we, from January until the present, have in- 
creased the percentage of our bank participation loans from 30 percent 
to 60 percent indicates that there is a general acceptance on the part of 
the banks, particularly the smaller ones, of the SBA program. 

Senator SauronsTaLu. What you have to do now is to get the partic! 
pation of the Government down from 79 percent. ‘That is your next 
job, is it not ¢ 

Mr. Barnes. Yes, sir. We have been encouraged in the past month 
or so by having a number of applications come through in which the 
banks would take 40 or 50 percent. 


TYPE OF PERSONNEL 


Senator SavronsTaLL. What type of men are you looking for in the 
buildup? What type of man are you trying to get for an average of 
96,000 a year ¢ 

Mr. Barnes. If he is a financial specialist he would get more than 
that, because you have to have a man who has had experience in loan 
matters and has developed credit sense. That is not learned from 
books. There must be experience in dealing with loan matters. The 
$6,000 is an average which includes stenographic and other people, 
too. A man that is experienced in credit matte rs, or procurement 
matters, of course, can frequently do a much greater volume of work 
than two inexperienced people because they are not capable of making 
any final decisions. 

So we are doing everything we can to find men that have had a 
good background in credit matters and men who have had an unsullied 
record in everything they have done, who have had the courage of 
their convictions, and if they have worked for the Government, who 
have never been swayed in their decisions as to the quality of loans. 

Senator Tyr. You have quite a number of applications, do you not, 
on file? 

Mr. Barnes. Yes, sir. 

Senator Tuyr. You can take those applications and check back 
against the man’s references and check back to the known employer 
and so forth. You can never take and just find a man and say he has 
a college education and he has had this or that experience and therefore 
he has to be right. You may take that man and he can do everything 
but make a decision. He just cannot make the decision or recom- 
mendation, and you have to go back over the entire file, back to the 
applicant, to ms ike your own determination. Therefore it consumes a 
tremendous amount of time on the part of the supervisor or the com- 
mittee that makes the final decision if you have a man that cannot make 

a decision. Therefore you almost have to hand pick, so to speak, the 
type of individual that will go out and do a good job and a safe job 
for the loaning agency ; is that not correct? 

Mr. Barnes. Yes, sir. 

Senator SALTonsTALL. One more question, Mr. Barnes, which pos- 
sibly you have already answered: What proportion have been paid 
or the Government has ceased to participate in in the last 6 months? 

Have you gotten out any of your loans? 
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Mr. Barnes. No, sir. We do not get an opportunity to look at a 
loan until the banks have already reviewed it. In each case the best 
private lenders in the country have endeavored to make the loan. 
Hence our people have to use ingenuity. 


LONG-TERM LOANS 


Another thing, these loans are of a little different type. Most fre- 
quently in commercial banking a loan on accounts receivable is for a 
short period. These loans are for a long period. We go more into 
the study of collateral which is available. Since we are not bound by 
the same laws the banks are, we are able to see value in machinery 
and some things that are not considered good collateral by private 
banks. So that when we finally set up a term loan for a period of 
years it is not likely that we can sell that loan to a bank until it has been 
on the books and has seasoned, as they call it; has been there for a 
period long enough to indicate that the loan is going to be paid off. 

Senator Sarronstaty. Your type of loan is really what you might 
call a capital loan rather than a current loan based on inventory or 
that sort of thing? 

Mr. Barnes. Yes. It is a longer term loan, as opposed to short 
term. 

Senator Savronstrauy. It becomes more of a capital loan based on 
property or based on inventory that is not expected to be turned over 
every 6 months or so; is that correct? 

Mr. Barnes. Yes, sir. We do not think of it in the same terms as 
we think of equity capital or anything of that nature because, in some 
instances, we do, as a condition of our loan, insist on the injection of 
new capital by the proprietor if it appears he has it. But they are 
referred to as term loans, and they are the type loans that if they are 
seasoned and you have every indication of their being a good loan, the 
banks should be willing to take them over after a period of time. 

Senator Savronstaty. The Chair would just say that it seems to 
him that we have to depend a lot on you, a lot of your personality and 
a lot on your character and background to make this agency a good 
agency of the Government that does not interfere with private business 
but that helps private business and helps it in the way that will stimu- 
late it rather than to take business away from private agencies and 
put it in the Government. 

On that, it seems to me you have nothing but to experiment with a 
good man like yourself, and the people who are working for you, for 
at least a year. 

Have you any comment on that? 

Mr. Barnes. I don’t know that I would want to have to put it on 
the record, sir. 

I would say that I believe in this program. I am convinced that 
a fine job can be done for the small businesses of the country by the 
careful administration and execution of this program. 

Of course, it is not a one-man job. We have to have good people 
throughout our whole agency. I believe we have that kind of peo- 
ple. I believe we have the finest group of credit men that have ever 
been assembled in the Government. And I believe that as they work 
under our program they will become increasingly proficient. 
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I am a firm believer in private enterprise and private banking. 
Every member of my family is in some way engaged in the banking 
business, the lending business. I am no more anxious than you would 
be, sir, to do anything i in a Government program that would prove 
in any way injurious to the private banking system. It is my inten 
tion to do everything possible to work cooperatively with the banks, 
particularly smaller banks, to help in supplying the credit to small 
business that need to grow and expand. 

Senator Tur. Mr. Chairman, if 1 might ask this one question 
here—— 

Senator Satronsratyt. Certainly, Senator Thye. 


APPLICATIONS SCREENED BY LOCAL BANKER 


Senator Ture. Some of the applications that come through are sup 
ported by the local banker, are they not? 

Mr. Barnes. Yes, sir. 

Senator Tuyr. And the local banker is aiding the man to develop 
the facts that are necessary in the application; the local banker is 
restricted by the owner’s ability, or the resources of the bank, or he is 
restricted by the State laws or the national laws which govern the 
banking function. 

It is the same as what we are faced with today in the real estate 
field, farm properties. A local banker cannot load up his bank with 
a lot of real estate mortgages of 4 or 5 or 10 years; therefore the local 
banker will work to put this loan into, oftentimes, the Federal land 
bank, and then the Federal land bank, under some emergency, is not 
able to meet the need of the borrower 

In the Senate Agriculture Committee this morning we were dis- 
cussing the possibilities of making a recommendation to reestablish 
the Commissioner’s loan, which in the thirties were an appropriation 
by Congress, and at that time it was the second mortgage in it making 
an instance to the land bank. In some instances it was a loan made 
because circumstances would not permit a land bank mortgage to 
be written; of course, those Commissioner’s loans were all paid up 
in the forties and the fund was completely liquidated and it had an 
earning to the Treasury because conditions in farming were such that 
they paid off their obligations to a great extent. 

We are in the same thing now. We are in a transition from a war 
era to a peacetime era. A manufacturer that was in war manufacture 
is now converting to peacetime economy, and he has a different pro- 
gram on his hands than he had 2 years ago. The local banker cannot 
help him, and he is trying, through you, to bring about a credit for 
this particular est: ablishment that me ans everything in the town be- 
cause of payroll and “what have you” in connection with this estab- 
lishment. 

So you are in a field supplementing the banks. We had a bankers 
convention here last week, and I hope that the bankers in Minnesota 
and North Dakota—and I have met quite a number of them—and I 
had no complaint about the function of this agency from either the 
State of Minnesota or North Dakota from the group that were in 
here. 
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Mr. Barnes. With respect to the 64 percent that are bank-participa- 
tion loans, the bank itself has recommended the loan. Further, a 
large part of the direct loans we have made are recommended to us 
by banks. 

So even in the direct loans, in the great majority of cases, the 
man’s own banker recommends the loan, says something good about 
him and his character that may be helpful to us in some way. 

Senator SavronsraLy. The great question is to exercise the good 
judgment as to which to take and which to reject. 

Mr. Barnes. Yes, Senator. 

Senator SavronsratL. Thank you very much, Mr. Barnes; thank 
you, gentlemen. 

We will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 5:03 p. m., Tuesday, April 20, 1954, the hearing 
was recessed until 10 a. m., Wednesday, April 21, 1954.) 
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WEDNESDAY, APRIL 21, 1954 


UNITED StTatTEs SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 
The subcommittee met at 10 a. m., pursuant to recess, in room F-39, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommittee ) 
presiding. 
Present : Senators Saltonstall, Maybank, Kilgore, and Robertson. 


HOUSING AND HOME FINANCE AGENCY 
ELIMINATION OF HOUSE RIDER 


Senator SALTONSTALL. ‘The committee will come to order. 

We are taking up this morning the Housing and Home Finance 
Agency. After consultation with the Administrator, Mr. Cole, and 
because of the interest of a number of gentlemen who have come down 
from New York, the Chair is going to present and recognize Senator 
Lehman. 

The question before the committee, what the Chair hopes the 
speakers will confine their remarks to this morning—and we will take 
up the other parts of the bill later—is, 

Provided, That no funds in this act shall be available for payment of capital 

grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses unless incidental uses are restricted 
to those normally essential for residential uses. 
That rider the Administrator wishes eliminated. The House put it in. 
It was not in the original bill. The question the Chair wants to have 
the speakers confine their remarks to is whether or not that rider 
should be in. 

(The justification follows :) 


CAPITAL GRANTS FOR SLUM CLEARANCE AND URBAN REDEVELOPMENT 


OOD eipsiinse cd mie wninee cneganiin anenloneineve 
Proposed by committee__. 
In act 


s eiie eal dulcis lo A i, 
Geipcaaits _.. 389, 000, 000 
dich clades tty liaetlttt Rasta taclgge ii died ctncacen nineties tite aatinite atlas _....-. 39,000, 000 


(House hearings, pt. 3, pp. 2268-2266) 


Page 28,’ lines 13 through 18, strike out the entire proviso reading “That no 
funds in this or any other act shall be available for payment of capital grants 
under any contract involving the development or redevelopment of a project for 
predominantly residential uses unless incidental uses are restricted to those 
normally essential for residential uses: Provided further,” 


1 Same reference in act. 
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HOUSE REPORT 
(Pertinent excerpts, H. R. No. 1428, p. 16) 


“Capttal grants for slum clearance and urban redevelopment.—The bill con- 
tains $39 million which is the amount of the budget request and is an increase of 
$19 million over 1954. The purpose of this appropriation is to make grants for 
slum clearance and community redevelopment. The amount contained herein 
will complete the grants for an estimated 24 redevelopment projects, and provide 
partial payments on some 60 additional projects. 

“Under the provisions of title 1 of the Housing Act of 1949, the Administrator 
is authorized to make capital grants to local public agencies to enable such 
agencies to make land available for redevelopment of land at its fair value. 
Section 110 (c) (IL) of that act defines a project to mean an area which is to be 
developed or redeveloped ‘for predominately residential uses.’ It is understood 
that administratively this broad term has been considered as not necessarily 
meaning that the residential use shall constitute any given percentage of the 
physical area or construction of a project for residential purposes, but can mean 
that a project could be 30 percent for park purposes, 30 percent for commercial 
uses, and 40 percent for residential uses. Thus, only 40 percent of the project 
would be for residential purposes but probably would be considered as consti- 
tuting ‘predominately residential use’ of the project within the meaning of 
the act. 

“One particular abuse of this program has come to the committee’s attention, 
the Columbus Circle project in New York City. The committee believes grants 
under this program should be made for projects clearly for predominately resi 
dential uses and is not in agreement with whatever interpretation has been made 
Which will permit a grant for this type of project. The commitee believes the 
capital grant and slum clearance program can be most constructive but can see 
no quicker way for the program to be destroyed than the way this project has 
tentatively qualified. The committee has included language in the bill which 
will correct without any question any situation of this nature that may arise in 
the future, and directs the agency and the General Accounting Office to take 
whatever steps are necessary to prevent the use of any Federal funds to finance 
either directly or indirectly a coliseum or other similar project, where housing 
and slum clearance features are of such secondary importance. The estimated 
Federal grant for this project is approximately $6 million in cash and the city’s 
share is one-third in the form of cash and public facilities.” 


JUSTIFICATION 


Deletion of this proviso from the bill is recommended on three grounds: 

1. The provision is not needed in the law, and the objective sought can be 
better achieved by administrative policy than by legislative enactment; 

2. The language of the proviso is ambiguous, may have far-reaching conse- 
quences not clearly foreseeable at this time, and could seriously impair the slum 
clearance and urban redevelopment program, both in the future and under 
contracts now outstanding; and 

3. The proviso is complex legislation in the appropriation bill in connection 
with matters now being considered by the legislative committees of the Congress. 
Proviso is unnecessary 

The proviso is addressed only to those projects in which the proposed new use 
of the project area is intended to be predominantly residential. Its apparent 
purpose is to prevent Federal grant funds from being used to support local 
improvements in the project area which are basically unrelated to residential 
reuse and which are extraneous to the main character of the project. 

The Agency is in complete sympathy with the intent of the proviso, insofar as 
it seeks to avoid possible abuses and diversion of Federal grant funds from the 
basic purposes of title I of the Housing Act of 1949. However, under the 
existing law, the Administrator has full authority to accomplish the objective 
sought. The Administrator's approval of an application for financial assistance 
is discretionary, and the power to determine whether the proposed project serves 
the aims of the statute and accords with the intent of Congress rests with him. 
The Agency believes that the House committee report and the debate on the 
floor of the House have highlighted the congressional concern in connection with 
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this matter, and that this fact in itself will assure that all applications will be 
rigorously scrutinized to avoid any abuses of the type feared by the House 
committee. The proviso now in the bill would not facilitate this review in any 
way ; on the contrary, it would create other problems as discussed below. 

Proviso is ambiguous and may have serious results 

The legal effect of the language now in the bill is uncertain, and its possible 
consequences might be very serious. 

It was explained on behalf of the House committee that it was not the intent 
of the proviso to affect projects now under contract, but only to guard against 
future abuses. From the technical standpoint of legislative history, as that 
history may bear on the interpretation of the language of the proviso, it is difficult 
to reconcile this explanation with the wording of the proviso itself or that of 
the report of the House committee quoted above. The language seems in so 
many words to prohibit the disbursement of appropriated funds for projects 
falling within its scope, without regard to whether the contracts involved may 
have been executed before or after the enactment of the provision. It there- 
fore appears to require the Agency to withhold payment at least under the 
Columbus Circle contract and thus to subject the Government to suit for breach 
of contract. Moreover, the enactment of the provision might be an invitation 
to litigation either of a serious or nuisance character in connection with any and 
all projects calling for predominantly residential redevelopment, and such liti 
gation might well prove extremely burdensome and expensive to the Government. 

Moreover, enactment of the present language would cause serious administra 
tive problems both for the Government and for the local public agencies partici- 
pating in the title | program. As of March 31, 1954, there were 90 title I projects 
in final planning or actually being carried out which involved predominantly 
residential reuse. However, of these 90 projects only 8 involved exclusively 
residential reuse. 

The language of the proviso requires that “incidental” uses be restricted to 
those “normally essential” for the residential reuse. This language is very far 
from self-defining. It is not clear, for example, whether the term “incidental” 
uses comprehends all land uses in the project area other than residential or 
whether it intends to recognize a separate class of nonresidential uses only 
slightly related to the main purpose of the project Manifestly, there is a wide 
area of doubt as to what might be considered “normally essential.” Enactment 
of the present language would thus throw a cloud of doubt over the status of 
every project involving such types of nonhousing reuse as commercial facilities 
and even parks, recreational facilities, and so on. It would raise serious 
questions in the minds of local officials in connection with further planning or 
operations in all of the 82 projects referred to above, and would undoubtedly 
lead to protracted delays and added costs both to the local public agencies and 
to the Federal agency. A list of these projects is attached for the information 
of the committee. 

Finally, since the prohibition takes the form of a limitation on the use of 
funds, it imposes an unreasonable burden on the accounting and disbursing 
officers of the Government, since there is no way in which these officers can 
ascertain the propriety of a proposed expenditure under the language now 
appearing in the bill. 

Proviso would legislate in connection with a matter already before Congress 

While the proviso takes the form of a limitation on the use of funds, it is legis- 
lateive in its main character and purpose. It was explained on behalf of the 
House committee that it was not the intent of the proviso to change basic legis- 
lation. However, it should be noted that the Housing bill of 1954, H. R. 7839, as 
passed by the House April 2, 1954, would amend title I of the Housing Act of 
1949 extensively, and among other things would make important changes in 
the provisions of the present law most directly affecting the matter to which 
this proviso is addressed. Thus, if the purpose of the limitation is merely to give 
effect to the basic policy in title I, it must be recognized that we cannot know 
at this time what the policy set forth in title I will be during the fiscal year 
covered by the Independent Offices Appropriation Act, 1955. 

The basic legislation in the housing bill is now before the Banking and Cur- 
rency Committee of the Senate for consideration in two major bills—S. 2938, 
and H. R. 7889 as passed by the House of Representatives. There will, therefore, 
be ample opportunity for the Congress to consider the question raised in con- 
nection with predominantly residential redevelopment projects and to set forth, 
reaffirm, or clarify its intent and policy with respect thereto. 
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Senator Savronstaty. The other question that comes up in connec- 
tion with it is a $39 million request which was granted by the House 
and for which there is no action pending except that there are approxi- 
mately 85 projects involved through the country. The question is 
material with relation to the rider. If the rider stays in, the legality 
of these projects may be involved. That would involve the amount of 
$39 million. 

So those two questions are the questions before the committee. The 
committee is not interested per se in the question of the Columbus 
Circle. There are, as the Chair understands, 85 projects throughout 
the country. The Chair hopes with the collaboration of the senior 
Member of the other party that the speakers will confine themselves to 
the question as to whether or not the rider should be eliminated. The 
Chair will recognize Senator Lehman. 

Senator Mayank. I trust the committee will stay on this only, be- 
cause if we start on this housing situation with Mr. Cole and other 
Senators coming later, we will never get through here for 2 or 3 
days. I make a motion that be the only business, 

Senator Sarronstaty. Without objection that will be agreed to. 

Senator Lehman, the Chair will be glad to recognize you as the Chair 
knows you have other committees to attend. You are here for a very 
specific purpose. 


STATEMENT OF HON. HERBERT H. LEHMAN, A UNITED STATES 
SENATOR FROM THE STATE OF NEW YORK 


Senator Lenman. Mr. Chairman, Senator Maybank, I want to 
thank you for the opportunity of being here briefly. I wish I could 
stay throughout the hearing, but unfortunately I have a meeting of 
the Banking and Currency Committee. 

We have been meeting with Mr. Cole for some days and also with 
the Labor Committee. I did want to come here in the first place to 
express my great interest in the issue before you, the so-called Phillips 
rider which I think would do great damage to the plans not only of 
my own city of New York but to many other cities of the country 
in our efforts toward slum clearance. 

I think this is a very important issue and one that I know will 
receive the careful consideration of the committee. I express the 
hope that the rider will not be maintained in the bill when it finally 
comes before the Senate. Its effect would, in my opinion, be very 
harmful. I am here too to introduce some of the large and distin- 
guished delegation which has come down from New York; men who 
are deeply interested in the problem of housing as well as the develop- 
ment and welfare of the city of New York. They will present the 
case to you. 

I want to have the pleasure of introducing the distinguished mayor 
of New York, Mayor Robert F. Wagner, to you. 

Also, I want to have the pleasure of introducing Commissioner 
Robert Moses who will also, 1 understand, present the case; and Mr. 
Bernard Gimbel who is interested and has been for a long time in 
many of the civic projects affecting the welfare of New York and the 
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happiness of its people. There are a great many distinguished mem- 
bers here. I wish that I had time to present them all. I am sure 
Mayor Wagner will introduce them later. I want to thank you again 
for the opportunity of being here. 

Senator Sautronstatn. Thank you. The Chair will say that Sen- 
ator Lehman’s colleague, Senator Ives, is absent by leave of the Senate 
and wrote the Chair a letter and wished he could be present here, too, 
with so many of his distinguished constituents. 


OFFICE OF THE ADMINISTRATOR 


STATEMENT OF ALBERT M. COLE, ADMINISTRATOR, ACCOMPANIED 
BY B. T. FITZPATRICK, GENERAL COUNSEL; JAMES W. FOLLIN, 
DIRECTOR, DIVISION OF SLUM CLEARANCE AND URBAN REDE- 
VELOPMENT ; JOSEPH GUANDOLO, ASSOCIATE GENERAL COUNSEL, 
SLUM CLEARANCE BRANCH, DIVISION OF LAW; JOHN M. FRANTZ, 
DIRECTOR, BUDGET AND ORGANIZATION STAFF; AND NATHANIEL 
J. EISEMAN, BUDGET ANALYST 


PREPARED STATEMENT 


Senator SautronsraL.. Mr. Cole, you have a prepared statement on 
this subject. The Chair understands that you believe this rider should 
be eliminated from the bill. 

Mr. Coir. Yes, Mr. Chairman, 

Senator SauronstaLi. Without objection we will put your state- 
ment in the record at this point. Can you tell us briefly why you be- 
lieve this rider should be eliminated ¢ 

(The statement referred to follows:) 


STATEMENT OF THE HOUSING AND HOME FINANOB ADMINISTRATOR 


Mr. Chairman and Senators, it is my understanding that the committee wants 
to deal first with the House proviso respecting the slum clearance program, and 
that the other amendments to the House bill are to be taken up later in the day. 

The bill before you would appropriate $39 million for payment of capital 
grants in connection with slum clearance and urban redevelopment projects. 
The amendment we propose to this paragraph would strike out the entire proviso 
in lines 13 through 18 on page 28. This proviso reads: “Provided, That no funds 
in this or any other act shall be available for payment of capital grants under 
any contract involving the development or redevelopment of a project for pre- 
dominantly residential uses unless incidental uses are restricted to those 
normally essential for residential uses :”’. 

Because this proviso, should it stay in the bill, may have a far-reaching impact 
on the whole slum clearance and urban redevelopment program, I want to take 
a moment briefly to sketch in a bit of background. 

Over the best part of a century, we have been increasingly aware of the seri- 
ousness of the slum problem and of the spreading blight that menaces our cities. 
However, the first major effort to deal with this problem on a national basis 
did not come until 19387 with the passage of the United States Housing Act. The 
clearing of slums, in the process of providing public housing for low-income 
families, was one of the major purposes of that act—and indeed many thousands 
of slum dwellings have been removed through this means. 

Nevertheless, the United States Housing Act provided too narrow a basis for 
a real attack on the problem of urban blight. The problems of housing for low- 
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income families and of urban decay are most certainly related; but they are 
by no means identical. 

A broader approach was needed, and this was made possible by the Congress 
through the enactment of title I of the Housing Act of 1949. Title I was de- 
signed to meet directly, and not merely as an incidental feature of the public- 
housing program, the problem of urban decay. In brief, title I makes Federal 
financial aid, in the form of loans and grants, available to local communities 
to help them in assembling and clearing land in slum and blighted areas so that 
these areas may be redeveloped for their most appropriate uses, as determined 
by local plans for the development of the community as a whole. 

Once again, however, time and experience have shown that the approach we 
have been taking to the slum problem is not broad enough. Title I certainly 
marked a major step forward, but we have learned while working with it that 
what is needed is nothing less than a comprehensive attack on the causes of 
blight and slums, including but not limited to the clearance of blighted areas. 
Such a broadened approach, involving rehabilitation and renewal of deteriorat 
ing nieghborhoods as well as clearance in case of advance blight, is embodied 
in two bills now being actively studied in the Senate Committee on Banking 
and Currency: 8, 2938 and H. R. 7839, which recently passed the House of 
Representatives. 

I do not know what the final action of the Congress will be, but I do want to 
point out that these bills, as they now stand, would very substantially amend 
that portion of title I which establishes the predominantly residential test. It is 
not my purpose at this time to go into the merits of the change, but merely to 
point out that this proviso seeks to deal with a very complex question, and that 
the legislation now pending in the Banking and Currency Committee creates even 
further doubts as to what the future application or effect of the proviso might be. 

Title I projects may be authorized for the purpose of acquiring and clearing 
slum or blighted areas which are predominantly residential in character. In 
such cases, the redevelopment may be for residential, commercial, industrial, or 
any other use that conforms to the planned needs of the locality. Title I projects 
may also be authorized for the purpose of acquiring deteriorating or deteriorated 
areas which are not predominantly residential in their present use. In these 
cases, however, the land is required by law to be redeveloped for a predominantly 
residential use. 

The proviso, which we recommend be deleted, is addressed only to those 
projects in which the new use of the project area is intended to be predominantly 
residential. Its apparent purpose is to prevent Federal grant funds from being 
used to support projects which include improvements in the project area which 
are basically unrelated to residential uses. 

Let me point out, however, some of the results that might flow from the enact- 
ment of this provision. In the first place, it should be borne in mind that we 
are not speaking here of the supporting improvements that may be made as part 
of the project itself in order to make the land available for its new uses: This 
proviso is addressed to the new uses themselves, which hitherto have been en- 
tirely a matter for local determination. The provisc therefore would put the 
local community on notice that, in preparing a redevelopment plan for pre- 
dominantly residential uses, it may contemplate only such nonhousing uses as are 
normally essential, whatever that may be held to mean, to the residential use. 
This apparently would be required even in those cases where the project area 
is predominantly residential to begin with. Thus, this language would inject 
the Administrator, armed with a financial veto power, into local planning 
determinations in a role or to a degree which the Congress, on reflection, might 
not deem wise. 

Second, this proviso would have the rather odd result that nonhousing uses 
would be barred in certain kinds of projects assisted under title I, but the same 
kinds of uses would be perfectly acceptable in other projects, provided only that 
they are not classified as “predominantly residential” in reuse. I do not believe 
the Congress desires to bring that situation about, but it illustrates the kind of 
problems which lead us to suggest that the provision be eliminated from the ap- 
propriation bill. 

There can be no quarrel, of course, with the intent of the House committee to 
avoid abuses. I think, however, that this purpose can be better served through 
the exercise of sound administrative discretion than by legislative enactment. 
Under existing law, the Administrator has the power to determine whether a pro- 
posed project is in accord with the statute and the intent of Congress before 

extending loan and grant assistance. The House committee report and the debate 
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on the floor have served to point out congressional concern with this problem, 
and I can assure you that future applications for title I projects will be closely 
scrutinized with this concern in mind. The proviso now in the bill would not 
facilitate this scrutiny, but it would raise serious problems in the future admin- 
istration of the slum clearance and urban redevelopment program. 

In the statement filed with your committee we have pointed out the uncertain 
legal effects of the proviso. You have also pointed out that its enactment would 
cause serious administrative problems both for the Government and for the com- 
munities participating in the title I program, On March 31, 1954, there were 90 
projects in final planning or actually being carried out which involved predom- 
inantly residential reuse. However, of these 90 projects only 8 involved exclu- 
sively residential reuse. The proviso would throw a cloud of doubt over the 
status of every project involving such types of nonhousing reuse as commercial 
facilities, parks, recreational facilities, and so on. It would raise serious 
questions in connection with further planning or operations in all of the 82 
projects referred to above, and would undoubtedly lead to protracted delays and 
added costs both to the localities and to the Housing Agency. 

In summary, Mr. Chairman, let me say again that I have no quarrel with the 
intentions of the proponents of this proviso, as I understand them. But I do not 
believe it would accomplish the end they have in mind, and I believe I have illus- 
trated to you this morning that it would raise many new problems and perhaps 
gravely impair and impede a very vital program—a program that is and must be 
one of our main tools in doing the urgently needed job of ending the menace of 
blight in our cities. 

Now, with your permission, I will briefly discuss the matter of the Columbus 
Circle project in New York. 

In taking up the subject, I want to emphasize again that the important aspect 
of the proviso before the committee is its relationship to the whole program 
under title I. Columbus Circle, even though it is a relatively large project from 
the standpoint of the grant commitment involved, is still only one project and a 
more or less unusual situation, so that I hope it will not divert our attention too 
much from the overall picture. 

In connection with the Columbus Circle project, the Government has entered 
into a contract to pay a capital grant of about $6 million in connection with the 
clearance of a blighted area in New York City, for redevelopment for two main 
purposes: construction of two 12-story apartment buildings, and construction of 
a coliseum building with certain other features. As you perhaps know, I did not 
myself give the approval to this project, which was already under contract when 
I took office. I do not mean to stress this point—the approval was in fact given; 
the contract was executed; and so far as I am concerned, the Government will 
fully stand by its contractual obligations. 

The Columbus Circle project was found qualified for Federal assistance on the 
ground that the proposed reuse was predominantly residential. On the facts 
presented, this was a very close decision. Considered on a square-foot basis, at 
ground level, the new uses were almost evenly divided between the residential! 
portion of the site and the coliseum portion. The New York Slum Clearanc 
Committee advanced the theory that they should be allowed to add to the area 
directly utilized for residential purposes a portion of the garage space to be 
included in the coliseum building, which space would be reserved for use by 
the tenants in the new apartment buildings. Since off-street parking space is 
often included as residential area, this proposal was accepted by the Division 
of Slum Clearance and Urban Redevelopment, and the application was approved 
on the basis of the residential area as enlarged by this adjustment for the garage 
space. I want to say to you quite frankly that I think there is room for question 
as to the good judgment exercised in drawing the predominantly residential de 
termination out quite that fine; nevertheless, it was done, and the contract was 
executed. 

Since that occurred, however, there has been another major development in 
the matter. The Triborough Bridge and Tunnel Authority, which is to build the 
coliseum, has recently publicly announced a complete redesign of the structure. 
The original plan, on which our contract was based, called for a low building 
consisting entirely of convention and exhibition space, with certain ancillary 
features such as the garage, commercial facilities, service space, and so on. The 
present plan, we understand, calls for a structure which will accomplish essen 
tially the same purposes and, in addition, includes a 20-story office building 
tower as an integral part of the coliseum building. I think it only fair to say 
that this changed plan was developed and announced—and, as I understand, 
placed under construction contract—entirely on a unilateral basis, without 
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either notice ts or approval by the Division of Slum Clearance and Urban Re- 
development. 


This change in the coliseum plan raises two serious questions in our minds: 
First, no such use was contemplated in the appraisal report which formed the 
basis for the price at which Triborough purchased the site from the city. If 
Triborough ought now, because of the changed plans for the use of this site, to 
pay a higher price for the land, the Federal capital grant should be reduced. 
Second, the new plan will so heavily intensify the nonhousing use as to raise anew 
the question as to whether it can fairly and reasonably be held that the project as 
a whole is predominantly residential. 


Under the capital-grant contract, any material change in the redevelopment 
plan—this is obviously such a change—requires prior approval by the Federal 
Government. As I indicated above, no such approval was sought or given. 

In summary, therefore, I have this to tell your committee about the Columbus 
Circle project: I do not want to speak hastily or lightly about so important a 
matter—I believe it is incumbent on us at this time to make a determination, in 
view of the changes made in the project by the local agency, whether the contract 
remains in force and whether the project continues to be eligible for financial 
assistance under the act. This is a matter which will have to be officially deter- 
mined. If action has been taken not in conformance with the contract, we will 
have to review the whole project and take steps to insure that the Federal in- 
terest is protected. If we conclude that the contract is in force and the project 
eligible, the Government will fulfill the contractual obligations it has assumed. 
These matters are now under review, and that review will be pursued vigorously 
to a conclusion. I have said very plainly that the Federal Government will 
respect its obligations under the contract; let me say just as bluntly that the 
Federal Government will assert and protect its full rights under that contract. 


APPROACH TO SLUM PROBLEM 


Mr. Coxe. I appreciate this opportunity to present the matter which 
is before the committee this morning. It is our idea that time and 
experience have shown that the approach we have been taking in the 
past with respect to the slum problem is not broad enough 

Senator Maypank. Does the Administrator mind being inter- 
rupted, or do you want to finish your statement ? 

Mr. Corx. It is immaterial to me, Senator Maybank. 

Senator Maypank. I was going to ask this one question: Does this 
not conflict with the President’s request in its entirety ? 

Mr. Cote. Yes. 

This proviso is addressed only to those projects in which the new 
use is intended to be predominantly residential. Its apparent purpose 
is to prevent the Federal grant funds from being used to support 
projects which include improvements in the project area which are 
basically unrelated to residential uses. Let me point out some of the 
results that might flow out of this provision. In the first place we 
must recognize we are not speaking here of supporting improvements 
that may be made as a part of the project itself in order to make the 
land available for its new uses. The proviso is addressed to the new 
uses themselves, which have been a matter for local determination. 
The proviso would put the community on notice that in preparing a 
redevelopment plan for predominantly residential uses it may con- 
template only such nonhousing uses as are normally essential, what- 
ever that may be held to mean, to the residential use. This apparently 
would be required even in those cases where the project area is pre- 
dominantly residential to begin with. Therefore, this language would 
inject the Administrator, armed with financial veto power, into local 
planning determination to a degree which Congress might deem not 
wise. It is our belief that these plans, these developments should be 
a matter for local determination. 
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Secondly, the proviso does present a rather odd result in the fact 
that the nonhousing uses would be barred in certain kinds of projects 
assisted under title I, but the same kinds of uses would be perfectly 
acceptable in other projects, provided that they are not classified as 
predominantly residential in reuse. I do not believe Congress de- 
sires to bring that situation about, but it illustrates the kinds of prob- 
lems which lead us to suggest that the provision be eliminated in 
the appropriation bill. 

I do not think any of us, and I am sure the Congress has not, any 
objection to the basic idea which the House committee had when they 
included this proviso in the bill. The proviso in the bill would not 
facilitate the scrutiny which the House had in mind—a close scrutiny 
of the purposes. I do not think that this would facilitate that 
scrutiny. 

Senator Maypank. Have you any thought as to what sort of law 
should be passed to give you whatever scrutiny is necessary ? 

Mr. Corr. Senator, the present legislation, plus the amendments 
which are now being considered by the Senate Banking and Cur- 
rency Committee, having been passed by the House, contain legis- 
lation looking toward the meeting of this problem. 

Senator Maypank. The reason I ask this question is for the record 
because the Senate committee is now writing up the housing bill. 
The House itself has passed the bill. You think in that bill that the 
House passed through its Appropriations Committee is sufficient / 
Therefore, their need be no legislation on the appropriation which I 
have opposed ¢ 

Mr. Cotz. If I may put it this way, I think when the substantive 
committees report the legisbaticn finally and make a decision on this 
problem, they will come out with pretty close to what is the right 
answer. Basically, again, we believe that the approach to a program 
of urban redevelopment and slum clearance must be based funda- 
mentally upon improving living conditions. There are many ideas 
about how far that should be extended, of course. 

Senator Satronstauu. This is a legislative rider on an appropria- 
tion bill; it is substantive law. 

Mr. Cote. Yes, sir. 

Senator Sauronstatu. The Banking and Currency Committee has 
the housing law before it at the present time ? 

Mr. Coxe. That is correct. 

Senator SatronsTati. If this is a question of administration as to 
whether any project in an area is a proper project or not, that is a 
question of administration for you under the law as written, is that 
not correct ¢ 

Mr. Corr. Yes; I think that is correct. 

Senator SatronstaLtut. You have got to be the judge on what the 
gray line cases are? 

Mr. Core. Based upon the criteria set up in the statute, the Admin- 
istrator and the Commissioner of the Division determine whether or 
not it meets the criteria. 


ADMINISTRATION OF BASIC LAW 


Senator SauronstaLu. So the question becomes a question of ad- 
ministration of the statutory law or a change in the statutory law. 
As the Chair understands it, if this rider is continued, then how many 
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projects throughout the United States may come into the question of 5 82 proje 
whether they are legal or not? 
Mr. Cote. I am advised about 85. Z 
_¥ ¥ - ° ; éintein 
Senator Savronstatu. Have you a list of those? 
Mr. Corz. Yes, sir. 
Senator SatronstaLL. Without objection, we will put that list in 
the record. scat 
(The material referred to follows :) Virginia 
82 projects approved for final planning or development with predominant residential Wisconaly 
reuse as of Mar. 31, 1954 Puerto 
[Thousands of dollars] 
Puerto F 
hd Admin! 
Estimated ronan 
State Locality capital Project ti a — ° 
erant scal year 
1955 
Total $145, 992 a $25, 866 
Alabama Birmingham 1, 531 Avondale 
Montgomery 983 | Houston Hill 
Arkansas Little Rock 980 | Central area 245 Territory 
California .-| San Francisco 334 | Diamond Heights 167 
6,012 | Western addition ; 1, 200 
Connecticut New Haven 883 Oak St 
Delaware Wilmington 2,467 | Poplar St., project A 
District of Columbia Washington 6,385 | Southwest B 1, 350 
5,351 | Southwest C 
Illinois Chicago 1,071 Project 6-A Ra 
1,490 | 51st and Halsted a 
600 | 79th and Western... ° 
9.176 Lake Meadows 2, 457 Mr | 
3,634 | Michael Reese Hospital. ser 
Chicago Heights 582 | East Side 
Kankakee _. 253 | Redevelopment area No. 1 ated : 
Robbins 849 | Project No. 1... ‘hang 
Kentucky Newport 498 | Area No. 1_. hang 
Owensboro 628 | Riverfront milli 
Maine Portland 302 | Bayside Park-_. Mr 
Maryland Baltimore 8.274 | Broadway_____ 1, 150 MI 
1,116 | Waverly a Mr 
Massachusetts Boston 5,482 | West End a 
Michigan Detroit 4, 761 Gratiot Se] 
Minnesota St. Paul 1,865 | Eastern 400 
2,300 | Western 600 appr 
Missouri Kansas City 1,524 | Attucks ‘ 
St. Louis 1.380 | Memorial Plaza ; | 690 appr 
New Jersey Bayonne 174 | Bergen Point 69<$b6>5 Mi 
Elizabeth 508 | Wahsington Ave auabee g 
Jersey City 1, 2O | Gremery..nctdseekind. os. See el 
1,518 | St. John’s_....-- gaaed ae A 1, 400 tion’ 
Long Branch : 804 | Shrewsbury Riverfront_.......)__......___- 
NOWOPE........tnccscaded 2,398 | Branch Brook Park........... 1, 000 Mi 
2,871 | Broad St seed ---| 2, 000 V 
Passaic. ._. 78 Pulaski Park______- bebint dns 4 f 
Perth Amboy Forbesdale | 126 Wh 
| Willocks 103) 326 milli 
New York New York Columbus Circle._........-..-| 1, 000 | these 
Corlears Hook 245 
Fort Greene ba] 7 ; gran 
Harlem 1, 500 Se 
North Harlem 643 . 
Morningside aaa 1, 300 Ady 
Pratt Institute ie 537 
West Park. Pk dete~che 1, 152 two- 
Yonkers Jefferson- Riverdale 6 cane nV 
Ohio Cleveland Dike.... eee hb dum invo 
Longwood ee 400 M 
Columbus Goodale ; ool 451 ‘ 
Toledo : Canton St 43 sé J --=| 500 Se 
Pennsvivania Delaware County 314 Hook Rd i ay et eee M 
Harrisburg 1,207 | Project 14A3 use chic uke | 300 + 
Philadelphia. . 1,634 | North Allen nal 
4,640 | Southwest Temple__........_. | 1,000 
1,731 | University. _.- walidmeseaitictiiaa —_ 
Rankin 681 | Palisades Plaza ‘ ol hacen phil Se 
Rhode Island ; .| Newport 646 | Project No. 1_....... Shbnieadd 100 a 
Providence _._. - 468 | Willard Center No. 1__._. --| 468 arise 
Tennessee ostuhinadihe Johnson City ; 570 | Fall St pie dhbans ii f 
Memphis 1, 526 | Railroad Ave_............._.- dec sisi any 
' tion 
3 
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82 projects approved for final planning or development with predominant residential 
2 1 PI for final 1 lopment with 1 
reuse as of Mar. 31, 1954—Continued 


[Thousands of dollars] 





} Estimated caren 
State Locality capital Project fiscal year 
grant 1985 

Virginia | Richmond. . -. ‘ 1,326 | Carver ween’ se 
Roanoke _- — 2,010 | Commonwealth . Ria 

Wisconsin Milwaukee.... ‘ 760 | Hillside. ....... weecune mean 
Puerto Rico Mayaguez 207 | Colombia | 190 
Ponce | 234 | Machuelito ' . 200 
| | 186 | Palo de Pan 186 

| San Juan 44 | Los Ranchos ’ De, cbtedhae 

Puerto Rico Housing | Aibonito | 98 | Coqui ‘ aliases 
Administration Anasco } 161 | Pueblo Nuevo.... st) 
Arroyo | 127 | Brooklyn . } 110 
Bayamon. .--. 208 | Vista Alegre 208 
Cabo Rojo | 98 | El Cibao 80 
Carolina 307 | Catanito 275 
| Naguabo | 151 | El Duque 50 

| Rio Piedras | 1,022 | E] Monte 511 
Sabana Grande 184 | Varsovia ; 92 
Utuado 89 | Catano A 275 
Vega Baja : 164 | La Pica 82 
Yabucoa | 148 | El Sapo shail shtindy 

Territory of Hawaii....; Honolulu * 8b CA ae soe alia 
388 | John H. Wilson 100 


LEGALITY OF APPROPRIATION INVOLVED 


Senator Satronstati. Does that include the amounts involved? 

Mr. Cortez. Yes, sir. 

Senator Sauronstaty. This $39 million which the House appropri- 
ated and which the budget recommended and for which there is no 
change requested by your agency, how much money is in that $39 
million that would go toward 1 of these 85 projects ? 

Mr. Corz. I will check that. 

Mr. Foti. That figure is $26,550,000. 

Senator SatTonstaLu. So out of the $39 million that you request 
appropriations this year and which the President has requested 
appropriations, how much would go to these 85 projects ? 

Mr. Foi11n. $26 million, or approximately two-thirds of it. 

Senator Savronsta.. So the legality of two-thirds of the appropria- 
tion this year will be involved in connection with const vuing this rider ¢ 

Mr. Core. Yes, sir. 

Mr. Foti. This year—and in addition to that, there is over $100 
million more which would come along subsequently. The reason 
these projects are not included is they are not ready yet for capital 
grant. They have not developed to that point. 

Senator Sarronstaty. In the considered opinion of the Housing 
Administration, Mr. Cole and Mr. Follin, the legality of practically 
two-thirds of your jobs this year, plus considerably more, would be 
involved ? 

Mr. Core. That is correct. May we add “to some degree 

Senator SALTONSTALL. To a greater or lesser degree? 

Mr. Cote. Yes, sir. 


QUESTIONS OF CONSTRUCTION OF RIDER 


Senator SarronsraLL. What questions of construction of this rider 
arise, in your opinion, if it is left in? What is involved? What puts 
any doubt in your mind? Perhaps Mr. Follin can answer that ques- 
tion, if he is the man in charge. 
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Mr. Corte. May I refer to the statement? The language in the 
proviso requires that “incidental” uses be restricted to those “normally 
essential” for residential reuse. This language is far from self- 
defining. It is not clear, for example, whether the term “incidental 
uses” comprehends all land uses in the project area other than resi- 
dential or whether it intends to recognize a separate class of nonresi- 
dential uses only slightly related to the main purpose of the project. 


ESSENTIALLY RESIDENTIAL PROJECTS 


Senator Sauvronsrat.. Let us get that down into terms. A house 
where people can sleep and eat and have toilet facilities is essentially 
residential. 

Mr. Corr. Yes. 

Senator SauronstTaLtn, Whether or not a garage should go with that 
would be considered reasonably essential to a modern-day dwelling. 

Mr. Coxe. I think so. 

Senator SALTONSTALL. Supposing there is a playground incidental 
to it; and if so, how big a playground? Have you considered that 
question ? 

Mr. Corr. We have considered the question, of course, sir, and I 
think that it is. The question of how large a playground—how many 
feet, how many acres, how many blocks—is a matter for administrative 
decision in my opinion. 

Senator Savronstauy. Stores where food can be bought; is that 
essential ? 

Mr. Core. To a degree it is. 

Senator Savronsrat.. How about clothing? 

Mr. Coir. The same would be true. 

Senator Savronsratut. Then you come to recreation, like a movie 
theater. Do you consider that essential ? 


PROPERTY FOR COMMERCIAL USE 


Mr. Foran. It would be quite doubtful, sir. Yet there might be on 
a main street, if it were contiguous to this area, a wonderful opportu- 
nity to develop for commercial use, which would bring in a high 
return and thereby reduce the net cost of the project. You would 
be barred from doing many things which of themselves would be 
helpful. 

Senator Sauronsraty. Then the question of a movie theater would 
be right or wrong, or put it proper or improper, depending on the size 
of the slum clearance or the housing project ? 

Mr. Fouir. That might be true. 

Mr. Firzparricx. It is not clear under this language whether it 
means those uses which are essential to the housing that is in the proj- 
ect area or whether it is in the larger neighborhood area in which the 
project is located. 

Senator SaLronstTaL.L. You are general counsel ? 

Mr. Frrzparrick. Yes, sir. 

Senator Sattonstatn. Then you come from the question of a movie 
theater into, we will say, a stadium around the playground. What do 
you say about that? 
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Mr. Fouurn. That would be a puzzler. We would not quite know. 

Senator Satronstatt. Then some of these gentlemen who are here 
present are interested in an auditorium. Ido not know how many of 
them, and I am not going to get into any one auditorium, either. Is an 
inside place where people can meet for neighborhood discussion, is 
that a gray-line case ¢ 

Mr. Fouuin. That would be very difficult to determine, sir. 

Senator SatronstTaLu. So you have got in each of these projects the 
problem of determining what buildings properly the Federal funds 
can go into or not ¢ 

Mr. Fouurn. Yes, sir. The Federal funds do not go into the build- 
ing, but they do go into the clearing of the land on which the building 
is built. 

Senator SarronstatL. The question comes on the size of the land, 
the amount of the land taken, and for what the land should be used 
for when it is taken? 

Mr. Forum. Yes, sir. 

Senator SauronsratL. That is where the money goes? 

Mr. Fouurn. That is right. 

Senator Sauronstatu. Under the present law, that is your deter- 
mination ? 

Mr. Fotuin. That is right. 

Senator Sauronsta.u, If this rider is included, then in your opinion, 
your determination as to what is right and what is wrong becomes 
more difficult ? 

Mr. Fornr. Yes, sir. 

Senator SavronstatL. Therefore, you are in favor of the elimina- 
tion of this rider and for its consideration, if it is to be considered, by 
the Banking Committees in the authorization act? 

Mr. Four. Yes, sir. 


BANKING COMMITTEE CONSIDERATION 


Senator Sauronstatu. Has that question come up before the Bank- 
ing Committee in connection with all this housing problem ? 

Mr. Fotrrn. I don’t think so. 

Senator Maynank. They have taken the President’s recommenda- 
tions. That isthe reason why I asked Mr. Cole if this was not entirely 
contrary to the President’s recommendation. In that way it has 
come up. 

REDEVELOPMENT AGENCY, NORFOLK, VA. 


Senator Rornertrson. I might add there that this matter has been 
brought to my attention by the Housing and Redevelopment Agency 
at Norfolk, Va. They are very much opposed to this House amend- 
ment on the ground that it would put an unnecessary restriction upon 
their proposed slum-clearance project at Norfolk. 

Senator Sauronstatn. The dative: respectfully states to the Sena- 
tor that there are 85 projects through the country involved. 

Mr. Cole, have you anything more to add on this subject? 

Mr. Corn. No, sir. 

Senator Satronstaty. Then, Senator Lehman introduced the mayor 
of New York. 
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Mr. Mayor, have you anything you wish to say on this subject? 
Mayor Waaner. I do have, sir. 
Senator Sattonsrauy. Will you step forward, sir. 


OPPOSITION TO PHILLIPS RIDER 


STATEMENT OF MAYOR ROBERT F. WAGNER, NEW YORK CITY 
GENERAL STATEMENT 


Senator Sarronstatt. Mr. Mayor, the Chair is very happy that 
such a distinguished official of such an important city should come 
here before us this morning to be presented by one of his Senators and 
introduced by his other Senator. The Chair earnestly hopes this 
committee does not become involved in the question as to whether a 
certain project in New York City shall be built or it shan’t be built. 
This is a question of a legislative rider on an appropriation bill. 

The Chair knows from the history of the gentleman in front of 
him, from his father, and from his own experience that if a committee 
gets into sidetracks away off somewhere from the main point, it can 
become involved in acrimonious discussion that will not help it in its 
decision on the final point. 

Mayor Waener. I understand that. 

Senator Sauronsraty. You are speaking for the country and in 
behalf of the interests of the country, so the Chair hopes he will not 
hear the subject of New York City mentioned if it is possible. 

Mayor Wacner. I am deeply flattered that I would be able to speak 
for the country, but I must say I have to confine most of my remarks, 
which will be brief, to the problem as we face it in New York City. 


PREPARED STATEMENT 


Senator SavronstatL. Do you wish to have your prepared state- 
ment put in the record ? 

Mayor Waener. The first part of my prepared statement dealt 
with some of the other problems of housing, particularly the low cost 
subsidized housing which, with your permission, I would like to put 
in the record and merely refer to the Phillips rider. 

Senator SatronstaLL. That is what we want to keep here. 

(The statement referred to follows :) 


STATEMENT BY Mayor Rorert F. WAGNER 


First, I wish to express to you today the extremelv urgent need for con- 
gressional action, to reactivate a low-rent public housing program which will 
enable New York and other cities to plan and build desperately needed low-rent 
housing in a volume that at least begins to approach our critical needs. It is no 
exaggeration to say that without such a program we face the very real danger 
of strangling on our slums. 

The need for low-rent housing in New York City—and I dare say in most 
large urban areas—has not materially diminished since Congress, after exhaus- 
tive and microscopic study, passed the Taft-Ellender-Wagner housing bill in 
1949. In some respects it has actually increased, and I do not believe there 
are any facts that justify the slightest reduction of the original program 
unless we acknowledge that it is no longer the policy of the United States to 
work for “the realization as soon as feasible of the goal of a decent home and 
a suitable living environment for every American family * * *.” 
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The 1949 Housing Act called for the construction of 710,000 low-rent apart- 
ments to be built at an average rate of 135,000 a year over a 6-year period. 
Under that program New York City’s share was to be 40,000 badly needed apart- 
ments for families of low income for which we receive committments in the 
form of successive program reservations authorized by the Public Housing 
Administration. 

What has happened to that program and the hopes that it raised? The oppo- 
nents of public housing in Congress have chipped away at the program for 
2 successive years. Although they have not succeeded in destroying it alto- 
gether, they have caused serious delays in our construction schedules and 
they have ruined any advance planning by holding over our heads the threat 
of a killing blow each spring when the independent offices appropriation bill 
is introduced. 

As a result of the curtailment of our Federal construction and planning pro- 
gram for the past 8 years, New York City has been able under that program 
to complete or start the construction of only 17,981 apartments. Another 7,058 
apartments, fully approved ane under loan contract, await the result of congres- 
sional action. 

Our advance planning schedule has been dead for a year. In 1942 the Public 
Housing Administration gave us a definite commitment of an additional 16,000- 
apartment program reservation. We promptly submitted development programs 
for projects providing 11,498 apartments and studied sites for the balance. Only 
1 project of 1,948 apartments was approved when Congress killed the planning 
program last spring. We have thus lost a year’s planning time on more than 
14,000 apartments committed to us in a FHA program reservation. And a year’s 
delay in planning frequently results in 2 or 3 years’ delay in the start of con 
struction 

The President’s housing program, which recommended 35,000 apartments for 
the country each year for 4 years, is a minimum program to say the least. The 
Senate can do no less than follow these recommendations. I urge that they de 
more. I urge that they restore the program to its original construction rate of 
135,000 apartments a year for the country. 

Without the authorization of a reasonable number of apartments over the next 
few years, Congress will miss the opportunity for orderly planning, delay the 
construction of middle-income title I projects—which depend on Federal public 
housing for assistance in tenant relocation—and dash the hopes of the lowest 
income group for which the Federal public housing program is intended. 

I appear here today for the city of New York in opposition to the Phillips amend- 
ment, which was added, at the last moment, to the independent offices appropria- 
tion bill in the House. This rider would have the effect of cutting off Federal 
funds from any predominantly residential title I slum clearance unless the other 
uses included are purely incidental to housing. 

We have come here because this rider, where private capital is required, would 
have the effect of killing practically the entire title I slum clearance program 
in the city of New York. It would also obstruct the public slum clearance and 
housing program which we have carefully formulated and publicized very re- 
cently and which is closely related to title I. 

As the press reported on Monday, we have in view a coordinated program of 
public housing; low income for the lowest income bracket involving Federal and 
State aid, lower middle-incomes partially subsidized $15 a room projects, and 
finally nonsubsidized apartments for those in the next income brackets who can 
pay $15 and $18 to $20 a room but cannot find decent private dwellings renting 
at this rate. 

In addition, our program calls for assistance by FHA guaranties in construc- 
tion of proposed housing by labor union and other nonprofit cooperatives. 

Our program also involves title I slum-clearance projects including housing 
and, in many cases, other uses in connection with redevelopment plans of slum 
areas. The other uses include the coliseum, educational facilities, as in the case 
of Washington Square Southeast project, Pratt Institute and Fort Greene proj- 
ects, a professional medical building, as in the case of the Bellevue project, a 
plot for private hospital expansion adjacent to Brooklyn Hospital and industrial, 
commercial, and retail facilities. 

With this statement, I have filed with your committee a complete summary of 
our housing program so that you can see the full extent of the efforts New. York 
City is making on its own and what it asks from the Federal and State Govern- 
ments. You will note that aside from title I projects the other housing planned 
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by the city will add up to some $700 million in construction, The title I program 
will add another $400 million to this amount. 

The Phillips rider, by making impossible the effectuation of the title I program 
as we have planned it, will also in large measure obstruct the rest of our program 
of coordinated planning and slum clearance and integrated title I program. It 
will destroy our program. Aside from this fact, the Phillips rider is wrong. 

The object of title I as originally enacted was to clear slums and have private 
eapital substitute whatever developments are suitable to the area and eco- 
nomically practical. The act as interpreted up to now permits complete flexi- 
bility in redevelopment plans for bad slum areas. It permits integrated and 
coordinated planning so that the right kind of redevelopment. be it residential 
or residential combined with education, industry, commercial and retail facili- 
ties and anything else permitted by the local city planning ordinances, where 
such a development was in the public interest. It makes no sense to me, in 
the light of past congressional policy, to limit the projects to residential, as 
provided by the Phillips rider, as a matter of law. 

We all realize that furnishing new housing is an important part of slum 
clearance. Intelligent treatment, however, requires that the local administra- 
tive agencies determine what plans will best meet the public interest. That is 
what the Housing Act of 149 did. This is what the Phillips rider seeks to 
destroy. Certainly the adoption of this amendment will end any substantial 
large-scale title I program in New York City, and I believe in all other large 
urban areas. 

There have been consistent attacks on the Coliseum project, for reasons never 
made clear. The Phillips amendment is, intentionally or otherwise, a backdoor 
approach to the desired result. I would like to mention, briefly, the facts. 
While the Coliseum is of great importance not only to the city, but in fact to 
the exhibit and convention interests throughout the entire Nation, and will 
help promote general business for the firms located everywhere in this country, 
net a single cent of Federal aid will go toward its construction. This is being 
done by the Triborough Bridge and Tunnel Authority solely as a public service, 
And in response to repeated demands and requests from our top citizens. 

The Federal aid in the form of a capital grant will go only toward the elmina- 
tion of the slum area now occupying the site, of which the coliseum will be a 
part. This slum Clearance is the objective for which the Federal aid is re- 
quested. The entire Federal grant, both for the slum site of the coliseum and 
the adjacent housing will approximate the sum of $6 million. Of this, the 
larger writedown grant will apply to the housing which occupies half of the 
area. The coliseum site was purchased by Triborough at the rate of $15 per 
square foot, a very high rate, while the housing site was purchased by private 
sponsors for its use at the rate of $8.25 a foot. 

The city itself will supply an additional $8 million to clear this site. Con- 
struction funds in the sum of $30 million will then be supplied by the Triborough 
Bridge and Tunnel Authority to construct the coliseum and the private-housing 
developers will supply the money needed to construct the adjacent housing. 
There is and can be no profit from the coliseum. The authority can make no 
money. The title is in the city. The authority must, however, get enough 
revenue out of the coliseum to retire bonds, meet interest, and pay for upkeep, 
so much and no more. 

The facts are obvious. They speak for themselves. Leading citizens are 
here to support what I have said. We cannot believe that the Federal Govern- 
ment will repudiate at this late date a contract entered into in good faith and 
after land has been acquired for the coliseum with their knowledge and approval, 
and construction is underway. 

I ask the committee now to hear also Commissioner Robert Moses and some 
of the representatives of important business and educational organizations in 
the city who have come to Washington to make their positions known to you. 
First, I would ask the committee to hear Commissioner Robert Moses, who has 
been in the forefront and has been the sparkplug for this entire program. I am 
sure he needs no further introduction. 

In addition to Commissioner Moses, there are present the following representa- 
tives of various groups whom I would like to introduce to the committee and ask 
that they be heard briefly in the following order: 

Mr. Howard McSpedon, president of Building and Construction Trades Coun- 
cil of Greater New York and who represents labor in the entire construction in- 
dustry in and around the city of New York. 
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Mr. Bernard Gimbel, who is the head of one of the largest department stores 
in the city and is heretofore the president and chairman of the board of the New 
York Convention and Visitors Bureau. 

Mr. W. E. S. Griswold, Jr., of the Fifth Avenue Association. 

Mr. Abner Friedman, president of the Hotel Association of New York City. 

Judge Samuel I. Rosenman who represents as special counsel the title I private 
housing redevelopers in the city. 

Gen. Frank Howley, who is vice chancellor of New York University. 

Mr. Richardson Pratt who is the head of Pratt Institute. 

Mr. John MeGrath who represents the Brooklyn Hospital and the Long Island 
University. 

Mr. Charles McCabe who is the director of the New York Convention and Visi 


tors Bureau. 
Gen. Julius Ochs Adler, director of the New York Convention and Visitors 


Bureau. 
Mr. Robert Blum who represents the Brooklyn Chamber of Commerce and the 


Downtown Association. 
GENERAL STATEMENT 


Mayor Waener. With your permission I will refer very briefly to 
these notes and then put it in the record for any further consideration 
that would be given. I must say we must touch a bit on the coliseum. 
[I will cert: ainly not attempt to create any acrimonious debate on the 
problem, but as an ex: umple of the effect of the Phillips rider. 

Senator SauronsTaLL. That is perfectly proper, but the Chair does 
not want to get into a question whether it should or should not be built. 
The question is concerning the Federal money. 

Mayor yt aGner. And how it would affect the coliseum. 

Senator SauronstaLy. That is correct. 

Mayor Waener. | appear here today for the city of New York in 
opposition to the anne amendment, which was added at the last 
moment to the independent offices appropriation bill in the House. 
This rider would have the effect of cutting off Federal funds from any 
predominantly residential title I slum clearance unless the other uses 
included are purely incidental to housing. 


EFFECT OF RIDER IN NEW YORK CITY 


We have come here because this rider, where private capital is re- 
quired, would have the effect of killing practically the entire title I 
slum-clearance program in the city of New York. It would also ob- 
struct the public slum-clearance and housing program which we have 
carefully formulated and publicized very recently and which is closely 
related to title I. 

As the press reported on Monday, we have in view a coordinated pro- 
gram of public Fsastiin: low income for the lowest income bracket 
involving Federal and State aid, lower middle incomes partially sub- 
sidized $15 a room projects, and finally nonsubsidized apartments 
for those in the next income brackets who can pay $15 and $18 to $20 a 
room but cannot find decent private dwellings renting at this rate. 


FHA GUARANTIES 


In addition, our program calls for assistance by FHA guaranties in 
construction of proposed housing by labor union and other nonprofit 
cooperatives. 
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Our program also involves title I slum-clearance projects including 
houses and, in many cases, other uses in connection with redevelop- 
ment plans of slum areas. The other uses include the coliseum; edu 
cational facilities. as in the case of Washington Square Greene proj- 
ects; a professional medical building, as in the case of the Bellevue 
project; a plot for private hospital expansion adjacent to Brooklyn 
Hospital; and industrial, commercial, and retail facilities. 

With this statement, I have filed with your committee a complete 
summary of our housing program so that you can see the full exteat 
of the efforts New York City is making on its own and what it asks 
from the Federal and State Governments. 


TOTAL CONSTRUCTION 


You will note that aside from title I projects the other housing 
planned by the city will add up to some $700 million in construction. 
The title 1 program will add another $400 million to this amount. 

The Phillip. rider, by making impossible the effectuation of the title 
I program as we have planned it, will also in large measure obstruct 
the rest of our program of coordinated planning and slum clearance 
and integrated title | program. It will destroy our program. Aside 
from this fact, the Phillips rider is wrong. The object of title I as 
originally enacted was to clear slums and have private capital sub- 
stitute whatever developments are suitable to the area and economical- 
ly practical. 

The act as interpreted up to now permits complete flexibility in re- 
develcpment plans for bad slum areas, It permits integrated and 
coordinated planning so that the right kind of redevelopment, be it 
residential or residential combined with education, inc ustry, com 
mercial, and retail facilities and anything else permitted by the local 
city planning ordinances, where such a development was in the pub- 
lic interest. It makes no sense to me, in the light of past congressional 
policy, as provided by the Phillips rider, as a matter of law. 

We all realize that furnishing new housing is an important part of 
slum clearance. Intelligent treatment, however, requires that the 
local administrative agencies determine what plans will best meet 
the public interest. This is what the Housing Act of 1949 did toward 
its construction. From one of the conventions we had recently in 
New York at the flower show, the check for $25,000 was sent. to the 
lederal Government for the tax on admissions. 

Senator SALTonsTaLL. You seem to want to keep it. 

Mayor Wacner. We would be glad to have it returned to us. 

This is what the Phillips rider seeks to destroy. Certainly the 
adoption of this amendment will end any sdbotaptin’ lates scale title I 
program in New York City, and I believe in all other large urban areas. 


COLISEUM PROJECT 


There have been consistent attacks on the coliseum project, for rea- 
sons never made clear. The Phillips amendment is, intentionally or 
otherwise, a back-door approach to the desired result. I would like 
to mention, briefly, the facts. While the coliseum is of great impor- 
tance not only to the city but in fact to the exhibit and convention 
interests throughout the entire Nation, and will help promote general 
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business for the firms located eve ry where in this country, not a single 
cent of Federal aid will go toward its construction. ‘This is being done 
by the Triborough Bridge and Tunnel Authority solely as a public 
service and in response to repeated demands and requests from our top 
citizens. 

The Federal aid in the form of a capital grant will go only toward 
the elimination of the slum area now occupying the site, of which the 
coliseum will be a part. ‘This slum clearance is the objective for which 
the Federal aid is requested. The entire Federal grant, both for the 
slum site of the coliseum and the adjacent housing will approximate 
the sum of $6 million, Of this, the larger writedown grant will apply 
to the housing which occupies half of the area. 

The coliseum site was purchased by ‘Triborough at the rate of $15 
per square foot, a very high rate, while the ane site was pur- 
chased by private sponsors for its use at the rate of $8.25 a foot. 

The city itself will supply an additional $3 million to clear this 
site. Construction funds in the sum of $30 million will then be sup- 
plied by the Triborough Bridge and Tunnel Authority to construct 
the coliseum—and the private housing developers will supply the 
money needed to construct the adjacent housing. There is se can be 
no profit from the coliseum. 


COLISEUM USES 


Senator Roperrson. What will the coliseum be used for ? 

Mayor Wagner. Exhibitions, smaller conventions, fashion shows, 
et cetera. 

Senator Roperrson. Would you indicate what would be the normal 
type of structure on lands that are cleared in addition to housing? 
What would normally be considered ? 

Mayor Wacner. As I indicated, we have already approved in the 
city and submitted to Washington, and many of them have been ap- 
proved here, too, using part of the property for educational purposes 
such as universities ; part of it fora hospital center to assist the nearby 
hospital; and part of it for an exhibition hall which we feel is very 
necessary to our city, to its life and to prosperity of the town. 


NONPROFIT STRUCTURES 


Senator Ronerrson. According to the plans of New York, you are 
going to put a lot of money into this redevelopment. The structures 
other than housing will be nonprofit or eleemosynary ¢ 

Mayor Wacner. That is right. The city itself will supply an ad- 
ditional $3 million to clear this site and the Triborough Bridge is sup 
plying the sum of $30 million for the construction of the coliseum. 
(s we said, there is no profit here. The authority can make no money. 
The title is in the city. The authority must, however, get enough 
revenue out of the coliseum to retire bonds, meet interest, and pay for 
upkeep. So much and no more. 

The facts are obvious. They speak for themselves. Leading citi- 
zens are here to support what I have said. We cannot believe that 
the Federal Government will repudiate at this late date a contract 
entered into in good faith and after land has been acquired for the 
coliseum with their knowledge and approval, and construction is 
underway. 
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REPUDIATION OF CONTRACT 


Senator Roserrson. Would the Phillips amendment amount to 
repudiation of the contract ¢ 

Mayor Wacner. We feel if it is so interpreted it will affect this and 
these other projects. 

At this time I would express my deep appreciation, gentlemen, for 
allowing me this privilege. If agreeable to you, I wont like to now 
introduce and hear Commissioner Robert Moses and some of the rep- 
resentatives of important businesses. 

Senator SaLtronstauL. The Chair thanks you. Why do you not sit 
right here at the table and as the Chair proceeds, you may introduce 
your group. Perhaps we can have 2 or 3 more talks and put the rest 
of the statements in. You may introduce everybody, and if they have 
remarks, put them in the record. Is that agreeable? 

Mayor Waaner. Yes, sir. 

Senator SauronstaLu. The problem on this rider is as to whether 
contracts in 85 different projects become involved. 

Mayor Wacner. Yes, sir. Contracts which we feel now are made in 
good faith, and also it will affect any future planning because in sub- 
mitting our plans for our whole housing program we lean heavily on 
title I projects to help us coordinate this entire program. 


CONFLICT WITH PRESIDENT’S PROGRAM 


Senator MaysanKk. In this connection, Mr. McMurray, who is the 
chief clerk of the Banking Committee so far as the housing is con- 
cerned, called it to my attention. We have a lot of respect for his 
judgment in housing. I think you people downtown do, too. I am 
sure the Banking Committee understands that this conflicts with the 
President’s idea. We have asked Mr. Cole to help us get some amend- 
ments on all titles of the banking bill that passed the House and are 
now before us to perhaps strengthen the law so some of the things 
that have happened in the past will not happen again. 

Would you be good enough to meet this matter in the committee 
when you bring those suggestions up ? 

Mr. Coir. Yes, sir. 

Senator Rozertrson. I am sorry I have to leave to attend another 
committee. I think the mayor understands I am in full sympathy 
with the viewpoints he has put forth. 

Senator SaLTonsTatt. We have Mr. Moses now. 


OPPOSITION TO PHILLIPS RIDER 


STATEMENT OF ROBERT MOSES, CHAIRMAN, NEW YORK CITY 
SLUM CLEARANCE COMMISSION 


PREPARED STATEMENT 


Mr. Mosrs. I will put the statement in the record. 

Senator SauronsraLL. Mr. Robert Moses’ statement. will go in the 
record, and we will listen to you, sir. You are very distinguished 
in what you have done around the city and elsewhere in the country. 

(The statement referred to follows :) 


} 





STATEM 


The 
tectura 
States 
Archit 

A co 
for the 

The 

The 
justifie 
the re¢ 
view bh 
that of 

The 
ments 
in the 
part 2. 

“se * 
uses I 
projec 
becaus 
area, 
provid 
of the 

The 
53.4 p 
requil 
requil 
findin 
comm 
our ge 

It ' 
New } 
the de 
requil 
5oft 
Cle 
a hig 
indic: 
comp 
housi 
site. 
Th 
proje 
Foru 
grant 
in ar 
them 
Th 
fact 

York 

and | 

valu: 

of M 

is ba 

to pr 
taxe: 
reloc 
espe 
east 
com! 
the 1 

of ec 

Al 





t to 


and 


for 
now 
rep- 


sit 
uce 
rest 
ave 


her 


>in 
ub- 


on 


the 
n- 
his 
um 
he 
cl 


ire 


ee 


er 


le 


d 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 559 


STATEMENT OF ROBERT MOses Re THE ATTACK ON THE COLUMBUS CIRCLE PROJECT 
AND THE PHILLIPS RIDER 


The letter from Stephen G. Thompson, associate news editor of the Archi- 
tectural Forum to Mr. Lindsay C. Warren, Comptroller General of the United 
States is the latest of continued irresponsible and malicious attacks by the 
Architectural Forum on the Columbus Circle slum clearance project. 

A copy of this letter sent to Representative John Phillips was the inspiration 
for the so-called Phillips rider to the independent offices appropriations bill. 

The charges made in the letter are false, and the rider has no merit. 

The Thompson letter states that the Federal grant for the project was “un 
justified under the Federal Housing Act of 1949" and the reason given is that 
the redevelopment is not predominantly residential. It attempts to sustain this 
view by comparing the total cost of the coliseum, including construction, with 
that of housing which will occupy the balance of the area. 

The slum clearance and urban redevelopment manual of policies and require 
ments for local public agencies, issued by the Housing and Home Finance Agency, 
in the section entitled, “Redevelopment for predominantly residential use,” 
part 2, chapter 3, page 5, provides : 

“* * * the determination as to what constitutes predominantly residential 
uses must necessarily be based on the redevelopment plan proposed for the 
project area. While no fixed formula or percentage of land is stipulated here, 
because of the variable factors that may be present in any particular project 
area, the proposed redevelopment plan will be considered by the Division to 
provide for predominantly residential uses if it designates the major portion 
of the area for dwellings and their necessary supporting facilities.” 

The HHFA has officially determined, in accordance with these provisions, that 
53.4 percent of the Columbus Circle site is residential and meets the Federal 
requirements. This determination, as well as all other tests for meeting the 
requirements of law, was made not only by the HHFA but was the subject of 
findings by three official bodies of the city of New York, the slum clearance 
committee, the city planning commission, and the board of estimate, which is 
our governing body. 

It was also passed upon and approved by the highest courts of the State of 
New York and the Supreme Court of the United States. All of the courts affirmed 
the determinations of the Federal and local officials that this project meets the 
requirements of law. The Supreme Court decision was handed down on April 
5 of this year. 

Clearly the charge in Mr. Thompson's letter, that the coliseum site was sold for 
a higher price per square foot than the housing site, has no relevancy and is no 
indication at all that the redevelopment is not predominantly residential. The 
comparison of the cost of building the coliseum as opposed to the cost of the 
housing is equally meaningless as an indication of the predominant use of the 
site, 

This letter of Mr. Thompson's follows prior attempts to hamstring this 
project. One of the first articles about the coliseum printed by the Architectural 
Forum (February 1953) attacked it on the ground that dividing the money 
grants made for the project by the number of tenants living on the site resulted 
in an average cost of over $36,000 for each family, too much to pay to relocate 
them. 

The absurdity of this approach to slum clearance is obvious. It ignores the 
fact that this area like most other substandard slums in an old city like New 
York is a heterogeneous slum consisting of commercial properties, vacant land, 
and old rundown residential units, situated in the midst of some of the most 
valuable, centrally located property. This is particularly true in the Borough 
of Manhattan. In short, it ignores the entire rationale of slum clearance, which 
is based not on the cost of relocating families, but on the necessity for clearance 
to protect, preserve, and redevelop valuable central properties on which the city’s 
taxes and revenues rest. It would be easy, using the approach of cost of 
relocation per family, to challenge practically every slum clearance operation, 
especially in industrial areas. For example, in the Washington Square South- 
east project where over 90 percent of the area is occupied by old and obsolete 
commercial buildings without residential tenants, the cost of relocating each of 
the few families actually living in the area based on the Forum’s trick method 
of computation in the Columbus Circle project, would amount to over $200,000. 

An article in a later issue of the Architectural Forum attacked the Columbus 
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Circle project on the basis of its colossal cost per acre. Here again one of the 
main objectives of a slum-clearance program, the protection of the value and 
character of the property abutting slum areas, has been ignored. The fact is 
that the very location of the substandard area in the center of a most valuable 
part of the city cries for clearance to restore, reinvigorate, and protect the entire 
neighborhood, The average high cost per acre for this project points up the gen- 
eral high value of the area and the necessity for ridding it of blight, which, 
unless removed by surgery, will spread to the surrounding properties like a 
cancerous growth, resulting in depressed valuations and decreased revenues to 
property owners and the city alike. 

Moreover, the comparison of cost per acre of the Columbus Circle site with 
the average cost per acre of all projects is meaningless. It is obvious that the 
clearance of such a blighted area in a potentially valuable location will result 
in greater benetits to the neighboring highly assessed property. 

The November 1953 article in the Forum also challenged the determination 
by the most experienced and reputable experts we could employ and responsible 
official bodies that the character of the area was substandard and required clear- 
ance and redevelopment, The best answer to the unfounded statements of this 
obscure journal is the conclusion of the highest court in this State, the court of 
appeals, in the prevailing opinion upholding the Columbus Circle clearance 
project: 

“* * * there is ample in this record to justify the determination of the city 

planning commission that a substantial part of the area is ‘substandard and 
insanitary’ by modern tests, and that the whole 6.82 acres, taken together, may 
reasonably be considered a single ‘area’ for clearance and redevelopment 
purposes, - 
This statement is a confirmation of the opinion of the committee on slum clear- 
unce, the city planning commission, the board of estimate, and the HHFA, four 
independent public bodies which, after adequate investigation and consideration, 
have determined that this area is substandard and insanitary. This view has 
also been sustained by the Supreme Court of the United States, as we have 
indicated, 

The latest of the attempts to wreck the Columbus Circle project relates to 
the use of air rights over the coliseum building for oflice purposes. This is 
objected to in spite of the fact that the original presentation of the coliseum 
specifically noted that space for oflice facilities would be included, that the use 
of these air rights does not change the plan for the coliseum, that there are the 
same arrangements for layout and exhibition space, the same housing units, the 
same street widenings, and all of the other features of the plan, that the extended 
use of these air rights was necessary to produce additional revenue because of 
higher costs and that such additional revenue was necessary to help meet oper- 
ating expenses, principal and interest payments, and some city taxes. The 
Triborough Bridge and Tunnel Authority is a public agency and not a profit 
or moneymaking institution and must obtain from the coliseum the revenues 
necessary to meet the costs. There certainly is nothing in this which in any 
way would justify wrecking the project. 

The specious reasoning in the Architectural Forum as to this single project 
has through the Phillips rider endangered practically the entire title I pro- 
gram in New York City. The Phillips rider, if it is not removed from the 
appropriation bill, will prevent the payment of capital grants for all projects 
for predominantly residential use if the incidental uses are not restricted 
to those normally essential for residential use. The effect will be to prohibit 
and prevent any coordinated and integrated redevelopment plans. It will 
frighten off all prudent and reliable private capital. It will limit slum clear- 
ance to a very small part of the housing program and will compel the discon- 
tinuance of all industrial and nonresidential redevelopments where intelligent 
planning requires it. This will affect most of the larger and best projects 
throughout the entire Nation and will destroy the Federal slum-clearance pro- 
gram and prevent the achievement of substantial results dependent on other 
than public money. Certainly in New York, if the Phillips rider stands, there 
will be no program at all. 

It is difficult to see why a magazine, however technical and however small 
its circulation, should, mainly because it is owned by the publisher of other 
magazines of larger circulation, be listened to in this context. It is unbe- 
lievable that such opposition should be allowed to hamstring a program of 
importance to the largest cities in the Nation. 

The Phillips rider should be dropped from the bill. 

Ropnert Moses, Chairman. 
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DOWNTOWN MANHATTAN ASSOCIATION, INC., 
New York, April 20, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman of the Subcommittee on Appropriations, 
United States Senate, Washington, D. C.: 

We are opposed to the so-called Phillips rider to the appropriations bill 
Its inclusion and passage would prevent presently planned and coordinated 
slum-clearance redevelopments not only in New York City but throughout the 
country Projects here of greatest importance, such as the Columbus Square 
Coliseum, Fort Greene, Vratt Institute, Washington Square, and New York 
University, and others depend upon heretofore approved integrated redevelop- 
ment planning to include residential, educational, governmental, and allied 
business features for their validity. It would appear that the present housing 
law provides for such integrated slum-clearance projects. We believe it against 
the best interests of our conimunities and our people nationally to try to change 
the law at this time as the Phillips rider will do, to the destruction and prejudice 
of many present and future integrated slum-clearance plans. We ask for 
its defeat 

DOWNTOWN MANHATTAN ASSOCIATION, INC., 
Percival Rosert Moses, President. 
L. Porter Moore, Lrecutive Director-Secretary 


GENERAL STATEMENT 


Senator Maypank. | have been in New York many times and have 
witnessed some of the things Mr. Moses has done. He certainly de- 
serves commendation. 

Senator Savronsraun. Mr, Moses, we both hope that has embar 
rassed you to a degree you will not be able to talk very long. 

Mr. Mosss. It will take more than that to discourage me, Senator. 

Senator Sauvronstau.. The Chair is glad you do not take offense at 
that statement. We are glad to hear you. 


VLEWS OF SENATOR TAFT 


Mr. Mosxs. I would like to get a fundamental matter that does not 
seem to me to have been touched upon or has not been emphasized 
enough. IL would like to bring a personal note into this. 1 happen to 
have been at college with Senator Taft. He was quite a close friend 
of mine. I knew him for 3 years at college and saw something of 
him subsequently. I had occasion to talk to him on numerous occa- 
sions on which we discussed this housing business. I also had occa 
sion to talk to Bob’s father who was very much interested in it for a 
long period and worked with Senator Taft on it, as you know. 

About a year and a half before he died, Bob came to see me one day 
and he talked mostly about title 1. He talked about housing generally 
and about New York and what was going on and where we were get- 
ting with our slum clearance. We discussed the Puerto Rican prob- 
lem and a number of other things. 

He made it clear then, and I cannot believe he did not make it clear 
in the Senate and in Congress, that he regarded title I as a very im- 
portant factor phase of this housing program, one that would be in- 
creasingly important as private capital was induced to come into this 
field. He indicated that a good many of his colleagues and associates 
in Congress, including those who were skeptical about other features 
of the Housing Act, were in favor of title 1. ‘That is, they put a great 
deal of faith in the possibility of getting private capital into this field 
and avoiding having everything done as a public enterprise. 1 think 
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that point of view is very well Sea. in this report of the advisory 
committee that Mr. Cole is undou tedly familiar with. 

[ just want to read one paragraph because it is exactly along the 
lines that Bob Taft talked to me about. 

The clearance project should aim at clearing slums and deteriorated areas, con- 
verting land to its logical best use. Overemphasis on housing for reuse should 
be avoided and the land should be put to industrial, commercial, institutional, 


public, and residential use or any combination thereof in accordance with com- 
prehensive planning considerations, 


CILANGES IN 1954 ACT 


Senator Maynank. Right there, if you will yield, I wanted to have 
printed in the record in connection with your statement the summary 
of changes in the 1954 act prepared by the Banking and Currency 
Committee, page 22. I know you are familiar with it, but I wanted 
it for the record on the Senate floor. It reads: 

Another change in the definition of “project, consistent with the broadened 
scope of title I, is the elimination of the requirement that a commercial or 
industrial deteriorated area may be cleared with Federal assistance only if the 
area will be redeveloped for predominantly residential purposes. However, there 
is substituted a requirement that the project shall be in accordance with an 
urban renewal pian to achieve “sound community objectives for the establishment 
and preservation of well-planned residential neighborhoods. 

That is exactly as 1 construe what you and the mayor say. 

Mr. Moses. We proceeded in New York when the city was asked to 
devise some administrative machinery to cooperate on title I. Ms ayor 
O’Dwyer was mayor then. There have been two mayors since then and 
they have all followed the same policy. We proceeded on the theory 
that if that theory was wrong, we had better forget. title I in New 
York City. The object in view was to clear the slum. Havi ing cleared 
the slum, the main objective has been reached. 


REDEVELOPMENT WITH PRIVATE CAPITAL 


Thereafter, we were going to depend upon reliable, substantial, 
experienced private capital to go ahead with the redevelopment in 
accordance with a plan that was initiated locally under our charter 
and State laws, a plan that went to the city planning commission, the 
subject of hearings, it fitted into not only that neighborhood or other 
surrounding neighborhoods in the boroughs. It thereupon went. to 
the governing body, the city, the mayor, and the board of estimates 
for its approval. We have proceeded upon the theory that we cannot 
tell the private capital we induce to come into this thing exactly what 
to do. That is private enterprise. The more we threaten to govern 
them in detail, the more we take away their initiative, the more we 
take away their normal prudence, the more we take away their re- 
sponsibility to the banks and the people who support them, the less 
likely we are to get anybody to go into these areas; and, secondly, the 
less likely it is they will occomplish them within the time we have 
given them, which normally is 5 years. 


ADMINISTRATIVE COMMISSION 


We set up an administrative machine there that was unlike anything 
else that I know about in New York. I don’t know what they have 
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done in all the other communities of the country, but the idea was to 
facilitate decisions, avoid duplication and overhead by putting on 
the commission to run this title I show, the slum-clearance committee, 
the public officials who normally have to do with that general field. 

On the commission, which now has 6 members, are 3 of the 7 mem- 
bers of the city planning commission, the chairman of the city plan- 
ning commission as such ex officio, the city construction coordinator, 
and the chief engineer of the city. The corporation counsel was a 
member and has preferred since Bob Wagner got in to be onr adviser 
and not a member which sounds like a proper approach to it. 

The controller is a member of the financial agency, and the chair- 
man of the city housing authority is a member because of the close 
relationship between public housing and this other type of housing 
with private capital. Those are people to whom, under other condi- 
tions, these plans would have to be referred anyway and would have 
made separate individual reports. 

We set out, first of all, to find the areas where we could operate, 
and secondly to see whether within those areas we had sponsors who 
were willing to proceed. I call your attention to a fact that has not 
been mentioned: that under our State law this is all an auction when 
you are finished. Anybody can bid after plans have been initially 
improved, after money has been advanced in Washington for design, 
after we have gone through all the rigmarole and all the months of 
negotiation it still remains a fact under our law anybody can come in 
and bid. 

T will admit that bidding in some cases is more or less of a farce. 
l‘or example, if we set aside a plot for the expansion of the Brooklyn 
hospital as a part of the Fort Greene, it is extremely unlikely any 
other hospital except the one adjacent is going to come in and bid. 
But nevertheless, it is a fact that anybody can come in when we are 
finished. The bid is based on the price per foot. 


NEW YORK SLUM CLEARANCE 


I would say this categorically: that Title I is at an end in New York 
City, if that is of interest to you, and I am sure it is, without exagger- 
ating the importance of the city to the Nation. But it is a big area. 
The city has many slums and they are going to be cleared either by this 
device or by public housing or not at all. It is futile for us to diseuss 
any additional projects if it isn’t upon the assumption that the land 
is going to be put to the best use commercially possible but within the 
plans approved by the city and approved by Washington. 

Senator SauronsratL. You use that word “commercially” deliber- 
ately ? 

Mr. Moses. Yes, of course. 

Senator SatronstaLi. You mean, in other words, Mr. Moses, that 
when the Federal Government puts in to buy this land, contribute to 
the buying of the land, that as a part of the project that is put out to 
private capital, it is a question of making that whole area not only a 
better place in which to live and make houses and residential dwellings 
possible, but also the buildings that would go with it? 

Mr. Moses. Yes. That is quite right, subject, however. to these 
reservations: First, that the Federal Government has a right to pre- 
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scribe how much shall be residential, provided it is not too much. 
When it gets to 50 or 55 percent, we can conform. Provided, also, 
that the Federal Government will say where a slum has been a genu- 
ine slum and has, for example, been used for industrial or commercial 
be pred and there are loaee slums, that in that case the new use may 
e predominantly commercial or industrial. I stick to what I said 
before, Senator, that the object is to clear the slum. What comes in 
after that is what you can persuade private capital to put its money 
into. 

There are many cases where private capital will only go into resi- 
dences into a sue area, bearing in mind not only the cost of the land 
but also the difficulties in the cost of moving people and the cost of 
construction and the type it takes, the interest on the money during 
a long period like 5 years. They will only go in if they can get t addi- 
tional funds through commercial uses like stores to offset the high 


cost of the residential area, and in many cases the impossibility ‘of 
charging very high rents. 


REPLACEMENT OF SLUMS WITH COMMERCIAL AREAS 


Senator Sarronstaut,. Do you go as far as saying—and, of course, 
the Chair is not as familiar with this as the Senator from South Caro- 
lina, who has initiated much of this legislation—that the Federal 
Government should come into a project “of slum clearance as such, 
cleaning out an area of undesirable residential houses where, we will 
say, nothing had been built except what is for industrial and com- 
mercial uses? 

Mr. Mosrs. I can conceive of such a case. In New York City, to 
be explicit about it, I know of only one such case. This is a new 
project, which we have indicated and which the mayor has put on his 
program, which has not yet been submitted in Washington. It is a 
relatively small project. I will tell you where it is. There is no 
secret about it. It is at the Queens end of the Queens Borough Bridge 
on the plaza there. It is a miserable area slum which has not been 
improved because it has been impossible for people to pick up numer- 
ous small parcels of land, except by the exercise of the power of eminent 
domain which they do not have. 

Senator SatronsTaLL. You go as far as saying this act should be 
construed to have the Federal Government contribute to a slum clear- 
ance as a benefit to the city, say the city of New York in this case, 
where even if there will not be a single residential house built on 
the area ? 

Mr. Moses. Exactly. I do not say it is indispensable, but I would 
go that far provided there is a place for whatever few residential 
people who would be in such an area, a place for them to go, or places, 
rather. 

Senator Maynank. And be absorbed ? 

Mr. Moses. That is right. 

Senator SautronsTatu. So the percentage, whether it is residential, 
commercial, or recreational, should mean nothing in your inter preta- 
tion of this act if it is to clear the city, rid the city, of a slum and 
provide living quarters for those people when they are moved out? 
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COLUMBIA UNIVERSITY PROJECT 


Mr. Moses. That is right. That would be the idea] thing. I do 
not say we cannot operate on another basis, but when you get above 
50 or 55 percent, you are in trouble. 

Let me give you an illustration of what you get into. If you insist 
upon exclusively residential development, that is. We have such 
project in New York. It is the project sponsored by the various in- 
stitutions of Morningside Heights led by Columbia University. The 
chairman of the committee was President Eisenhower when he was 
president of Columbia. It included all the institutions on Morningside 
Heights. There is a very bad slum there. 

When we first came to the board of estimate of the city we said in 
good faith that this was going to be a taxpaying project. It turned 
out they could not get the rents low enough. There upon, we had 
to come wom and get the board of estimate to agree it would not be 
taxpaying, but paying taxes merely on the old values at the time the 
slum was there, not the new buildings. It turned out, due to the 
large number of people they wanted to put in there, we had had to 
have a public-housing project next to it to take care of the people we 
were siphoning out of this area. 

I call your eee again to the fact that is entirely a gift of the 
city of New York so far as taxes are concerned, excepting as to the 
very nominal limited amount of taxes that had been paid. So you 
end up not with Federal largesse but with an enormous contribution 
over a long period of years by the city of New York. 

Had that area we called Morningside Manhattan been to a larger 
extent commercial—it would not have been industrial in that case 
there might have been a different financial picture, not from the point 
of view of the Federal Government but the city of New York. 

We get into areas where we find the best interests of the community 
as a whole and the city are served by the kind of arrangement we have 
made at the request of New York University south of Washington 
Square. That area has very few residences, as modified. 

Originally we had a different plan. They are old, rundown loft 
buil lings. We provide for the expansion of the university which 
serves a great public purpose, a purpose which the public would other- 
wise have to pay for out of the treasury. They do that with their own 
funds. They can hear and they can tell their own story. The rest 
of it is residential. 

BROOKLYN AREAS 


In Brooklyn we have the same situation as to Long Island and 
university. We also have a hospital. That is the one I referred to be 
fore. We have two housing projects, one a cooperative and the other 
full taxpaying. That gives us two income groups we serve there. 
That gives the city a net increase in taxes slightly above the taxes be- 
ing paid today. The same thing applies to Pratt Institute. 

Mr. Pratt is here and he can tell you that story. Here we are serv- 
ing a college, expansion of a college of Long Island, most useful to 
the community, and providing housing also at the same time. We have 
two projects in Harlem that would be absolutely futile and worth- 
less and nobody would listen to if we did not have uses other than 
purely residential uses. 
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If you want to end this program in New York, and I call your at- 
tention to the fact that in money over a third of all the writedown 
money in the United States is allocated to New York City, is that 
correct, Mr. Cole? 

Mr. Corr. Yes. 

Mr. Moses. Between a half and a third. If you want to end that 
program, you have a very effective way of doing it because we haven't 
any way of clubbing these people that we invite in to put up their 
money. We cannot force them to do it. We have no Government 
credit back of what they are doing. They must be given reasonable 
latitude. They must be given discretion or else they will not come in. 

As to how much of a writedown there should be, I want to mention 
one thing in connection with the Columbus Coliseum, You said you 
did not want that discussed in detail here. The Triborough Bridge 
and Tunnel Authority very reluctantly went up to a fantastic price 
per foot. We are paying $15, twice what the sponsors of the private 
housing development are paying. We cannot pay any more. We 
have to get enough money to amortize and pay interest and upkeep, 
as Bob Wagner said, and that is all we want. 

Beyond that, anything that is left, if there ever is anything, will go 
to the city in the form of additional taxes. That is the story. If we 
have been wrong in our interpretation of the purpose of this act, if 
what Senator Taft told me is no longer the philosophy of the Con- 
gress, we ought to know about it. That is all I have to say. 

Senator Kircorr. Mr. Chairman? 

Senator Satronstrat.. Senator Kilgore. 


GARMENT INDUSTRY AREA 


Senator Krieore. I have been told this, and I want to get corrected 
on it. Your garment industry is centered on Manhattan Island; 
is that correct? 

Mr. Moses. Some of it. 

Senator Kireorr. That employs a great number of workers, prac- 
tically all workers. 

Mr. Moses. All workers in what? 

Senator Kricore. In the garment industry. It is not like some of 
these assembly-line jobs. 

Mr. Moses. There are a lot of people. I cannot tell you. 

Senator Kircorr. Is not one of the causes of your slum condition 
there caused by overcrowding? ITs it not due to the fact those people 
are trying to get closer to where they work? In other words, office 
workers can take more time to get to and from office work. 

Mr. Moses. I think there is something i inthat. I have talked a good 
deal to twe men interested in that program. I can tell you what ‘they 
have told me, and doubtless the mayor has seen more of them. I have 
talked to both Potofsky and Dubinsky, who are the two top fellows. 
They started out years ago with a housing project based on that theory 
you have enunciated. That was their plea 1. They got Senator Lehman 
as an individual and banker to put up some money and some other 
people. They started the first of these cooperatives, these labor co- 
operatives on the Lower East Side. That was before my time, but I 
know that was how it started. 

I know that was their line of reasoning. 
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Then they came along some years later—and I happen to represent 
first the State and then the city in this contention—and they said their 
people had more mobility than they had before, they could go some- 
what greater distances but not great distances. They still stuck to 
this idea of being near the work. Therefore, they had in mind a proj- 
ect near the Bronx adjacent to Van Cortlandt Park which we helped 
them develop. It has been very successful, and it has been doubled in 
capacity. That had nothing to do with this Federal program. This 
was a State and city matter. 

Then they came downtown again to their original location and they 
have twice added to that. The last addition isa title I project. There 
is another one they now propose. In that contention, however, they 
have stated some of their apartments in these new additional dwellings 
will be rented to other than their own workers. Just what that spe alls, 
I would not know. And what proportion will be other than their 
workers, I do not know either. 

Senator Kirgorr. My thought was that real estate on Manhattan 
Island is very expensive. Ni aturally, it is difficult to get the property 
together and to build housing at a rental they can pay. If the actual 
manufacturing could be done on, § say, the mainland or on Long Island, 
then you could have a chance to develop the residential sections closer 
to the plant. 

I realize the buyers insist on it being on Manhattan Island because 
it is closer to amusements and hotels and ever ything else. I know the 
problem that way, too; but it seems to me thi at in most cities your in- 
dustrial sections are in the outskirts. They tend to move away from 
the center. But the garment industry, I am informed, just insists on 
sticking right in the center there on Manhattan Island. Am I right? 


DISPERSION OF POPULATION 


Mr. Moses. I am not sure that is the right philosophy. I think you 
are getting into something complex here, the whole question of de- 
centralization, dispersion of population, satellite towns; and people 
honestly have differences of opinion on that. 

Senator Kircore. I am trying to get some light on it. 

Mayor Waenrr. If I could inject one moment, Senator; if we did 
move some of these industries out to Long Island, we would have 
tremendous transportation problems. A number of years ago when 
I was chairman of the city planning commission we had a study of 
some of these trends from the economists of the Amalgamated Cloth- 
ing Workers who indicated moving them to those areas would cause 
a longer trip on the part of the workers than now exists, and a lot of 
them do not like to change the route because in that particul: ur in- 
dustry the average age of the worker is around 55 years. They are 
pretty used to going one way, and they hate to change. 

Senator Sartonstaty. May the Chair ask this question : Are you 
through with your statement 

Mr. Mosgs. Yes, sir. 


DEFINITIONS UNDER TITLE I 


Senator SauronsTaLu. Section 110 under title I of the act is “Defi- 
nitions.” Have you a copy of those ? 
Mr. Moses. I do not have it here. 
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Senator SavronstaLLt. What the Chair would like to call to your 
attention under “Definitions,” subsection C of section 110, is a defini- 
tion of “projects.” That is quite a long paragraph. Subheading two 
under (1) states: 

Any other deteriorated or deteriorated area which is to be developed or redevel- 
oped for predominantly residential uses * * * 

The Chair’s question is, When you say that it can be a hundred 
percent commercial or industrial, do you agree that it has not been as 
yet but you gave one instance where it might be? You construe that 
word “project” to be as broad as that by reading the whole paragraph 
of subsection C with all the other parts of that definition? Do you get 
what I mean? 

Mr. Moses. Yes, but that was not the point I made. 

Senator SarronstauL, The Chair would like to clear that up. The 
Chair has been left with the impression you say a fundamental part 
of this act, as far as the Federal Government is concerned—and that 
is all we are talking about—is that if you are going to improve a slum, 
eliminate a slum and provide residences for those people that come out 
of that slum somewhere in the city proper, then you can buy that land, 
have the Federal Government contribute to its purchase and even go 
as far as saying that the project put up on it shall be industrial or 
commercial. That is the way the Chair understands. 

Mr. Moses. That is not my point. I think I can clarify that. 

Senator SALTonsTALL. Please. 

Mr. Moses. To begin with, let me make this clear: That we are 
prepared to ride along with any reasonable interpretation of this sec- 
tion by the Washington people. As to whether at all times they have 
been reasonable or not, that might be the subject of some other time, but 
that is it. 

I did say this, and I want to repeat it: On the basis of the talks I 
had with Bob Taft, I think the ideal thing to do would be to rewrite 
this law so that you could do anything. I do not say that is the present 
interpretation of it, that on the basis of any interpretation you could 
make it a hundred percent. I would like to see it that way. That is 
an aspiration, an objective. 

Senator Sarronstaty. This project that you put up, you said there 
was no concealing of it. 


QUEENS BOROUGH BRIDGE AREA 


Mr. Moses. We have not put it up yet. 

Senator Sautronstatu. That project you had in mind down in the 
Queens Borough Bridge area, if the city decides to go ahead on that, 
is that a project which they expect to ask the Federal Government to 
contribute to. 

Mr. Moses. Under the present law ? 

Senator SALTONSTALL. Yes. 

Mr. Moses. No. I doubt whether it would qualify.. On the other 
hand, I would like to see it qualify. It is possible to take a project 
like that and take the frontage on the sina which obviously got to 
be business. It would be senseless to make it anything else, and nobody 
would put money into it. In the back of that, put a fringe of residence 
covering half of it, if we had to. What I was trying to bring out 
was that that happens to be the one area I know of at the moment in 
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New York City where I think the city planning commission and the 
board of estimate, and the mayor can speak better as the former chair- 
man of city planning as the mayor—where I would like to see a 
hundred percent. But I do not say that is the present interpretation. 
I do say that is exactly what Senator Taft told me he was aiming at. 


PERCENTAGE DEVOTED TO RESIDENTIAL USE 


Senator SaLronstatt. Then so far as the present language of the 
present act is concerned, you agree that some proportion- -what pro- 
portion is a subject of deb: ate—shouk | be used for residential purposes ? 

Mr. Moses. Must be. 

Senator Sauronstaty. Whether that is 50 percent, 75 percent, or 
10 percent is a question to be decided. 

Mr. Moses. You understand that has been the interpretation, that 
the current use may predominate and be the decisive factor, the current 
use before clearance. If that has been residential, that is. 

Senator MayBank. The majority will have to be residential. That 
was always the inter pret ition of Congress. 

Mr. Frrzparricx. The test under the present law is that if an area 
now is predominantly residential, you may redevelop it for any pur- 
pose. It can be entirely industri: al. If it is not now predominantly 
residential, then it must be redeveloped for predominantly residential 
use. 

Senator Sarronstati. Will you please repeat that ? 

Mr. Frrzparrick. If an area now is predominantly residential in 
character, then you may redevelop it for any purpose. It may be 
entirely commercial. It may be entirely industrial. It may be a 
mixture of industry and commerce. It may be a mixture of industry, 
commerce, and residential, That is, if it isa predominantly residential 
area now of a slum area. If it is not such an area originally, if it is 
not predominantly residential in character, then it must be redeve ‘loped 
for predominantly residential uses. But it still means you could 
have a combination of 50 or 55 percent residences and the balance 
commercial. 

Senator Kircore. In other words, if it has industry or business in it, 
you must develop predominantly residential, is that right? 

Mr. Frrzparrick. If the industrial use is predominant. 

Senator Kureore. If it is mostly used for residences, then you can 
develop it with the business ? 

Mr. Mosrs. That is right. 

Senator Kiteore. Your theory, also economically, is that the front- 
age of certain parts of practically every deve ‘lopment can only pay out 
if they are used either industrially or commercially ? 

Mr. Moses. That is right. 

Senator Kireore. That in turn can carry a low-rent housing project 
as a part of it? 

Mr. Moses. That is correct. 

Mayor Wacner. It helps to bring the rents down. 


METHODIST TEMPLE IN CHICAGO 


Senator Kneore. You have an illustration in the Methodist Temple 
in Chicago where all the frontage on the first floor is commercial and 
the back space is used for the auditorium and the first 16 floors above 
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that are used for office space and the rest of the church property is on 
- It is a revenue producer for the city of Chicago. 

Mr. Moses. You have some curious factors that operate there. We 
had one project on the lower East Side where Mr. Cole and Mr. Fol- 
lin were doubtful about the project for several reasons, and we were, 
also. We were all agreed it was an area that should be cleared through 
title I. If not, there was nothing for it but to go into public housing 
at enormous expense. That is what rescued the project, the stores. 
The fact we were finally able to persuade private capital if they put 
enough stores in on two main streets, they could swing the thing. You 
could say if you did not. know the neighborhood they could accomplish 
the same thing by raising the rents, but they could not collect higher 
rents. They knew the top rent, $28 a room. They could not go above 
that because they could not get it. 

Senator Kireorr. Those stores are very valuable, adjunct to the 
residential part of the development. It gives them a close place to 
shop. 

Mr. Moses. The fact is that nobody would listen to it without the 
stores. We had great trouble getting them in on that basis. Finally 
they got up to a price per foot that looked reasonable. 

Senator SartonsTaLu. Are there any further questions? 

Thank you very much, Mr. Moses. 

The Chair would like to put in as part of your statement or presen- 
tation—— 

Senator Kitegore. I was asking these questions when the mayor is 
here because his father did more than anybody else I ever knew of 
on that slum proposition up there during his life in the Senate. I just 
wanted to ask questions while you were here and get it, because I 
have heard it discussed so much. That question of congested living 
being close to work has always been a problem up there. 

Mayor WaGNer. We have a very serious one, too. 

Senator SaLtronstaLL. In the Housing and Finance Administration 
Agency under the title “Slum Clearance and Urban Redevelopment,” 
there is a subparagraph “Characteristics of the projects and final 
planning or development” giving the number pending. The Chair 
would like to put that in the record at this point. 

(The material referred to follows :) 


CHARBACTERISTICS OF PROJECTS IN FINAL PLANNING OR DEVELOPMENT 


The 154 projects in final planning or development as of December 31, 1953, 
comprise nearly 6,000 gross acres of urban land. Except for nine predominantly 
open areas, all projects represent deteriorating or deteriorated built-up urban 
areas. 

Virtually all are areas of residential blight. The local plans for redevelop- 
ment provide for predominantly residential uses in about two-thirds of the proj- 
ects. Nonresidential uses (primarily commercial and industrial) are planned 
for the remaining third of the projects. The projects range in size from 2 to 
325 acres, with more than half under 25 acres. 

The following tables summarize the character, size, and proposed new uses 
under local redevelopment plans in the 154 projects approved for final planning 
or development as of December 31, 1953: 
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A. Size and character of projects 


| | 

te ; > in Blighted | Other Predomi- 

Sise (in acres | Projects | residential | blighted [nantly open 

Total 154 138 7 ) 
Under 10 42 40) 2 0 
10 to 24 46 40 4 2 
25 to 49 a 27 22 1} 4 
50 to 99 seed 22 22 0 0 
100 to 149 l4 13 0 l 
150 and over 3 1 ( 2 


B. Character and proposed new uses of project areas 


Residential, Nonresi- 


Character of project areas | Projects Seen and non dential 
Sively | residential | exclusively 
Total 154 | 17 | 78 59 

2 a _ } | 
Blighted residential 138 | 16 | 63 | 59 
Other blighted 71 l 6] 0 
Predominantly open. . | 9 0 | 9 | 0 
C. Land uses under redevelopment plans 

Land uses Acres 
TE GM inciniteantncesh teeming A : Lon ME RRO 
Public rights-of-way —__- asthe hineiam ; aisha eimai 
I SE a nanincinteecccaeencattieinrerdaihetirntnetensn estima teeatgeaiaeie a Te 
STITT; IIIT sores natiasiinnsimnscmdeepinemgeteneran:cianemneemiavnaeriiine-amedh at 71.7 
Other public or semipublic_........-------- sieesinnsenanaaia ig s 425.7 
CRIED » xintommeumensions inciieniipiiamenvie meieree htnaibieainciwintapaibiniaiiniies 704. 7 
EE eindhiea~nmaineaaniiereniaans eerie atgueivedeadinndidl shdivetncernagle 684. 4 


1 Total is larger than sum of components because details not yet determined for 353.3 
acres in 9 projects. 


Senator SatronstaLL. Who is your next witness, Mr. Mayor? 
Mayor Waener. I would like to call on Mr. Bernard Gimbel, if I 
could. His name is well known throughout the country. He is chair- 
man of the board of the New York Convention and Visitors Bureau, 
too. 
NEW YORK CONVENTION AND VISITORS BUREAU 


STATEMENT OF BERNARD F. GIMBEL, PRESIDENT, NEW YORK 
CONVENTION AND VISITORS BUREAU 


Senator Sauronstatn. Mr. Gimbel, the committee is glad to hear 
you. Your title outside of your business interests in the city is chair- 
man of 

Mr. Grupeu. My business or other interests? 

Senator SatronstaLn. The Chair would respectfully state from 
advertising or from some other angle your business is fairly well 
known. Your present public service title is not perhaps so well known. 

Mr. Gimpew. I come here today as president of the Convention and 
Visitors Bureau, which is a civic, nonprofit organization with a mem- 
bership which composes a great many of the respectable businesses 
that operate in New York and many of them that operate through the 
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country, including practically every newspaper in the city of New 


York. 
PREPARED STATEMENT 


Senator Savronstaui. Thank you sir. Have you a prepared state- 
ment ¢ 

Mr. Gimew. I have. 

Senator SaLToNsTatt. Would you like to read it, or would you like 
to put it in the record and brief it? 

Mr. Gimpex. In view of the fact that you have ruled, and properly 
so, you wanted this meeting confined to the Phillips rider, which if I 
am to talk about the coliseum and that is what my prepared state- 
ment is about, I do not think I could properly take your time on that 
question ; but I would appreciate it very much if you would allow me 
the privilege to file the statement that I have prepared. 

Senator SarronsraLt. Without objection that will be done. We 
will be glad to have the statement. 

(The statement referred to follows:) 


STATEMENT OF BERNARD F. GIMBEL, PRESIDENT OF THE NEW YoRK CONVENTION 
AND VISITORS BUREAU 


Gentlemen, my name is Bernard F. Gimbel. I am chairman of the board 
of Gimbel Brothers, Inc., New York City. I am appearing before you today in 
my capacity as president of the New York Convention and Visitors Bureau, a 
civic, nonprofit corporation which maintains its offices at 500 Park Avenue, New 
York City. 

It has come to the bureau’s attention that the Columbus Circle project—which 
seeks to clear a condemned slum area and provide New York with 528 housing 
units and adequate exhibition and convention hall space which it now lacks 
has been endangered by passage in the House of a bill, with rider, which is now 
before the Senate subcommittee for consideration. Said rider to the inde- 
pendent offices appropriations bill would cancel the $6 million grant which the 
Federal Government contracted to pay on the project. We appear here today 
to ask defeat of the rider, attached to the bill by Congressman Phillips of 
California. 

The members of the New York Convention and Visitors Bureau include such 
well-known and highly regarded organizations as national and international air- 
lines, daily newspapers, retail establishments, railroads, buslines, restaurants, 
numerous hotels and hotel chains, purveyors, sightseeing, entertainment and 
sports interests, utilities, financial institutions, real estate firms, and represent- 
atives of virtually all of the service industries of New York. Our group has the 
broadest representation of business interests of its kind in New York City, and 
our board of directors is made up of business and professional men who take a 
very active part and interest in the job at hand. These board members repre- 
sent many facets of the business life of the city. There are in the group, for in- 
stance, executive officers of the New York Times and the Herald Tribune, the Con- 
solidated Edison Co. and the New York Telephone Co., the New York Central 
Railroad, R. H. Macy & Co. and Stern Brothers, as well as presidents and man- 
agers of many other well-known retail establishments. Our board includes the 
president of Trans-World Airlines, the vice president of Hilton Hotels, the vice 
president of the Statler Hotels and the presidents of many large hotel units, the 
president of Borden’s Farm Products, the chairman of the board of Coca Cola 
Export Corp., the president and general manager of the Daily News, the pub- 
lisher and president of the Mirror, the president of Radio Corp. of America, and 
the president of Esso Standard Oil Co. I do not wish to take your time by nam- 
ing all 49 members of the board, as they are listed here in the presentation, but 
the 14 I have given you represent a good cross section of the caliber of men who 
serve very actively, giving freely of their time and money to help maintain the 
flow of travel into New York. They do this not alone in the interests of the all 
important economic value to New York, but also because of the vast social, edu- 
cational, and cultural advantages which the city offers all United States citizens. 
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T 
f New Few cities in the world beside New York can offer such advantages and no other 
can offer them in such abundance. 
The viistor business is the second largest single industry in New York, and 
the city is world headquarters for many businesses. New York is not primarily 
a manufacturing city. The prosperity of this second industry, travel, is, there 
State- fore, constantly of vital importance to the board, representing as it does a large 
segment of the New York business world, and indirectly the welfare of the popu 
lace of the city generally. 
Naturally, the public facilities available in the city are of constant and great 


u like coneern to all those interested in New York Cit) Of great interest, too, is the 
appearance of the world’s largest city. Slum clearance and the improvement 

yperly of property generally are of just importance. B 
h if 7 Now | would like to speak about the ¢ olumbus Circle slum-< learan e project, 
: planned to replace a condemned slum area, The Columbus Circle project is to 
state consist of a group of buildings which will include several apartment houses, 
n that an office building to serve the area in which the project is located, and the so-called 
»W me Coliseum, a building with four stories of facilities for conventions and for the 


inany exhibitions which have been bypassing New York City because of the lack 
> of major exhibition and meeting space under one roof 
We Conventions and expositions in the United States are increasing in number 
and scope, as the country’s economy expands. More and more business leaders 
ure recognizing that a part of the reason for this expansion, part of the reason 
for the genius of American trade and industry, lies right in these conventions 
in these convenings where informed businessmen get together to exchange and 


) 
a discuss their ideas, methods, and products in the common cause of improving 
business operations 
board Conventions are a part of Americana; typically American, they are another 
day in facet of that all-important something that makes America tick as the greatest 
eau, a nation the world has ever known. 
. New The need for a commodious, flexible, modern exhibition hall in New York has 
been recognized for many years. It was back in 1946 that the New York 
which State Legislature assigned to the Triborough Bridge and Tunnel Authority 
using the responsibility for providing such a structure. Grand Central Palace served 
icks the city well for many years. However, it was too small, was never fully 
s now satisfactory for exhibition purposes, and was not equipped with meeting space. 
inde Last year it was converted into office space for the Federal Government. 
‘th the Following the assignment brought about in the State legislature in 1946, despite 
today many ideas proposed, none seemed to get beyond the planning stage. It remained 
ips of for nationally known Commissioner Robert Moses to undertake to give, with 
characteristic unselfishness, his skill, time, and energy to the problem. Because 
> Such this outstanding civic planner of our day undertook the task, we are now 2 years 
al air away from the time when the exhibit hall—the Coliseum as it is called—will be 
rants, available for its significant function in New York City. 
t and A portion of the money planned for the Columbus Circle project came through 
esent- a capital-grant contract in January 1953, for the slum clearance and urban 
is the redevelopment project. This allocation was approved by the then Administrator 
7, and of the Federal Housing and Home Finance Agency, upon recommendation of the 
ake a : then Director of the Division of Slum Clearance and Urban Redevelopment. 
repre- Contracts have been let and the work has been started. 
or in- Now, to refer again to the proviso attached to S. 2988, said rider, reads: 
» Con- “Provided, That no funds in this act shall be available for payment of capital 
ntral grants under any contract involving the development or redevelopment of a 
man- project for predominantly residential uses where incidental uses are not restricted 
s the : to those normally essential for residential uses.” 
Vice As previously stated, it is our understanding that if the bill passes with this 
3, the proviso, or rider, the appropriation already granted, over 2 years ago, for the 
Cola Columbus Circle project, will, in an unprecedented move, be rescinded. There is 
pub- a contract, but we are given to understand this rider would summarily, in effect 
, and retroactively, cancel that contract. 
nam- So, after the Federal Government has taken Grand Central Palace as an office 
., but building for the Internal Revenue Department, thus reducing the city’s opportun- 
who ity for an income from visitors, the amendment before your committee would 
n the nullify our efforts to build a new convention hall by withholding the grant of 
1e all funds for slum clearance. Should this happen despite prior Federal approval, 
edu- and New York City be prevented from enjoying its share of the major convention 


zens. and exposition business of the country, it would be disheartening to say the least. 
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In addition to clearing a definite slum area and providing a heretofore unde- 
sirable area with 53.4 percent of modern housing facilities, the Columbus Circle 
project will do much to provide a badly needed economic shot in the arm for 
countless surrounding blocks. That it is a slum area was attested to by city, 
county, and Federal action 2 years ago, and the area has done nothing except 
deteriorate ever since. 

The Columbus Circle project will be in an area easily accessible to many points 
of entry into New York, as well as to business sections of the city, and it will 
provide the facilities for exhibitions and conventions so sadly lacking for a 
number of years. Any further postponement or obstruction would again present 
aun interminable delay. I believe I speak for the business people in New York 
when I urge that no further delay be allowed. 

Thank you very much for the privilege of appearing before you to present the 
views of the New York Convention and Visitors Bureau. We earnestly request 
that you kill the Phillips rider to the independent offices appropriation bill. 


OFFICERS AND MEMBERS OF THE Boarp or DDrrecrors, New YorK CONVENTION 
AND VisiTorRS BureAU, INC. 


Mayor Robert F. Wagner, honorary chairman 

Joseph P. Binns, vice president and treasurer 

Rernard F. Gimbel, president and chairman 

Royal W. Ryan, secretary and executive vice president 

Gen. Julius Ochs Adler, vice president and general manager, New York Times 
John H. Aiken, vice president, Consolidated Edison Co. of New York 
Martin J. Alger, vice president, New York Central system 

Leo Bertisch, president, United Cigar-Whelan Stores Corp. 

Wheelock H. Bingham, president, Macy's, New York 

J. Paul Carey II, president, Carey Cadillac Renting Co. 

Robert K. Christenberry, president, Hotel Astor 

Ralph 8. Damon, president, Trans World Airlines, Ine. 

EK. A. Dannemann, president, National Transportation Co. 

Robert Dowling, president, City Investing Co. 

Howard Dugan, vice president, Hotels Statler Co., Inc. 

Henry G. Duvernoy, president, Duvernoy Bakeries, Inc. 

Francis R. Elliott, president, Borden’s Farm Products, Inc. 

G. S. Eyssell, president, Rockefeller Center, Inc. 

William B. Falconer, Sr., president, Charles F. Noyes Co. 

James A. Farley, chairman of the board, Coca-Cola Export Corp. 
Robert M. Feemstér, chairman of the executive committee, Wall Street Journal 
F. M. Flynn, president and general manager, the News 

Frank M. Folsom, president, Radio Corporation of Americé 

Edwin S. Friendly, vice president, New York Telegram and Sun 
Paolino Gerli, president, Gerli Co., Inc. 

W.E. S. Griswold, Jr., president, W. & J. Sloane 

Stanley C. Hope, president, Esso Standard Oil Co. 

Gen, John R. Kilpatrick, president, Madison Square Garden Corp. 
Frank W. Kridel, president, Hotels Martinique and Concourse Plaza 
Sigurd S. Larmon, president, Young and Rubicam, Inc. 

George R. LeSauvage, assistant to the president, Frank G. Shattuck Co. 
Philip Liebman, president, Liebman Breweries, Inc. 

Thomas MacLeod, president, Stern Bros, 

Charles B, McCabe, publisher, New York Mirror 

Keith S. McHugh, president, New York Telephone Co. 

James L. Madden, second vice president, Metropolitan Life Insurance Co. 
David J. Martin, vice president, Realty Hotels, Inc. 

Charles L. Ornstein, general manager, Hotel Paramount 

Y. A. Price, vice president, Knott Hotels Corp. 

Frank A. Ready, vice president, The Waldorf-Astoria 

Frank W. Regan, president, Realty Hotels, Inc. 

Whitelaw Reid, president and editor, New York Herald Tribune 


William E. Robinson, chairman of the board, Robinson Hannagan Associates, Inc. 


FE. Leslie Sefton, president, Hotel Commodore 

Benjamin Sonnenberg, president, Publicity Consultants 
Daniel R. Topping, president, New York Yankees, Inc. 
Thomas F. Troy, general manager, Hotel Statler 
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Frank G. Wangeman, vice president and director, Hotel Roosevelt; general 
manager, Hotel New Yorker 

William Zeckendorf, president, Webb and Knapp, Inc. 

Victor Ziminsky, president, Union News Co. 


HONORARY MEMBERS 


F, J. Andre 

Frank L., Andrews 
James Bruce 
Dean Carpenter 
David Mulligan 


Senate Urcen To Kitt HousE APPROPRIATIONS COMMITTEE Riper THAT CANCERS 
GRANT FoR New York Crry’s COLISEUM 


{Editorial page of the Dally Mirror, New York, Thursday, April 8, 1954] 
COLISEUM TROUBLEMAKERS 


The coliseum at Columbus Circle is in jeopardy because of opposition steamed 
up against it in Congress by elements in this city which should have the city’s 
best interests at heart, but which apparently do not, 

Everyone knows the importance of the coliseem to New York City. It is only 
vital. It has been needed for years. It will give us the opportunity greatly to 
expand one of our most valuable assets, namely, the $200-million-a-year tourist 
and convention business. 

The project was fought through the State courts and sustained. 

It was approved by the Federal Government and, on January 13, 1953, the 
Housing and Home Finance Agency granted the city an allocation of $5,919,523 
under title I of the Housing Act of 1949. 

A contract was signed. Robert Moses, as chairman of the New York Commit- 
tee on Slum Clearance Plans, represented the city in the negotiations, and Ray- 
mond M. Foley, then HHFA Administrator, represented the Federal Government. 

The Triborough Bridge and Tunnel Authority, of which Moses also is chair- 
man, is now ready to go ahead with construction—in fact, Moses is determined 
to hold the ground-breaking ceremonies next week. 

Now comes the monkey wrench. We find one of Henry Luce’s editors (Time, 
Life, Fortune, etc.) scurrying around, raising technicalities, writing Congress- 
men and others—all with the intent of knocking out the Federal housing grant 
which makes it possible to bring the coliseum out of the dream stage. 

This person signs himself as “associate news editor” of Luce’s Architectural 
Forum, represents at best special interests or individuals with a gripe, and is 
a real busy boy in spearheading opposition to the coliseum. 

At any rate, the monkey wrench has now been planted by the House Appro- 
priations Committee. It’s in the form of a rider to a money bill. Said rider 
would kill the grant to New York—notwithstanding the contract signed in good 
faith and the work that has progressed on the basis of that contract. 

This rider must be eliminated. New York’s congressional delegation must be 
alerted to its dangers. New York's Senators Lehman and Ives should intercede 
with Senators Styles Bridges and Leverett Saltonstall, of the Senate Appropria 
tions Committee, to plead New York City’s interests against the unwarranted 
interference of self-seeking busybodies. 


[Editorial page, the New York Times, Thursday, April 8, 1954] 
CONGRESS AND THE COLISEUM 


The Housing Act of 1949, through title 1, offered Federal financial help to 
local communities “in eliminating their slums or blighted areas and in providing 
maximum opportunity for the redevelopment of project areas by private enter- 
prise.” In the case of the long-needed Columbus Circle Coliseum in this city, the 
Triborough Bridge and Tunnel Authority believes it has met the terms by allot- 
ting 51 percent of the project area to privately built housing and reserving 49 
percent for the coliseum. Although the authority is a quasi-governmental 
agency, the purpose of the coliseum itself is essentially to serve private enter 

45746—54——_37 
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prise, through providing large space unavailable elsewhere for trade exhibits, 
conventions, and so on. Through drawing large attendance to sueh displays 
and meetings, the whole business community of New York would be served. 

tood city planning reonires wise partition of space to residence, business, and 
industry. It would certainly be a shortsighted, ill-advised move for Congress now 
to begin dictating to cities the exact use to which all snace cleared under title I 
was to be pnt. The local community is the best judge of what use shall be 
made of newly cleared area, and in view of the extent and continuing growth 
of this city’s slums, it would be most imnrovident to insist on a rigid pattern 
that allowed no exercise of judgment. No voice is raised against the need of 
a colisevm as such. One reason adding urgency to the need now is that the 
Federal Government itself has recently taken over the only other conventfent 
larve exhihitien space—the Crand Central Palace—for housing internal revenue 
offices. Is Convress itself, hy legislating new, retroactive housing policy in an 
appronriation bill, now to deliver a death blow to the coliseum, just as large- 
scale demolition and excavation are about to begin next Monday? 

This coliseum and hous'ng pro‘ect was annroved bv Federal authority over a 
year ago. There is a contract. It is up to the Senate to see to it that no unjust, 
unwise, after-the-fact revision of policy destroys the labor of years in getting 
this project underway. 


{New York Herald Tribune, Sunday, April 11, 1954] 
Tue COLISEUM IN PERIL 


There is a nasty little development in Congress that threatens the New York 
coliserm along with a host of other slum-clearance projects here and in other 
big cities. It appears that a California Congressman has stuck an obscurely 
phrased rider on 9n anvronriations hill to. block Federal assistance for any 
improvements which include nonresidential plans. Of course, the essence of 
any redevelepment project is to consider the area as a whole, but this mis- 
chievors rider hohbles all planning. It attempts to tell New York that there 
shall he no colisevm, no New York University adjunct to the Washineton Square 
Sontheast program. no exnansion of Prooklyn Hospital and Long Island Uni- 
versity as part of the Fort Greene housing project, no Pratt Institute develop- 
ment and so on along the list. 

Fortunately, this fantastic aberration has been detected in time for New York 
and every other city to stand up in erganized protest. Tomorrow we break 
ground for the coliseum, that long-obstructed civic improvement which forms 
49 rerceent of the Columbrs Circle s!tum-clearance project. Surelv Congress does 
not pronose at this late date to hack out on governmental commitments to New 
York and to hamsfrine the further success of title I redevelopment in this city 
and elsewhere. Absurd as the thine my seem, the danger is nevertheless real. 
Determined opposition must he mobilized at once to make sure that the Senate 
eliminates this destructive rider. There is no time to lose: the Senate Appro- 
priations srhcommittee holds a hearing on April 21. Justice and fairness are 
all on New York’s side. Let us roar good and loud. 










[New York World-Telegram and the Sun] 
BUILD THE COLISEUM 


Let’s have no more nonsense to postnone the construction of the Columbus 
Circle Coliseum. The proposed auditorium was a community necessity when 
it was first proposed several years and a few score court actions ago. It is even 
more important now, with the growth of this city’s valuable convention and 
tourist business. 

It’s fantastic that New York, the vreatest city in the world, has had to play 
second fiddle for so long to communities one-tenth its size in providing conven- 
tion facilities. The new coliseum will remedy that serious shortcoming. 

The diehards opposing the project have had their day in court and then 
some. They have been turned down at every step including rejection of their 
case by the Supreme Court. 

Now they want the Federal Government to welsh on its contract with the 
city. Funds have already been authorized under title I of the Wnited States 
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Housing Act. But the anticoliseum lobby is pressuring Congress to pass an 
appropriation bill rider that would knock out the grant. 

The rider is of questionable legality considering that a contract has already 
been signed. If adopted, it would scuttle a project that is highly in the interest 
of the people of this city. New York’s Congressmen and Senators should take 
the lead in getting it eliminated so that the coliseum may proceed without 
further delay. 


——— 


{New York Journal American, Monday, April 12, 1954] 
SNEAK PLAY 


The Columbus Circle Coliseum is threatened by a sneak rider on a House appro- 
priations bill which would limit Federal aid to slum elearance for residential 
projects only. It would also endanger other city projects costing $200 million. 

Fortunately, we have some fighting men around Here, among them City Con- 
struction Coordinator Bob Moses and Bernard F. Gimbel, president of the New 
York Convention and Visitors Bureau. Mr. Moses’ and Mr. Gimbel’s group as 
well as the hotel associaton are going to Washington April 21 and in the words 
of a spokesman for Mr. Moses, they are going to “kick like hell.” 

As Mr. Gimbel pointed out in a letter to this newspaper last week, the city is 
losing millions of dollars a year through iack of adequate convention hall facil- 
ities. That vague and silly rider needs to be kicked out the window. 

Senator Savronstatnt. Would you talk on the Phillips rider and 
what it would do to title I of the housing bill if it were left in? 

Mr. Gimeew. If it were left in, it would kill the project such as I am 
here to represent, and I think it would work a great hardship on a city 
like New York. For instance, the convention visitors business is the 
second largest industry in the city. The needlework trade is No. 1 
But the visitors and convention business is No. 2. 

If the Phillips rider were added to the bill, it would kill the coliseum 
which I am interested in. 

Senator Maypank. That is the only thing to consider, the rider 
itself. 

Senator Sarronstauty. The only question before this committee is 
the rider as to whether to recommend it to the Senate, this rider that 
was put on the appropriation bill in the House to be eliminated. 

Mr. Gimeex. There is not anything I can add to what the mayor 
said and Commissioner Moses. 

Senator SarronstaLi. Thank you very much, sir. We do appreciate 
your giving your time to come dow n here. 

Senator Kirgorr. Does Mac ‘y’s belong to that organization, too? 

Mr. Gimren. They do. They are on the board. 

Senator Sarronsraty. Mr. Mayor, have you any other witnesses 
to add, or would you like their statements in the record? We would 
be glad to have them all presented to the committee. 

Mayor Waaner. I would like to call on Mr. Howard McSpedon 
who is president of the Building and Construction Trades Council of 
Greater New York and who represents labor in the construction 
industry. 

RUILDING AND CONSTRUCTION TRADES COUNCIL 


STATEMENT OF HOWARD McSPEDON, PRESIDENT OF THE BUILD- 
ING AND CONSTRUCTION TRADES COUNCIL OF GREATER NEW 
YORK, AFL 


Mr. McSprepon. Senator, my name is Howard McSpedon. I am 
eg of the Building and Construction Trades Council of Greater 
New York of the American Federation of Labor, which is composnd of 
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some 126 craft organizations of the American Federation of Labor, 
whose known total membership is approximately 250,000. 

Senator Sauronsratt. You are here representing ‘the AFL; you 
are not here in any capacity as a member of any organization of the 
city itself? 

Mr. McSprpon. No, sir. 

Senator SarTonstaL,, Thank you. 

Mr. McSrepon. The 250,000 people we represent are citizens of 
our United States and as of now residents of the city of New York. 
We have been concerned for a long while with the overcrowding due 
principally to the influx in recent years of residents of Puerto Rico, 
which I think you will agree New York City had no part in the mak- 
ing. While we welcome those other citizens who have migrated there 
as others have from other parts of the world, it has forced a condi- 
tion where our people, as well as other wage earners, have been forced 
out of Manhattan to find homes elsewhere. 

The particular area in question, around Columbus Circle, is of 
such importance to us—knowing it and many of our people having 
been born and raised there—unless something is done to prevent what 
is already a blight, it is spreading both uptown and downtown into 
the business and industrial areas, in that particular spot. 

I have a prepared statement that will take me approximately a 
minute and a half. 

The importance of the construction of the coliseum and the housing 
involved in our city to the building trades mechanics, helpers, and 
laborers in the construction industry goes far beyond that of the 
immediate project under consideration. This will be the beginning 
of a vast. change in the surrounding slum areas adjacent to the site 
of the coliseum. 

Not only as workers desperately in need of employment on this 
planned project, but as citizens and residents of New York and the 
area it is in do we look to our representatives in Government in Wash- 
ington to give us whatever aid is necessary in starting this all-impor- 
tant project. It goes wthout saying that we are committed to the 
far-reaching program and wise policy of Commissioner Moses, Mayor 
Wagner, and his associates in planning this redevelopment of slum 
areas in the heart of our city. Legal technicalities or other thinly 
veiled objections to this program should not be permitted to stand in 
the way of the overall good that it will accomplish for all of our citi- 
zens in New York City. The workers of the building trades in New 
York are desperately in need of decent places to live within New York 
City as well as other wage earners of our city. 

We earnestly request the help of all in Government who will have 
to do with making this program possible so that not only will our city 
benefit, but. also, the country. 

Senator Sattonstauti. Thank you very much. 

Mayor Waener. If I could, we may file a good many of the state- 
ments. 

EFFECT ON PUERTO RICAN GROUP 


Senator Kircorr. How will the coliseum affect the concentration 
of the Puerto Rican group? You said the coliseum would have some 
effect on them. I wondered in what way. 
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Mr. McSrepon. Are you familiar with the particular area involved ¢ 
It has been known as the beginning of the San Juan district running 
from 59th Street uptown and then west over to the Hudson River. 
There has been a great deal accomplished by the mayor, then as city 
planning commissioner, and of course our construction coordinator, 
Mr. Moses, and their very able associates in trying to revive this area 
and give decent places to live within the income or moneys earned. 
Our latest influx of workers into the city is the Puerto Ricans who for 
the most part, unfortunately, are not educated or trained to a point 
where they can make enough money to live in higher priced apart- 
ments, 

Senator Krieore. What type of work do they do up there? 

Mr. McSprepon. Frankly, with few exceptions, and there are thou- 
sands of people who are members of the unions that are affiliated with 
our council, they have to be trained for the most part. They have 
to be trained in the trade. They work as laborers and they are, I would 
say, as honorable and as progressive as any other group that came 
into our great melting pot of New York City over the many years since 
the foundation of our country or the formation. 

Mayor Waener. I would like to say that I believe if we did not have 
these workers, many of our hotels could not function. Many of our 
hospitals could not function because they are supplying the necessary 
labor. 

Senator Kiigore. It has puzzled me why the concentration in New 
York because there is work, or there was work in a lot of other cities. 
I just wondered about the concentration. 

Mr. McSpepon. I think perhaps going back over the many adminis- 
trations prior to Mayor Wagner, I believe we have a very liberal wel- 
fare and relief plan in New York that has attracted not alone residents 
of Puerto Rico but many other States. 

Senator Saurronsratn. Thank you. 

Mr. Wagner? 

Mayor Waaner. With your permission, I would like to call on a 
gentlem: an whom I am sure you all know, Judge Samuel I. Rosenman, 


who is special counsel to the title I private housing redevelopment in 
New York City. 


REDEVELOPMENT BUILDERS OF NEW YORK 


STATEMENT OF SAMUEL I. ROSENMAN ON BEHALF OF THE 
REDEVELOPMENT BUILDERS OF NEW YORK 


PREPARED STATEMENT 


Mr. RosenMAN. I would like to submit a prepared statement. 
Senator Satronsratn. That will be made part of the record. 
(The statement referred to follows:) 


STATEMENT BY SAMUEL I. ROSENMAN IN BEHALF OF THE REDEVELOPMENT BUILDERS 
or NEw YorK 


This statement is submitted in behalf of the Redevelopment Builders of New 
York in opposition to the proviso (known as the Phillips rider) which appears 
at page 28, lines 13 to 18 of H. R. 8583, the Independent Offices Appropriations 
Act. 
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The Redevelopment Builders of New York is an association composed of spon- 
sors and owners of projects of urban redevelopment in New York City now being 
carried on under the provisions of title I of the Housing Act of 1949. We desire 
to emphasize, however, that what we here urge is applicable to every city in the 
United States. Sound urban redevelopment, efficient slum clearance, and the 
construction of new housing and new commercial and civic buildings are neces- 
sary all through the Nation. The fundamental principles and objectives appli- 
cable are the,same.in all cities. 

The proposed rider states as follows: 

“Provided, That no funds in this Act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not re- 
stricted to those normally essential for residential uses.” 

If this rider is enacted into law it will severely and unduly restrict slum clear- 
ance pursuant to title I of the Housing Act of 1949. 


I. THE HOUSING ACT OF 1949 


Title I of the Housing Act of 1949 set up a new procedure for the clearance 
of slum areas. Its emphasis was upon two new factors. First, instead of 
public funds and subsidies, private funds were to be used by private enter- 
prise—with assistance and cooperation from both the Federal and local govern- 
ments. Second, homes for middle-income groups who can afford to pay rent 
without Government subsidy of any kind, after the h»using is constructed, were 
to be provided. Up to the date of this statute, 1949, the housing-construction 
programs of the United States (outside the FHA programs) had been devoted 
chiefly to the construction of subsidized, low-cost housing for the lowest income 
groups. 

Title I—slum clearance and community development and redevelopment—pro- 
vided for capital grants to municipalities for the purpose of assisting these 
municipalities in acquiring slum areas at a reasonable cost, demolishing the 
buildings in the area, and making the land thus cleared available for redevelop- 
ment—all in accordance with an approved plan—by private enterprise or by 
public agencies. 

The property to be cleared for the purposes of development or redevelopment 
could, under the statute, be 1 of 4 types: 

“* * * ({) a slum area or a deteriorated area or deteriorating area which 
is predominantly residential in character, or 

“(ii) any other deteriorated or deteriorating area which is to be developed 
or redeveloped for predominantly residential uses, or 

“(iii) land which is predominantly open and which because of obsolete plat- 
ting, diversity of ownership, deterioration of structures or of site improvements, 
or otherwise substantially impairs or arrests the sound growth of the community 
and which is to be developed for predominantly residential uses, or 

“(iv) open land necessary for sound community growth which is to be 
developed for predominantly residential uses * * *;” 

Under (ii), (iii), and (iv) of the above, the area to be acquired can be (a) 
n commercial slum area, (0) an area which is predominantly open, and (c) open 
land. In these cases, the statute requires that the redevelopment of these areas 
be devoted to predominantly residential uses. 

The statute does not, however, now require that the redevelopment of these 
areas be devoted solely and exclusively to residential uses. The fact that 
the statute includes the word “predominantly,” which signifies some percentage 
greater than one-half, indicates that the statute contemplates the redevelopment 
of these three kinds of areas in a manner which would also include uses other 
than residential uses, provided, however, that more than one-half of the area 
be devoted to residential use. 

Furthermore, the basis of title IT was that the redevelopment be economically 
feasible so as to attract private capital to invest. Many existing and pro- 
posed slum-clearance projects would be highly unattractive to private capital 
unless some commercial structures were permitted. Shopping centers, stores, 
and other commercial structures make the neighborhood more attractive to 
middle-income dwellers. The facilities, other than housing, are necessary to 
attract prospective tenants of the middle-income group. Unless the best eco- 
nomic and most attractive use can be made of land, developers will not be 
found. As a result, areas now predominantly commercial slum and partly resi- 
dential slum wouldsnever be redeveloped under title I and would remain a 
























































sevens 




















blight or 
there. 
That i 
of a nor 
of the re 
residing 
schools, 
sanitatio 
expresse: 
tried pri 
We ur 
that.obje 


The pi 
use of ti 
language 
inauly re 
rider, ‘1 
normally 

dn dra 
dominant 
there is 
facilities 

‘he pi 
woud p 
coliseulus 
planued 
oul Lhose 
residenti 

For ex 

“it is 
residenti 
dential 
SUruction 
be Su per 
for resid 
dential 
nantiy re 

The H 
rider wo 
percent | 
seem fro 
such a p 
thing ott 
set aside 
residenti 

if a p 
playgrout 
pretation 
urea nuD 

If the 
report a 
planner | 
use and 
perhaps 1 
enough t 
enacted i 
living in 
recreatio 
ning to a 
as well a 
business 

The pr 
The Hou 
various 








INDEPENDENT OFFICES APPROPRIATIONS, 1955 581 


blight on the municipality and on the lives of the people living and working 
there. 

‘That is why the statute clearly permits inclusion in a project of facilities 
of a nonresiuential nature which would service not only the absolute needs 
of the residential buildings, but also the needs and conveniences of the persons 
residing in the immediate vicinity. These wo.ld inciude shopping ceniers, 
schools, playgrounds, stores, offices, and civic facilities such as ure, police, 
Sanitation, aud many others. We suvmit not only that the statute c.early 
expresses that objective, but that, in doing so, it carries out sound and well- 
tried principies or good city planning and urban redevelopment. 

We urge that the Congress do not depart irom those principles and destroy 
that.objective of the statule by adopting the proposed amendment, 


II, PROPOSED RIDER 


The proposed rider was tacked on to the appropriations bill to prevent the 
use of title 1 funds for projects such as the cusiseum in New York City. The 
language of the rider, however, casts grave doubt as to whether certain nor 
imauly residential uses wouid be permitted in a project area governed by the 
rider. ‘ihe rider does not deiine the uses other than residential uses whica are 
normally essential tor residential uses. 

in drafting a project pian for the redevelopment of a slum area for pre- 
dominantly residential use it is necessary tor sound pianniug to assure that 
there is c.ose at hand either within the area itself or mm adjoining areas such 
facilities aS we normaily associute with tuil abu compiete residential living. 

‘he proposed rider is very unclear as to which of the above tacilities it 
woud permut or prohibit. it would probably ruie out office buiidiugs and 
coluseulus, ulthougu both of them, in our view, may well be essential to a weil- 
planned resiuential neighborhood under certain conditions. 1t might also rule 
out Lhose lacilities Which everyone recognizes as pruperiy included iu a normaily 
residential neiguvorhoou. 

For eXampie, the House report accompanying the proposed rider states: 

“it 1S unuerstood that adluunistratively Wis broad term [for predouw.nantly 
residentiai uses] has been considered as not necessarily weaning that the resi- 
dential use shail constitute any given percentage of tne physical area or con- 
struction of a pruject tor resideulial purposes, Dul Can meau Lat a pruject could 
be 3u percent for park purposes, 3U percent for Commercial uses, A2uu 4U Perceiit 
for residential uses. ‘hus, only 4U percent of the project wouid be for resi- 
dential purposes but probably would be considered as constituting ‘predomi- 
nantiy resiucntial use’ of the project within the meaning of the act.” 

The House committee does not indicate whether the ban of the proposed 
rider would appiy to a project which inciuded sU percent fur park purposes. 40 
percent for cumwercial uses, and 40 percent tor residential uses. it would 
seem from the report that the rider might be construed as barring grants to 
such a project. ‘the characterization of 4U percent for park purposes as some- 
thing otner than residential might indicate the committee’s view that an area 
set aside tor a park should be considered as an area devoted to a use other than 
residential, 

if a park is not considered a residential use then it is difficult to see how 
playgrounds, schools and libraries could tit within that term. Such an inter- 
pretation would also cast doubt upon the permissibility of inciuding in a project 
urea numerous commercial facilities Which make an area attractive to tenauts. 

If the proposed rider is interpreted in the light of the language in the House 
report accolpanying the appropriations bill, a careful and conservative city 
planner and Federal Administrator would limit all future projects to housing 
use and nothing else. Although this statement may seem unreasonable and 
perhaps fartetched, the language of the proposed rider is vague and ambiguous 
enough to permit such interpretation and for that reason alone it should not be 
enacted into law. Under a literal interpretation of the proposed rider, persons 
living in a new project would all be required to travel to work, to school, and to 
recreational and cultural facilities. lt is certainly a part of good city plan- 
ning to allow people to live close to office or other buildings in which they work, 
as well as to their barbers, tailors, repair shops, schools, playgrounds, and other 
business establishments and recreational facilities. 

The proposed rider would put a straityacxet upon future urban development. 
The Housing Act of 1949 contemplated that the expert planning agencies of 
various cities were qualified to exercise sound judgment as to proper use for 
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the cleared land and the plan for development of its own community. Where 
the city seeks Federal assistance, its Judgments have to be reviewed, and ap 
proved, by the Federal Housing and Home Finance Administrator, who, of 
course, is also provided with expert advice. Why is this not sufficient? 

The present law is admittedly difficult to administer. The law embodied in 
the proposed rider would be impossible of administration. Under it the city 
and Federal officials would be bound by statute to act in a manner which might 
be thoroughly inconsistent with their administrative judgment and with the 
objectives of the act. 

Under the proposed rider, the Federal Government, by inducements of financial 
assistance, could dictate the manner in which our cities would grow. Such was 
not the intent of the Congress which passed the Housing Act of 1949, neither, we 
believe, is it the intention of the present Congress. 


Itl, BETROACTIVE EFFECT 


The House report accompanying the appropriations bill states: 

“The committee has included language in the bill which will correct without 
any question any situation of this nature which may arise in the future, and 
directs the agency and the General Accounting Office to take whatever steps 
are necessary to prevent the use of any Federal funds to finance either directly 
or indirectly a coliseum or other similar project, where housing and slum clear- 
ance features are of secondary importance.” [Emphasis added.] 

This statement adds to the confusion created by the language of the rider 
itself. The report states that the rider is to operate in future only. However, 
it also states that the language “directs” the appropriate officials not to permit 
the use of Federal funds to aid projects similar to the coliseum project. 

If the rider is not retroactive and applies propectively only, we have indicated 
above why we think it undesirable. 

If, however, the rider is construed by administrative officials to prohibit 
payment of funds under contracts already entered into by the United States, 
we oppose it on moral, economic and legal grounds. 

If the proposed rider is retroactively applied to capital-grant contracts already 
in existence, such as the contract now in existence for the coliseum, and the 
administrative officials refuse to make the payments promised to be made under 
those contracts, such refusals will constitute repudiation of solemn promises 
made by the United States in binding contracts with local public agencies. These 
agencies have already, in performance of their obligations under the contracts 
and in furtherance of the common goal, expended large sums of money in plan- 
ning operations and haye taken by eminent domain the properties in the project 
site areas, The local agencies have thus obligated themselves to pay to the 
former owners of the properties taken the full, fair value of their properties, 
as such value is determined by agreement or by the courts, and has entered into 
other commitments connected with the projects. 

Inder capital-grant contracts pursuant to title I, the United States promised 
to pay to the local public agency two-thirds of the loss incurred by the local public 
agency in selling the site for the purposes provided in the redevelopment plan. 
Repudiation of the obligations of the United States would throw upon the local 
public avency the burden of paying the total writedown cost of projects, the plans 
of which have been approved by the Federal Government. Such a repudiation, 
with or without congressional blessing, would destroy the confidence of the 
cities and private developers in the validity of Federal obligations, and would 
discourage future private capital from entering this field. 

It is a well-settled constitutional doctrine that the United States is bound by 
its contracts to the same degree and in the same manner as are States, municipali- 
ties, corporations, and private individuals. It cannot repudiate its contractual 
obligations with impunity. This doctrine is as old as the Constitution itself. 

On January 20, 1795, Alexander Hamilton stated to the Senate of the United 
States: 

“TWlhen a government enters into a contract with an individual, it deposes, 
as to the matter of the contract, its constitutional authority, and exchanges the 
character of legislator for that of a moral agent, with the same rights and 
obligations as an individual. Its promises may be justly considered as excepted 
out of its power to legislate, unless in aid of them. It is in theory impossible to 
reconcile the idea of a promise which obliges, with a power to make a law which 
can vary the effect of it” (83 Hamilton’s Works, 518, 519). 
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In the Sinking-Fund Cases (99 U. 8S. 700), the Supreme Court of the United 
States stated at page 719: 

“The United States are as much bound by their contracts as are individuals. 
If they repudiate their obligations, it is as much repudiation, with all the 
wrong and reproach that term implies, as it would be if the repudiator had been 
a State or a municipality or a citizen. No change can be made in the title created 
by the grant of the lands, or in the contract for the subsidy bonds, without the 
consent of the corporation. All this is indisputable.” 

More recently, in Lanch v. United States (292 U. 8. 571), the Supreme Court 
of the United States stated at page 579: 

“The fifth amendment commands that property be not taken without making 
just compensation. Valid contracts are property, whether the obligor be a pri- 
vate individual, a municipality, a State, or the United States. Rights against 
the United States arising out of a contract with it are protected by the fifth 
amendment (United States v. Central Pacific R. Co (118 U. 8. 235, 238) ; United 
States v. Northern Pacific Ry. Co. (256 U. 8. 51, 64, 67)). When the United 
States enters into contract relations, its rights and duties therein are governed 
generally by the law applicable to contracts between private individuals. That 
the contracts of war-risk insurance were valid when made is not questioned. 
As Congress had the power to authorize the Bureau of War Risk Insurance to 
issue them, the due-process clause prohibits the United States from annulling 
them, unless, indeed, the action taken falls within the Federal police power or 
some other paramount power.” 

IV. CONCLUSION 


It is respectfully submitted that the proposed rider not be adopted. 
GENERAL STATEMENT 


Mr. Rosenman. I would like the privilege of saying a few words 
on behalf of the men and organizations who put their money into 
these projects. They put their money in in reliance upon title I as 
it presently exists without this Phillips rider. While I speak for the 
builders who have sponsored title I projects in New York, I wish to 
call to your attention what I am sure you realize, that the principles 
of good housing, planning, and urban development are no different 
than those which should apply to every city in the Nation. 

Although we seem to be mostly from New York, what we are talk- 
ing about applies with equal force to the cities in the rest of the coun- 
try. I am sure you all know that title I, when it was adopted in 
1949, was adopted for the purpose of getting private enterprise into 
this business of slum clearance. Up to that time any large slum- 
clearance projects were largely a matter of either Federal or State 
or city government putting up low-cost housing at public expense and 
renting them at uneconomic rents to lower income groups who could 
not afford to pay an economic rent. 

I think the Senate and the Congress in its wisdom decided that this 
was too much of a drain upon public funds and could not clear all the 
slums in the United States under any circumstances. So title I was 
devised for the purpose of getting into this business of slum clearance 
private capital and private enterprise. I respectfully direct your at- 
tention to the title of title I. It is called Slum Clearance and Com- 
munity Development: and Redevelopment. The accent, as Senator 
Maybank knows, at the time was on slum clearance. That was the 
chief purpose of this. That was the only way that the Congress de- 
cided slums were going to be cleared, not only in our city but all 
through the country. 

Senator Mayank. That is what the hearings will show. 
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Senator SALTONsTaLL. Do you agree with Mr. Moses’ interpretation 
of the present act that there has to be some residential use of the 
land that is taken ? 

Mr. Rosenman. T am inclined to agree more with what the Ad- 
ministrator said. In our written statement, on page 2, I just refer 
to the statute. The chairman read that part of the statute which 
dealt with predominantly residential uses saying : 


Any other deteriorated or deteriorating area which is to be redeveloped for 
predominantly residential uses- 


but I call your attention to section I which says: 
A deteriorating area which is predominantly residential in character. 


In other words, as the Administrator has stated, and if you have 
an area now in a city which is predominantly residential, you have 
the right under this statute to tear it down and put up anything 
which is good planning and which the city authorities will approve 
and the Federal Government will approve. 

The predominantly residential applies only to a project like the 
coliseum project which was predominantly commercial. When it is 
torn down, it has to be replaced by something predominantly resi- 
dental. The Administrator has found that. the Columbus Circle 
project is predominantly residential, as it is intended to be put up. 

Under the present statute I maintain, as Mr. Moses stated, that if 
an area is residental now and it is decided to tear it down, and that was 
the purpose of title I, to get that thing down, once you get it torn 
down, you can put up any use in its place that the Federal Adminis- 
trator and city authorities are willing to do. 


RELOCATION OF SLUM RESIDENTS 


Senator Sauronstauy. Provided you find homes for these people 
that are put out? 

Mr. Rosenman. That is right. The statute provides, and all the 
contracts provide, and Mr. Cole and his predecessors have all been 
very careful to provide, that there must be relocation of all the people 
on the premises. They must be relocated in the same kind of apart- 
ments, the same rent, and same proximity to transit facilities. So 
you must find in any project, even in Columbus Circle. before you 
can tear down a building the Federal Government has been careful 
to see everybody has to be moved to a similar apartment. 

Senator Sarronsrayi. Then your interpretation of this rider would 
be to completely redefine this word “project” as in this definition ? 

Mr. Rosenman. Yes, sir. The sole point I wish to make here in 
imposing upon your time is that if you do redefine it that way, vou 
will not find people who will put their money into it. As Senator Kil- 
gore said, before a man is willing to put up 6 blocks of housing such 
as Manhattan town, they are tearing down 6 square blocks of slums 
and they are putting 20 new buildings there. 

If we were to say to that company, “You can put up only housing,” 
he would not put a nickel in it for two reasons. In the first place, 
he has to compensate for low rental in the dwelling units by higher 
rental] to stores. So on the commercial streets he will put stores, 
moving-picture theaters, or anything that the Federal Government 
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approves in order to supplement the income which he gets from the 
rest of the project. 

The second deterrent comes from the tenant himself. If a tenant 
is asked to move into a large housing development, he and certainly 
his wife want to know where the y are going to buy their groceries, 
where they are going to buy their hardware, where their children are 
going to school, where they are going to play. As Senator Kilgore 
remarked, the tenant, sometimes wants to be close to his work. So 
he might want an office building where he could go to work. 

One of the objectives of good, sound city planning i is to get people 
not only close to their grocery stores, their b: irbershops, and cleaners, 
but also as close as possible to their place of work. That might be 
typified in this Columbus Circle where people who live in this project 
will be able to work and get jobs either in the coliseum or in the offices 
attached to it. I merely wish to say that the people who put their 
money in this will be deterred from doing it under the Phillips 
amendment. 

HOUSING ACT OF 1954 


Senator Kireorr. The proposed Housing Act of 1954 which has 
passed the House, is that not in conflict with the Phillips rider? 

Mr. Rosenman. Yes, sir. 

Senator Kiicore. In other words, the Phillips rider would render 
the Housing Act of 1954 inoperative as it passed the Senate? 

Mr. Rosenman. I think it would, and you recognize that is bad 
legislation to have an appropriation bill really destroy the effect of a 
general statute which is being passed at the same time. 

Senator SauronstaLnt. In your experience in Washington, it has 
been done. 

Mr. Rosenman. As the chairman knows, the rider is a favorite de 
vice of people who are opposing things. 

Senator Sauronsratt. Never used by Republicans, though. Are 
you through, sir? 

Mr. Rosenman. Yes, sir. 

Senator SaLronstaLL. Thank you very much, sir. 

Mayor Waener. Senator, if we could just call on one more speaker, 
then I am sure the other gentlemen will submit their statements for 
the record. 

1 would like to ask Mr. John McGrath who represents the Brooklyn 
Hospital, Long Island University, former corporation counsel of 
New York City, to come up. 


STATEMENT OF JOHN P. McGRATH, COUNSEL, LONG ISLAND UNI- 
VERSITY, FORMER CORPORATION COUNSEL OF THE CITY OF 
NEW YORK 


PREPARED STATEMENT 


Mr. McGratu. Mr. Chairman, I am a former corporation counsel 
of the city of New York and also a member of the original Mayor's 
Committee on Slum Clearance from the time it was set up. I have 
a prepared statement which I ask leave to file. 

Senator SauronsTaLL. Without objection that will be done. 
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(The statement referred to follows :) 


STATEMENT OF JowHN P. McGraTH, FoRMER CORPORATION COUNSEL OF THE CITY 
oF NEW YORK 


I was corporation counsel of the city of New York from December 1947 until 
September 1951. I was a member of the mayor’s committee on slum clear- 
ance from the date of its creation until I resigned as corporation counsel. I 
personally dratted the present section 72-K of the general municipal law of 
the State of New York, which was designed to implement title I of the National 
Housing Act in the redevelopment of slum areas. I have worked with the other 
members of the mayor's slum-clearance committee in an effort to develop interest 
in slum-clearance projects and to interest private sponsors to participate in 
such projects. 

As a result of these activities, I have learned that the elimination of slums 
on any large scale is fraught with grave dangers, both to our private-enterprise 
system and to the existing municipal economy of most cities, unless the redevelop- 
ment is planned intelligently. Intelligent planning involves fulfillment of the 
comprehensive activities of contemporary life at all levels and the continued 
flow of tax revenues into the municipal treasury. Fulfillment of these requisites 
can best be achieved by the local governing bodies and city planners. 

There is no difficulty in planning slum-clearance projects if the ultimate 
redevelopment is to be limited to public housing. Yet, it must be recognized 
that if the entire acreage within the borders of the city of New York now 
designated as slums were to be converted into public-housing projects enjoying 
tax exemption, we would not only have a sharp curtailment of the tax revenues 
so necessary to provide essential municipal services, but we would at the same 
time deliver a lethal blow to privately sponsored taxpaying rental housing, since 
a private builder could not compete. Moreover, such a solution of the slum- 
clearance problem would be a radical departure from the original concept 
that subsidized housing is intended for the underprivileged and tax exemption 
should not be accorded to those fully able to pay their own way, who are lucky 
enough to get into the public projects. 

It is apparent, therefore, that, although the public purpose of slum clearance 
warrants the condemnation of slum areas, the objective of the redevelopment 
planners should be to strive for private sponsorship of the new projects. Such 
new projects, when intelligently planned, will, even though predominantly 
for residential uses, embrace as well such other uses as will serve the con- 
venience and the welfare of the community as a whole. Such other uses should 
embrace commercial and industrial activities, thus enabling people to live near 
their work, and should also embrace those normal community activities which 
contribute to the health, safety, education, entertainment, and recreation of our 
citizens. 

To restrict redevelopment projects for predominantly residential uses, enjoying 
the support of Federal funds, to such incidental uses as are normally essential 
for residential use violates every principle of sound planning and neighborhood 
redevelopment. The Phillips rider is not only bad legislative practice, but it 
could well be the epitaph memorializing the end of all future slum clearance 
under title I of the National Housing Act. 








SENATE REPORT NO. 84 















Mr. McGratn. I would not are upon your time were it not 
for the hope that I might help to clear up the question with respect 
to the law which has been raised by the chairman by making a refer- 
ence to the Senate committee report in connection with the original 
Housing Act of 1949, which is Senate Report No. 84. 

If 1 may just read these few lines, it says: 

Most slums and blighted areas are predominantly residential in character and 
in these cases the bill would permit their redevelopment for whatever new 
uses are considered most appropriate by the locality. It is to be noted, of 
course, that here the test is whether the area is predominantly residential in 


character rather than predominantly residential in use. Where blighted com- 
merical or industrial areas are isolated from residential slum areas and hence 
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must be redeveloped separately, the Federal financial assistance also would be 
authorized ior their assembly and clearance where they are to be redeveloped 
for predominantly residential uses. 

Then I emphasize the next sentence : 


This does not mean that cases of isolated blighted areas of husiness, industrial, 
or commercial use or open land cannot be developed for an appropriate com- 
bination of uses under the provisions of the bill. 


COMBINATION OF USES PERMITTED 


So I say that this Senate report supports the interpretation which 
has been given to these projects throughout the country by the Admin- 
istrator and is in entire accord with the interpretation expressed here 
by Commissioner Moses this morning. A combination of uses is 
permitted so long as the overall project comes within the characteriza- 
tion predominantly residential set forth in the statute. 

Our complaint here this morning is that a philosophy as expressed 
in this report would be repudiated and the realization of that com- 
bination of uses would be impossible if the Phillips riders were per- 
mitted to remain in the bill. 

Senator SavronstaL,. We appreciate your interpretation, and we 
thank you. 

Are there any questions of Mr. McGrath? 

If not, thank you very much. 

Mayor Waenrr. Senator, if I could just note the appearances here 
of a number of distinguished people. 

Senator Sauronstatu. Will you not present each person to the 


committee after they have taken the trouble to come down? 


FIFTH AVENUE ASSOCIATION 


Mayor Waener. Mr. William E. 8S. Griswold, Jr.. of the Fifth Ave 
nue Association of New York. 

Senator Sauronstann. Thank you, sir. Have you a statement? 

Mayor Wacner. Here is his statement. 

(The statement referred to follows :) 


THe FIFTH AVENUE ASSOCIATION, INC., 
New York 1, N. Y., April 21, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Senate Subcommittee on Appropriations, Washington, D. C. 

Dear SENATOR SALTONSTATIL: The Fifth Avenue Association and its subsidiary 
group are vitally and deeply interested in the construction of the New York 
Columbus Circle project. We respectfully urge the defeat of the rider attached 
to the independent offices appropriations bill by Congressman Phillips, of Cali- 
fornia, which would withhold the $6 million Federal grant which has been 
allocated to it. 

The complete project which will be built in the Columbus Circle vicinity in the 
Borough of Manhattan will consist of multiple dwelling structures, an office 
building and parking facilities in addition to the convention and exhibition 
facilities. In a true sense, this project will wipe out another slum area and 
in our opinion the proposed improvement will function as a great incentive in 
attracting private interests to further the redevelopment of this area of 
Manhattan. 

For many years now, our association along with many other civie and trade 
xroups of our city has been campaigning for adequate convention and exhibition 
facilities for our city and we have been advised on numerous occasions that our 
city has lost many conventions only because we did not have the convention 
facilities required. 
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New York City with all its greatness, and with all that it has to offer has, 
we must confess, very little to offer in the way of convention and exhibition 
facilities. The little that we did have to offer for commercial shows such as the 
Grand Central Palace wis leased quife some time ago to the’ Unite® States 
Government for governmental purposes. It is now a matter of urgency that 
we have these facilities and unless this project is realized without further delay, 
the economy of our city will be impaired. New York City with its many 
amusement attractions, with its many cultural activities, and its thousands of 
hotel rooms attracts groups from all parts of our country but yet we do not have 
any convention or exhibit hall that can be termed adequate. 

The coliseum project is one that the people of the city of New York have 
been urging for many years and it was at the official request of our city and its 
business organizations that the Triborough Bridge and Tunnel Authority finally 
agreed to undertake the construction of a modern exhibition center. The people 
of our city who are most familiar with the many outstanding achievements of 
the Triborough Bridge and Tunnel Authority under the great leadership of 
Commissioner Robert Moses, feel most assured that the proposed project will 
be an astounding success. 

We respectfully urge your full support and that of every member of your 
committee in elimitatihg ;the Phillips rider to the independent offices appro- 
priations bill. 

Yours very truly, 





W. E. S. Grisworp, Jr., President. 


THE NEW YORK MIRROR 


Mayor Wacner. Mr. Charles B. McCabe, publisher of the New 
York Mirror. 

Senator Sarronstat.. Your statement will be included in the 
record. 

(The statement referred to follows :) 


New York Mrrror, 
New York 17, N. Y., April 19, 1954. 
Hon. LEVERETT SALTONSTALL, 
Senator from Massachusetts, 
Chairman Senate Appropriations Subcommittee, Washington, D.C. 

My Dear SENATOR SALTONSTALL: I desire to urge that the so-called Phillips 
rider to the independent offices appropriations bill be killed. I do so as a matter 
both of general and specific principle. 

As you know, the Phillips rider is pertinent to vast numbers of slum-clearance 
projects throughout the Nation in the following language : 

“* * * Provided, That no funds in this act shall be available for payment of 
capital grants under any contract involving the development or redevelopment 
of a project for predominantly residential uses where incidental uses are not 
restricted to those normally essential for residential uses.” 

Generally, it is my opinion that very little slum clearance would be accom- 
plished if this provision is allowed to remain in the bill. Also, the language of 
the rider is not definitive : it is subject to varied interpretation. 

The intent of the Taft-Ellender Housing Act was to clear urban slums and not 
just to replace them with an equal number of housing units—with no regard for 
proper city planning or the needs of a city as a whole in relation to the re- 
habilitated areas. 

Specifically, the New York Coliseum at Columbus Circle is considered to be 
threatened by the Phillips rider inasmuch as this project is scheduled to obtain 
Federal aid of about $6 million under title 1 of the Housing Act of 1949. 

I need not elaborate upon all the other testimony you will receive about the 
vital importance of the Coliseum to New York City. It is also important to 
commerce throughout the Nation. It is a project which this newspaper has 
urged for many, Many years. 

Though a contract exists between the city of New York and the Federal Gov- 
ernment for Federal aid in the Coliseum construction, it is still feared that the 
Phillips rider could be the means—-or the excuse—for breaching the contract. 

I am sure you will be sympathetic to my fellow New Yorkers and me in our 
plea that the Phillips rider be eliminated. 
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Tam enclosing for your consideration our most recent editorial on the subject 
of the Coliseum and the threat posed by the Phillips rider. 
Respectfully and cordially yours, 
CHARLES B, McCane. 


HOTEL ASSOCIATION OF NEW YORK CITY 


Mayor Wacner. Mr. Abner Friedman, president of the Hotel As- 
sociation of New York City. 

Senator SALTONSTALL. Your statement will be included in the 
record. 

(The statement referred to follows:) 


STATEMENT OF Mr. ABNER FRIEDMAN, PRESIDENT OF THE HOTEL ASSOCIATION OF 
New Yor«K CiTy, INC., IN OPPOSITION TO PHILLIPS RIDER 


My name is Abner Friedman. I am appearing at this hearing as president of 
the Hotel Association of New York City. 

Our association represents 170 of New York City’s hotels with 36,000 employees 
and 79,000 of the city’s hotel rooms. We wish to submit that passage of the 
independent offices appropriations bill in its present form will have a serious 
effect on the hotel and other industry in New York City. I refer specifically to 
the rider introduced by Representative Phillips, of California. If passed, this 
rider will effectively block the construction of the Columbus Circle Coliseum as 
well as other major New York City building projects. 

New York City has needed for many years a modern convention and exhibition 
hall. Lack of such a hall has prevented New York City from bidding for many 
of the country’s largest conventions. This is a serious loss for New York City’s 
hotels and their 36,000 employees. It is a serious loss for retail, entertain- 
ment, and other types of business in New York. The amount of revenue in- 
volved in all fields is in the neighborhood of $90 million annually. This is shared 
by nearly every type of business in New York City. 

Since the Federal Government has taken over Grand Central Palace in mid- 
town New York, we have been further handicapped in attracting important pub- 
lic and trade shows. This important source of income will be seriously cur- 
tailed if the Columbus Circle Coliseum cannot be built. It will have a drastic 
effect on all types of business in New York City. 

Loss of the Colliseum will have a very serious and detrimental effect on New 
York City’s hotels and upon their employees. Furthermore, any decline in hotel 
occupancy would have a further serious effect on the national hotel purchasing 
power in all sections of the country. Numerous items such as linens, furniture, 
cotton goods, electrical supplies, food, beverages, and many other products of 
like nature are purchased from firms located in all sections of the country. 

We believe, too, that the proposed Coliseum will benefit businessmen and other 
groups in each of the 48 States. An efficient exhibition and convention hall en 
ables businessmen and other groups to meet, exchange ideas of mutual benefit 
and carry those ideas back to their home areas. This builds understanding and 
fosters progress in every corner of the land. 

We respectfully submit that, for these reasons, this committee recommend 
the deletion of the Phillips rider from the independent offices appropriations 
bill. 


Mayor Waener. All of these gentlemen in their statements oppose 
the Phillips rider. 

Senator SALTonsTaALL. You did not bring down any that favored it? 

Mayor Waaner. No, sir. We scoured the city but could not find 
any. 


NEW YORK UNIVERSITY 


Next is Gen. Frank Howley who is famous for his work in Berlin 
and who is now vice chancellor of New York University. 

Senator SatronstaLu. How do you do, General. Your statement 
will be included in the record at this point. 
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(The statement referred to follows:) 






STATEMENT BY FRANK L. How.Ley, Former Unirrep Srares COMMANDING GENERAL 
iN Berurn, Now Vick CHANCELLOR OF NEW YOrK UNIVERSITY IN CHARGE OF 
DEVELOPMENT, IN OPPOSITION TO THE PHILLIPS AMENDMENT 















As the former military governor of Cherbourg and Paris, I’rance, as well as 
of Berlin, Germany, I wish to emphasize the interrelationship of the various 
parts which constitute slum clearance and housing. 

It is my hope that you will give particular weight to my testimony because 
of my personal experience in rebuilding cities and because of the important 
educational role which New York University plays in the life of New York City 
and of the Nation. New York University is, as you perhaps know, probably the 
largest university in the world. It is not financed by Federal, State or city 
taxes, but is supported now as it has been for more than 122 years by the 
tuitions of students and the philanthropy of those who understand the importance 
of education. To date more than 500,000 persons have taken courses of study 
at New York University. These studies include medicine, engineering, com- 
merce, education, law, and a rather fascinating new development of the last 
25 years known as adult or general education. Though the university serves 
mostly the educational needs of the New York metropolitan area, many of its 
students come from all States of the Union as well as from more than 77 foreign 
countries. 

New York University is vitally interested in the clearing of slums and the 
construction of adequate housing facilities. We believe that the inclusion of 
adjunct facilities such as parks, schools, and meeting places is indispensable to 
succersful housing. 

As an example I should like to call attention to a proposed project, known 
as the Washington Square southeast redevelopment plan. This has been ap- 
proved by leading civic groups, by the duly appointed city slum clearance com- 
mittee and by the city board of estimate. In this particular project 2% blocks 
are set aside for bidding by educational institutions. It is New York Uni- 
versity’s hope that our bid will make this land available to us for the construe- 
tion of badly needed educational facilities at Washington Square. 

In judging this project it must be borne in mind that though the inclusion 
of a part for educational purposes is idealistic, it is also good business and good 
city planning. The land will have many restrictions placed upon it which would 
make it undesirable from the point of view of commercial use. The school 
buildings must be low. This will permit the residents of the apartments to look 
out over them to histori¢é Washington Square. These educational buildings will 
be of a type of architecture which will add to the charm of this section of New 
York. The charm and atmosphere which has been given to this area by New 
York University over the past century is a major reason for private enterprise 
to be interested in constructing apartment houses in this area, and a major 
reason why residents will want to live in these apartment houses when they 
are built. 

All such projects must be judged in the light of their individual merits in terms 
of the overall slum clearance plans for a metropolitan area. Therefore, it 
would be a great mistake to handicap the appropriate governmental agencies 
by such legislative budgetary restrictions as the Phillips amendment, which 
might be interpreted as being directed against educational institutions. I am 
sure this is not the intent of the Senate of the United States, the Congress of 
the United States, the administration of the United States, or the Federal Hous- 
ing Act of 1949. 





































PRATT INSTITUTE 







Mayor Waener. Mr. Pratt, who is head of the Pratt Institute. 
Senator SaLronsTA... His statement will be included in the record. 
(The statement referred to follows :) 







STATEMENT OF RICHARDSON PRATT, CHAIRMAN OF THE EXECUTIVE COMMITTEE OF 
THE Boarp oF TRUSTEES OF Pratr Institute, Re Titte I—PHILLIps AMENDMENT 







Mr. Chairman and gentlemen, Pratt Institnte in Brooklyn, N. Y., is opposed 
to the Phillips amendment. We believe it will adversely affect slum clearance 
under title I all over the country, and will be particularly detrimental to pri- 
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vately endowed educational institutions which are located in deteriorating 
neighborhoods in the older cities. 

Vratt Institute was founded sixty-five-odd years ago. It was established in a 
neighborhood which was then excellent. The neighborhood benefited Pratt 
Institute, and Pratt Institute benefited the neighborhood. However, for the 
last 15 years the benefits have all been contributed by Pratt Institute. During 
these years we have observed that while our neighborhood was changing, the 
privately owned homes immediately adjacent to Pratt Institute were much bet 
ter maintained and commanded higher prices than those located at a distance 
In short, our experience clearly demonstrates that well-established educational 
institutions are a distinct advantage not only in maintaining neighborhoods, 
but also in improving them. 

We are a well-established education institution. We have proven our worth, 
because if we had not supplied education that differed in quality and scope 
from that offered by our public institutions, we would have folded up long ago. 
We have 20,000 alumni who are active and enthusiastic, besides 180,000 men and 
women who have taken some of our courses. Further, we save the taxpayers 
$500,000 per year through income from our $10 million endowment and through 
annual gifts. 

It has gotten to the point where our 3,000 students—who come from all the 
States in the Union-—just can’t take the neighborhood they have to pass through 
in coming to us. We must either move, or else help improve our surroundings 
We embarked upon the latter course under title 1 at an estimated cost to us of 
several million dollars. If we did not believe that the neighborhood and Pratt 
Institute were interdependent, we would not be interested in title I. 

In our project, Pratt Institute is to purchase only 20 percent net of the land 
condemned. The institute in turn will provide an attractive college campus as the 
nucleus for the housing of 4,725 persons. This housing will after comuletion 
not be subsidized by public money in the form of tax rebates and the like, but 
will be self-supporting. We are convinced that projects of this nature in what 
ever city or State are in the public interest, because they provide a stabilizing 
nucleus for economical slum clearance of the fluest type. 


NEW YORK CITY HOUSING AUTHORITY 


Mayor Waener. Philip J. Cruise, chairman of the New York City 
Housing Authority. 


ELECTRICAL UNION NO, 3 


Mr. Harry Van Arsdale, Jr., president of the Electrical Union, 
Local No, 3. 

Senator SaLronsTaLL. Your statements will be placed in the record. 

(The statements referred to follow :) 


STATEMENT OF Putiuip J. Crutse, CHAIRMAN, New York Ciry Housing AuTHORITY 


Mayor Wagner and others have put ample testimony on the record as to hous 
ing conditions and needs in New York City. There is no reason for me to 
waste your time by repeating the unquestioned facts and figures of our situation. 

I will, instead, confine my testimony at this time to a brief account of the 
very great difficulties placed in the way of properly administering our local 
low-rent program as a result of congressional actions taken over the past 
several years. 

Under the Housing Act of 1949, New York City’s share was to have been 40,000 
apartments, for which, indeed, we had received program reservations from PHA 
by 1952. We originally expected to put these under construction at a rate 
governed by the anticipated nationwide rate of 135,000 starts a year; that is, 
te build these 40,000 apartments over a 6- or 7-year period. We took into ace unt 
the fact that the law provided for increasing or decreasing the construction 
rate, as economic conditions required, within certain defined limits. 

What happened, of course, was that through appropriation bills the law was 
changed. It was, in effect, rewritten year by year, and, what’s worse, on a 
year-to-year basis. Instead of 135,000 starts it was reduced in 1951 to 50,000 
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which, incidentally, was the very lowest limit permitted by the original legis- 
lation—in 1952 to 35,000, last year to 20,000, and so far this year it has not 
yet been resolved. 

Of our anticipated 40,000 apartments, we have been able to build—complete 
or start only 17,981, and we have another 7,058 under contract, for which we 
have acquired sites and already made considerable progress in ‘cléarance and 
demolition. I understand, despite some earlier doubts, that the Federal Gov- 
ernment will probably honor its written contracts made with us and other 
localities, 

But that still leaves us some 15,000 apartments shy of what we had expected, 
a reduction of 40 percent in a program that in my opinion was not large enough 
to begin with. And it is not alone the reduction in the program that has crippled 
us. Equally serious is the year-to-year uncertainty that has raised havoc with 
our planning. 

A large low-rent housing project cannot be planned and built overnight. We 
must select a site, we must get approvals from PHA, our local planning com- 
mission and board of estimate, we must acquire the site, we must develop de- 
tailed architectural phins, we must relocate the families residing. on the. site 
and demolish the old buildings—and only then can we start building. In. the 
case of slum projects this is a process of at least several years. : 

What is more, a delay not only interferes with the construction of the par- 
ticular project but with our entire program. I think that you can understand 
that carrying out an overall slum clearance and housing program in a city like 
New York is a highly complex undertaking. The various parts must mesh as 
closely as possible. Vacant-land housing is scheduled to help meet our slum 
clearance problems. ‘o relocate low-income families from both our own and 
the title I slum clearance sites, new low-rent apartments must be coming 
through, 

As a result of congressional action, we have been forced to waste an inordi- 
nate amount of time at the beginning of each fiscal year in revamping our 
entire planning schedule. We have tried to salvage what we could by trans- 
ferring sites to expanded State and city programs, but there is a definite limit 
to this sort of thing. 

As a responsible official, concerned with the welfare of my city and its people 
and painfully aware of the problems we face, I urgently second Mayor Wagner's 
plea to restore the low-rent housing program to its original scope. As an ad- 
ministrator, concerned with the day-by-day problems of carrying out this pro- 
cram, I ask you to please understand the need for removing our uncertainty and 
giving us a program that at least lends itself to a degree of sensible advance 
planning. 

I thank you for giving me the courtesy of this hearing. 


STATEMENT OF Harry VAN ARSDALE, JR. 


My name is Harry Van Arsdale, Jr. 

T am the business manager of Local Union No. 3 of the International Brother- 
hood of Electrical Workers, 130 East 25th Street, New York City, which com- 
prises 28,000 men and women employed in all branches of the electrical industry. 

For more years than T care to remember, one of the major problems facing 
New York City has been the elimination of slum areas. During periods of depres- 
sions and recessions, during periods at which our country has been at war or 
preparing for same, it has been necessary to abandon or postpone these efforts. 
Outdated buildings, run down because of the lack of sufficient income and 
deterioration in surrounding areas which aggravate this condition, overcrowd- 
ing out of all proportion to the original purposes for which these structures 
were built, is at present developing slums at a tremendously accelerated pace. 
During past periods of mass immigration, this overcrowding was unavoidable, 
und in recent years large segments of the population of Puerto Rico have been 
entering New York City. It should be recognized by all that these mass immi- 
erations oecur because of the relationship between our National Government 
und these faraway lands. History shows that every group who have made their 
home in the United States of America has contributed to our culture and progress 
as a Nation. 

New York City will profit in proportion to the rest of the country from these 
new arrivals. However, New York should not be expected to accept the full 
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burden and ¢ost of the extraordinary expenses involved in the tremendous addi- 
tional cost of welfare, hospital, health, police, fire, and all other expanded 
services. 

I am*yét to meet one pubiie official or responsible private citizen who upholds 
the necessity of maintaining slum areas’ or the creation of new ‘slam areas. 
However, the obstacles that are put in the way and materially add to the cost 
of eliminating slums, would discourage any and all but the most sincere ener- 
vetic and visionary men acting in the public interest. 

Our Federal Government has made great progress in bringing the comforts 
of city life to rural areas. Better roads, transportation, etc., have brought the 
rural areas closer to the metropolitan cities, this has made America a better 
and stronger Nation. We must also complete the job of bringing some of the 
benefits of rural living to the larger cities through the elimination of slums. 
In this country we have done more to prove that people are the greatest asset 
that any Nation possesses. However, it is still necessary that babies born and 
growing children, be protected against the multiple hazards of slum dwellings. 

I would also like to point out that in addition to the threat to health and 
safety that slums present, existing slums and wooden structures in any metro- 
potitan @ity readily lend themselves to the purposes of an enemy that would 
wreak destruction on us and would also contribute to mass destruction through 
widespread fire. The existence of slums in major cities and the failure to 
eliminate them lends itself to effective propaganda use at home and abroad to 
those who oppose our “‘way of life.’ Our cities and Federal Government should 
brand everyone and everything that deters us in this necessary and worthwhile 
effort of slum clearance as we brand “public enemies.” This problem has been 
a long standing challenge to the sincerity and ability of our local, State, and 
Federal Governments. Now, that so much has been done in the overall planning 
and preparatory stages, what is left of the job should be completed posthaste. 

The members of our union and the affiliated unions in the building and con- 
struction industry are seriously concerned with the problem of unemployment. 
In the last depression I had close personal contact with the effects that unem- 
ployment had on our members. During this period, I witnessed what unem- 
ployment did to men’s minds and hearts and the detrimental effects it had on 
their families. My experience causes me to advocate that unemployment in our 
Nation should be treated as a cancer and necessary measures taken to eliminate 
it. 

We appeal to you as our representatives to do all in your power to allow these 
projects to go ahead as planned without delay. These projects will materially 
alleviate unemployment in the building and construction industry and all of 
those industries that supply the construction industry. 

Thank you. 


Mr. Van Arsparr. I would like to leave a couple of brochures of 
housing that was made possible by workmen by saving $5 a week. 

Senator SauronstaLL. We appreciate that, and while we will not put 
it in the record, we will keep it. 


HARLEM REDEVELOPMENT COUNCIL 


Mayor Waener. Dr. Godfrey Nurse. 

Senator SavtronstaLn. We will place your statement in the record 
at this time. 

(The statement referred to follows :) 


STATEMENT BY GODFREY NURSE—HARLEM REDEVELOPMENT COUNCIL, PEOPLE's Crvic 
AND WELFARE ASSOCIATION, “HARLEM SpeaKks”—A CULTURAL ORGAN 


Every selected site differs from every other site in the same city and even in 
the same locality, especially in that which concerns the density of population. 
The Columbus Circle project, not far removed from our Harlem projects, is 
greatly less in this respect. The Harlem area is the most congested of the city, 
if not of the entire country and to its residents, the program of slum clearance 
meets with an acceptance greater perhaps than that of any other group, and 
precisely because of its greater need. Redevelopment plans therefore must vary 
in their emphasis on the ends to be achieved. 
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“Predominantly residential’ expresses it is true, the goal the Government 
would like attained in its effort to give better housing to many of its citizens. 
But those of us who envision New York taking its place, with the passage of 
time, among the great cities of the world, both as a financial and as an artistic 
center, wish that in the carefully studied steps of its slowly evolving redevelop- 
ment, the section in which we live, may not be wholly lacking in cultural 
attributes. 

We therefore make this fervent appeal that the perhaps too literal meaning 
attributed to the phraseology of title 1 of the Housing Act of 1949 be given a 
more flexible interpretation than the Phillips rider would seem to permit. 


NEW YORK SOCIETY FOR THE CITY OF NEW YORK 


Mayor Waener. Mr. Elmer A. Rogers, president of the New York 
Soeiety for the City of New York. 

Mr. Rogers. We sent youatelegram. By your leave, may the record 
show I am also here representing the Downtown Manhattan Associa- 
tion and the International Flower Show? 

Senator SattonsraLu. Thank you very much, sir. 

(The telegram referred to follows :) 


NEw York, N, Y., April 13, 1954. 
Hon. LEvERETT SALTONSTALL, 
Chairman of Subcommittee on Appropriations, 
United States Senate: 

We wish to register our opposition to the so-called Phillips rider to the appro- 
priations bill. This rider would make impossible any coordinated slum clearance 
redevelopment projects like the coliseum, Washington Square, Fort Green, Pratt 
Institute, and others in New York City and throughout the country depend upon 
integrated redevelopment plans which include both residential, Government, busi- 
ness, educational, and other features for their validity. The housing law pro- 
vides for such slum-clerance projects and it is improper and impractical to try 
to change the law by conditioning the appropriation as the Phillips rider does. 
The only result which will follow this rider is the destruction and prijudice of 
all integrated slum-clearance plans. It should be defeated. 

New York Soctery ror THE Ciry or New York, 
ELMER A. Rocers, President. 






















REDEVELOPMENT BUILDERS OF NEW YORK 


Mayor Wacner. Mr. Fred C. Trump, president of the Redevelop- 
ment Builders of New York. 

Senator SALTONSTALL. Your statement will be included in the record 
at this point. 
(The statement referred to follows:) 


STATEMENT OF Frep TRUMP, PRESIDENT OF THE REDEVELOPMENT BUILDERS OF 
New YORK 










My name is Fred Trump. I am appearing as president of the Redevelopment 
Builders of New York, an association of the private building organizations which 
are carrying out redevelopment projects on a full tax-paying basis under the 
New York City slum-clearance program. The projects now being undertaken 
or projected by the members of our association will involve the development of 
approximately 10,000 units of new private housing, representing an investment 
of over $100 million in private capital. 

I appreciate the opportunity te present to this committee the views of our 
association on the Phillips amendment. 

We oppose this amendment and believe that its enactment would have a serious 
restrictive effect on the sound development of blighted areas. 

We believe that the determination as to the best use or combination of new 
uses for land in redevelopment areas should be made on the basis of the facts in 
each case as related to the needs of the community. We do not believe that this 
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decision should be arbitrarily predetermined by Federal law, provided the basic 
objective of the sound redevelopment of blighted areas primarily for residential 
uses is accomplished. 

Although the principal acitivity of members of our organization is the develop- 
ment of residential units, we believe that proper up-to-date planning for redevel- 
opment of slum areas must of necessity consider commercial health and welfare, 
educational—as well as other facilities which will benefit the community at 
large—provided the overall pattern is predominantly residential. Were the 
Phillips amendment enacted this would not -be possible. 

In the New York Times of April 8 an editorial commentin z on this proviso 
stated: “Good city planning requires wise partition of space to residenc:, busi- 
ness, and industry. It certainly would be a shortsighted, ill-advised move for 
Congress now to begin dictating to cities the exact use to which all space cleared 
under title I was to be put. The local community is the best judge of what use 
shall be made of newly cleared areas, and, in view of the extent and continuing 
growth of our city’s slums, it would be most improvident to insist on a rigid 
pattern that allowed no exercise of judgment.” 

As private builders with an active interest in redevelopment, we wholeheartedly 
subscribe to these views and strongly recommend that your committee delete 
this restrictive proviso. 

Mr. Chairman, I again wish to thank the committee for this opportunity to 
present our views on this matter. 


LONG ISLAND UNIVERSITY 


Mayor Waener. Adm. Richard L. Conolly who is now president of 
Long Island University. 

Senator SauronsratL. Your statement will be placed in the record 
at this point. 

(The statement referred to follows :) 


STATEMENT OF ADM. RICHARD L, CONOLLY, PRESIDENT OF LONG ISLAND UNIVERSITY 


As president of Long Island University, I am deeply concerned with the Phillips 
Rider to the appropriation bill. 

Long Island University is an eleemosynary institution, founded in the year 1927 
and having a student body today of about 2,000 most of whom come from New 
York City. The university is one of the sponsors of the Fort Greene slum 
clearance plan undertaken pursuant to title I of the National Housing Act. The 
Fort Greene project involves the rehabilitation of approximately 20 acres of 
slum area in downtown Brooklyn. The university has entered into a contract 
with the city for the purchase of approximately 35 percent of the project area or 
7 acres. This parcel is adjacent to the university’s existing building at DeKalb 
Avenue and Debevoise Place. Under its contract with the city, the university 
must undertake the construction of university buildings and facilities and use the 
property for educational purposes. At least 10 percent of the parcel must be 
used for dormitories. 

Another eleemosynary institution, the Brooklyn Hospital, is a cosponsor and is 
committed to utilize approximately 8 percent of the project area for the en- 
largement of its existing hospital. 

These projects were undertaken by the university and the hospital to fill a 
public need for expanded facilities in the respective fields of education and 
health. Each project was most carefully planned as a part of the community 
redevelopment of this large slum area in downtown Brooklyn, It may interest 
you to know that this area has been the subject of study by the city planning 
commission since 1945, in which year a master plan of the Brooklyn Civic Center 
and downtown area was proposed by the city planning commission. The reuse 
of a portion of this slum area by the university and the hospital conforms with 
that plan. 

It is my belief that great harm will result if the Phillips rider should become 
law. Projects such as the one sponsored by Long Island University would be ex- 
cluded from title I slum clearance. Yet, in the interest of sound city planning, 
such projects are not only wise but essential for the neighborhood rehabilitation 
of large slum areas. This is true of every great city. In planning every neigh- 
borhood rehabilitation, local government should, in my opinion, have discretion 
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to determine the appropriate reuse of slum areas by housing and other facilities 
required in the public interest and to devote a portion of such areas to reuse by 
public services such as are performed by the university and the hosiptal in the 
Fort Greene project. 

Those best informed in city planning believe that, if title I slum-clearance proj- 
ects were confined to housing projects only, private enterprise could not be in- 
duced to undertake slum clearance on the vast scale required in our large cities. 
It must not be lost sight of that the public purpose achieved through redevelop- 
ment is the elimination of the slum area. Private enterprise is interested in 
assisting modern neighborhood redevelopment such as the Fort Greene neigh- 
borhood. That project provides a solid nucleus of new housing in 57 percent of 
the total project area, but at the same time provides for the expansion of 2 in- 
stitutions which have long and distinguished records of service to that particular 
community, as well as the greater city. Surely you will agree on consideration 
that any well-conceived plan for the redevelopment of that neighborhood should 
take into account the needs of the neighborhood and the ftuure needs of those two 
institutions. 

If title I of the National Housing Act cannot be used for the purpose of ac- 
complishing neighborhood rehabilitation in this manner, slum clearance on a 
large scale will be undertaken principally by public housing, with the attendant 
evils of subsidizing large segments of the population through tax exemption and 
the use of pubic funds. 

I respectfully request that the Phillips rider be defeated. 





























MADISON SQUARE GARDEN 


Mayor Waaner. Gen. John R. Kilpatrick, president of Madison 
Square Garden. 

General Kiurarricr. T have no statement, but I concur completely 
with the evidence submitted by other speakers. 








NEW YORK UNIVERSITY 










BELLEVUE MEDICAL CENTER 





Mavor Waanrr. Mr. Edwin A. Salmon. former chairman of the 
New York City Planning Commission, now planning consultant for 
New York University Bellevue Medical Center. 

Mr. Saumon. TI have filed a statement, and also a communication 
from the chairman of the board of trustees of the medical center. 

Senator Sarronstaiyt. Thank vou, sir. 

(The statement referred to follows :) 





To: Hon. Leverett Saltonstall, chairman, and members of the Subcommittee 
on the Independent Offices Bill. 

From: Edwin A. Salmon, planning consultant, New York University. 

Re opposition to the Phillips proviso, appropriations bill, title I of the National 

Housing Act. 

The National Housing Act has aided materially in anproaching the problems 
of slum clearance and urban redevelopment. One of the most important aspects 
of this program has been encouragement to more comprehensive renlanning 
and the real possibilitv of obtaining assistance to elements of such replanning 
other than residential facilities. 

It has been apparent for some time that redevelopments limited to residential 
bnildings and immediate improvements are inadequate in meeting the problems 
of community deterioration. 

Many of the most important medical centers throughout the country have 
been developed, over a period of years, around the nucleus of an older institu- 
tion. In most instances, these institutions are in areas which have deteriorated 
as the cities expanded and developed in other sections. 

However, such institutions are generally located in central areas which are 
readily accessible and convenient to the patient groups served. 

These centers now represent considerable investments of capital funds and it 
would be impossible for them to consider entirely new rebuilding programs in 
other areas. 
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The controlling bodies of these institutions, whether private voluntary groups, 
municipal, State or Federal agencies have become concerned over the “blight” 
of the communities in which they are located and the problems of obtaining and 
spending sizable appropriations for their physical improvement and operating 
needs. 

The New York University, Bellevue Medical Center and related institutions 
on the East Side of New York City is a case in point, similar to many others 
throughout the country. 

The combination of the university section, Bellevue Hospital and the new 
United States Veteran’s Administration Hospital represents an existing capital 
investment of $100 million which will be increased to $150 million by expenditures 
to be made in the next few years. 

These 3 institutions provide 4,500 general-care hospital beds, more than 2,000 
outpatient visits per day and extensive programs in medical teaching and 
research. 

There is no possibility of these institutions obtaining funds in excess of their 
specific building and operating needs to provde for related programs of housing ; 
professional offices ; medical, dental and public health personne! training; public 
health facilities; recreation, ete. 

Such related programs are not only essential to the community but should be 
located in the immediate vicinity of the medical center. 

The cost of land and difficulties of assembling suitable plots in private owner 
ship create a real barrier to the advancement of these programs on a coordinated 
basis and usually result in the inadequate and piecemeal redevelopment of such 
projects as individual, decentralized units. 

One of the most effective ways to bring about the implementation of intelligent 
planning for community services is to provide a sound basis for real assistance 
in obtaining the proper location, desirable surroundings, appropriate relations 
to other services and the availability of the power of eminent domain and partial 
financial subsidy to accomplish these purposes. 

The New York University-Bellevue Medical Center is prepared to assume its 
responsibilities for the professional and scientific programs, in such institutions, 
which accrue to the health and welfare of the entire country and which will be 
greatly enhanced and more economically operated if aided as parts of general 
improvement programs. 

This center has already set a pattern in this direction and has participated 
in planning for the further extension of these programs on the basis of continued, 
cooperative assistance at local and national levels. 

We strongly urge you to reject the Phillips proviso as its limitations will result 
in serious handicaps and possible abandonment of important, useful and essen 
tial redevelopment programs. 


New YorK UNIVERSITY—BELLEVUE MEDICAL CENTER 
OF NEW YorK UNIVERSITY, 
New York, N. Y., April 20, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcomittee on the Independent Office Bill, 
United States Senate, Washington, D. 0. 

My Dear SENATOR SALTONSTALL: I would like to go on record with you and your 
commnittee in oy position to the so-called Phillips proviso as adopted by the House 
of Representatives in the appropriations bill in connection with title I of the 
National Housing Act. 

We are particularly concerned with the comprehensive redevelopment of a 
large area adjacent to the New York University-Bellevue Medical Center and 
with the general problem of slum clearance and replanning. 

The university section of the medical center is now under construction and will 
represent an investment of $30 million which is now being raised through private 
subscriptions and grants. 

The city of New York will spend another $30 million in the next few years to 
modernize and rehabilitate Bellevue Hospital and the United States Veterans’ 
Administration has just completed their hospital at a cost of $22 million. 

These three agencies have gone as far as possible in their own project to con- 
tribute to the general redevelopment and improvement of the area. However, in 
view of the high costs of land, construction and operation of these facilities, it 
is not possible for such agencies, either through public funds or private sources 
to provide for other related improvements essential to the comprehensive re- 
development program, 
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The greatly increased staff and personnel required in these Institutions should 
be accommodated in the immediate vicinity. Such areas are predominantly sub- 
standard and unsatisfactory for professional staff, graduate nurses, technicians 
and many other types of employees. 

As housing projects are proposed and developed as a part of the general 
replanning of the area, it appears highly desirable and logically a part of such 
redevelopment to include related projects of an educational or scientific nature. 

Such projects provide ancillary services to the medical institutions and to the 
community. Their training and research programs are of nationa) significance. 
The planning and construction of these projects can make a real contribution to 
slum clearance and redevelopment. 

The financial assistance which could be made available tarough the title I 
program would aid materially in obtaining suitable sites and permit the co- 
ordinated development of such programs as contrasted with individual, decen- 
tralized units which have predominated in the past. 

I strongly urge you and your committee to vote against the Phillips proviso 
in order to make it possible to retain the broader interpretation of the act in the 
consideration of important urban redevelopment programs. 

Respectfully yours, 
F. Asror GoopHvur, 
Vice Chairman, Board of Trustees, 


STATEMENT By HENRY T. HEALD, CHANCELLOR, NEW YORK UNIVERSITY IN Opposi- 
TON TO THE PHILLIPS AMENDMENT TO THE INDEPENDENT OFFICES APPROPRIATION 
BILL 


On behalf of New York University, I shou'd like to register strong opposition 
to the Phillips amendment to the Senate independent offices appropriation bill, 
passed by the House of Representatives and now under consideration by the 
Senate. 

This amendment imposes unnecessary and undesirable limitations on the re- 
development of American cities. In the complex modern American city, multiple 
service functions are interlaced, and housing can never be considered as an entity 
completely separate from the other parts of the city. 

Sound planning requires that residential areas, business services, educational, 
health, civic, recreational, and all the other facilities which combine to make up 
a great citv be thoroughly integrated and developed in proper relationship. 

Even with maximum freedom for local governmental officials and private 
agencies, this is a diffienlt task. The Phillips amendment would make it vir- 
tually impossible in terms of the objectives of the Housing Act of 1949. 

The integrated rebuilding of American cities should not be discouraged, 
thwarted, or sidetracked. The health and welfare of the people require that it be 
fostered. encouraged, and made as easy as possible. The amendment you are 
considering would, if it becomes law, bring precisely the opposite result from 
the one you seek. 

For examnmle, it would exclude college and university participation in rede- 
velopment projects. But inclusion of educational uses in these projects has 
established beyond question the desirability of combined residential and educa- 
tional use. 

The only sound way to rebuild areas of population concentration, and, in the 
process, to reduce the cost in money and human misery of slums, is to place no 
unwarranted restrictions in the way of their redevelopment. 

To restrict redevelopment to housing alone is to create isolated islands of resi- 
dential occupancy, accessible to civic, cultural, and educational services only at 
the expense of unnecessary travel, cost, and inconvenience. 

I have had considerable personal experience in slum clearance and redevelop- 
ment both in Chicago and in New York City, and I know how important it is for 
slum clearance projects to include public purpose uses other than residential use. 

Several desirable projects in New York City are planned on the basis of com- 
bined use, including one in the Washington Square area of the borough of Man- 
hatten, in which New York University is interested. In this case, as in others, 
the housing objectives can be better attained by anchoring the project to an 
educational or civie use. 

The Phillips amendment seems to me to be thoroughly undesirable from the 
standpoint of the overall objectives of slum clearance in American cities. It is 
one in principle and will work a great handicap on the redevelopment. of our 
cities, 
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I believe it is contrary to the best interests of the Nation, and I urge you to 
remove it from the independent offices appropriation bill. 


NATIONAL COUNCIL OF BUSINESS AND PROFESSIONAL MEN 


STATEMENT OF HERMAN A. BAYERN, CHAIRMAN, BOARD OF GOV- 
ERNORS, NATIONAL COUNCIL OF BUSINESS AND PROFESSIONAL 
MEN, INC. 


Mayor Wacner. Mr. Herman A. Bayern, chairman of the board 
of governors of the National Council of Business and Professional 
Men. 

Mr. Bayern. Mr. Chairman and gentlemen, I have a very brief 
statement. If I may, I will read it very quickly in less than 2 minutes. 

As chairman of the board of governors of the National Council of 
Business and Professional Men., Inc., 1 respectfully submit our ob 
jections to the Phillips rider, which would in effect deprive the city 
of New York of the $6 million allocated for the purchase of land 
upon which the city is now constructing the coliseum and housing 
project. 

We are not here concerned with the respective issues of the personal 
controversy which is now taking place. We are, however, vitally 
concerned with the crying need of the city of New York for a suitable 
coliseum befitting the greatest city of our Nation. 

The absorption of Grand Central Palace by the United States 
Treasury Department last year has materially aggravated the inade 
quacy of our present convention facilities in the city of New York. 

My organization, therefore, advocates the deletion of the obje 
tionable Phillips rider and respectfully urges that the United States 
Government honor its obligation to subsidize the land purchase for 
this project. 

I respectfully submit, therefore, that the proposed Phillips ridet 
be deleted because of the practical and moral effects upon our Nation. 

In conclusion, may I submit herewith for the consideration of this 
distinguished committee of Senators copies of a resolution adopted 
by unanimous vote by the National Council of Business and Profes- 
sional Men., Inc., at its regular meeting held in New York City on 
Thursday evening, April 15, 1954, together with copies of pertinent 
editorials appearing yesterday in the New York Times and the New 
York Herald Tribune, in which both editors advocate the elimination 
of the objectionable Phillips rider. 

(The material referred to follows :) 


NATIONAL COUNCIL OF BUSINESS AND PROFESSIONAL MEN, INC. 
OFFICE OF THE CHAIRMAN OF THE BOARD OF GOVERNORS 
New York 36, N. Y. 


Mr. John T. Briggs, secretary and chairman, city planning committee, Na- 
tional Council of Business and Professional Men, Inc., 101 Park Avenue, New 
York City. Phone: Murray Hill 5—0742. 

This civic and nonpolitical organization, National Council of Business and 
Professional Men, Inc., at its reguiar dinner meeting held at the New York 
Times Building, 229 West 43d Street, New York, on Thursday evening, April 15, 
1954, adopted a set of resolutions calling upon both Houses of Congress to 
“eliminate and delete the objectionable Phillips rider, which by its terms would 
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deprive the city of New York of $6 million for the coliseum project, and it would 
further imperil $200 million worth of other construction.” 

Mr. Herman A. Bayern, chairman of the board of governors and past president 
of the national council, will accompany Mayor Wagner, Commissioner Moses, 
General Hawley, Mr. Howard McSpaden, Mr. Bernard F. Gimbel, and other 
distinguished leaders of civic and trades organizations when they do fly to Wash- 
ington on Wednesday, April 21, 1954, to appear and express their opposition to the 
Phillips rider before the Senate Appropriations Subcommittee, of which Senator 
Leverett Saltonstall, of Massachusetts, is chairman. 

The approved set of resolutions reads as follows: 


“To all Members of the United States Senate.and.the House of Representatives 
of the United States: 

“Whereas the city of New York broke ground on April 12, 1954, for the construc- 
tion of a huge coliseum at Columbus Circle, New York, on a 2-square-block area, 
including within its scope a large office building and middle-income coliseum and 
housing project ; and the plans of Mayor Wagner and Commissioner Moses, who 
has at long last overcome years of delay caused by court action and the dropping 
of several proposed plans, are now a possibility within the realm of accomplish- 
ment: and 

“Whereas certain objections have arisen in the United States Senate to the 
Phillips rider to the House of Representatives independent oflices appropriation 
bill, passed by the House and now before the United States Senate for considera- 
tion, which would prevent the Federal Government from living up to and honopving 
its previous obligation and commitment to the city of New York to subsidize a 
portion of the land cost to the extent of $6 million for this $30 million coliseum 
and housing project ; and 

“Whereas such proposed enactment would cause considerable hardship upon the 
city of New York and prevent the construction of such vitally needed projects, 
with its attendant and concomitant loss of projected $200 million worth of other 
worthwhile construction projects arising therefrom: and 

“Whereas Commissioner Moses has wide experience in the field of construction, 
both public and private, and is well qualified to build such a coliseum and housing 
project, and as he has received many honors and awards attesting his outstanding 
achievements and accomplishments all of which reflect great credit on him and 
his Nation, State, and city, which he has so faithfully served in various capacities 
all his adult life: Now, therefore, be it 

“Resolved, That the National Council of Business and Professional Men, Inc., 
having full confidence in the integrity and ability of Mayor Wagner and Commis- 
sioner Moses and their respective staffs, do hereby unqualifiedly petition and 
plead that the Members ofthe United States Senate and House of Representatives 
eliminate and delete the objectionable Phillips rider, which by its terms would 
deprive the city of New York of $6 million for the coliseum and housing project, 
and it would further imperil $200 million worth of other construction projects 
in the city of New York; and be it further 

“Resolved, That a copy of these resolutions be transmitted to the President 
and Vice President of the United States, each Member of both Houses of the 
Congress, all appropriate officials of the Federal, State, and city governments 
at the policymaking level, and to the members of the press, radio, and.teleyision.” 


Herman A. Bayern, Chairman, Board of Governors, New York City; 
Alexander Berley, Chairman, Real Estate and Housing Commit- 
tee; John T. Briggs, Secretary and Chairman, City Planning Com- 
mittee ; Theodore Fred Kuper, Chairman, Legislative Committee ; 
sernard A. Grossman, Chairman, Civic Improvement Committee ; 
Aaron Frank, President, New York City; Harry Salwyn Fischer, 
Counsel and Chairman of Advisory Committee of Past Presidents ; 
Irving Jay Greenspan, Chairman, Law Committee; Jules Strauss, 
Chairman, Convention Committee; Robert D. Howard, Chairman, 
Public Relations Committee. 


Mayor Wacner. We have Mr. Keith McHugh, president of the 
New York Telephone Co. 

Mr. McHven. I appear here, sir, with the New York Convention 
Visitors Bureau group and concur in what has been said. 


Mayor Waaner. Mr. J. Paul Carey, president of the Carey Cadillac 
Renting: Co., of New York. 


Mr. Carey. I concur thoroughly with what has been said. 
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EXHIBIT PRODUCERS & DESIGNERS ASSOCIATION 


Mayor Waener. Mr. Benjamin LaRosa, treasurer of Exhibit Pro- 
ducers & Designers Association. 

Mr. LaRosa. I think it is needless to say that we coneur fully with 
the mayor and Mr, Moses. 

I have a letter to submit for the record. 

Senator Sarronstati, That will be placed in the record. 

(The statement referred to follows:) 


APRIL 21, 1054. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Senate Subcommittee on the 
Independent Offices Appropriation Bill, 
Senate Office Building, Washington, D. C. 

SENATOR SALTONSTALL AND MEMBERS OF THE COMMITTEE: As the trade associa 
tion representing manufacturers of exhibition displays and normally employing 
several thousand skilled craftsmen, we earnestly urge your committee to ful- 
fill the Federal Government's solemn commitment to the Columbus Circle Coli- 
seum development, which is now in danger of being abolished by the introduc- 
tion of the Phillips rider from the independent offices appropriation bill recently 
passed by the House of Representatives. 

Federal support for the Columbus Circle slum clearance and the New York 
City Coliseum will make possible revival of a convention industry badly needed 
in the economic structure of the Nation’s largest city. 

Trusting that you and the committee: members will give this every considera- 
tion, I remain for the Exhibit Producers & Designers Association, Ine. 

Very truly yours, 
PeTerR Corn, President. 


MEMRERSHIP OF ExuHiIsir Propucers & DESIGNERS ASSOCIATION, INC., AS OF 
APRIL 1, 1954 


REGULAR MEMBERS 


Advertising Display Studios, 24 West Sheffield Avenue, Englewood, N. J., Engle- 
wood 38-6900 

Leo Joachim 

Lewis Barry, Inc., 12 John Street, New York City, WO 4—-0850 

Lewis Barry 

Irving Barry 

Berke Displays, Inc., 1733 Northwest 20th Street, Miami, Fla., 3-632 

Arthur Berke 

Harold Black, 266 West 12th Street, New York City, WA 9-3048 

Harold Black 

Bliss Display Corp., 37-21 32d Street, Long Island City 1, N. Y., EX 2-8890 

Al Bliss 

Louis R. Bogert, Inc., 624 Madison Avenue, New York City, PL 3-4446 

Louis R. Bogert 

Commercial Display Service, 1636 Southeast Sixth Avenue, Portland 14, Oreg., 
Empire 1666 

Dale R. Wynant 

Czarnowski Display Service, 1483 North Dayton, Chicago, Ill., Michigan 2-—7181 

Severin Czarnowski 

Design-Built Studios, Inc., 21-21 41st Avenue, Long Island City 1, N. Y., ST 
4-3400 

Harold Averick 

Phil Good 

Hugh Hood 

Display Builders, Inc., 239 West 66th Street, New York City, TR 3-5153 

Harry Coopersmith 

Display Workshop, Inc., 341 Trumbull Street, Hartford, Conn., Jackson 2- 

Harold Post 

The Displayers, Inc., 3500 Park Avenue, New York City 56, CY 24020 

Belmont Corn, Jr. 
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Peter Corn 
Display Guild, 85-9 57th Avenue, Elmhurst, Long Island, N. Y., NE 9-5220. 
Lee Brunner. 

William Joachim. 

Dyna-Graphic Displays, Inc., 422 Withers Street, Brooklyn, N. Y., EV 77-8400. 

Robert Wetstein. 

Exposition Displays, Inc., 30 Prince Street, Brooklyn, N. ¥., MA 4-5363. 

George Carron. 

Functional Display, Inc., 1870 Blondell Avenue, Bronx, N. Y., TY 2-7272. 

Mervin Zwerling. 

Rudolph E. Haumann. 

Gardner Displays of New York, Inc., 516 Fifth Avenue, New York City, VA 
6-2622. 

W. J. Levins. 

J. M. White. 

General Exhibits & Displays, Inc., 2100 North Racine Avenue, Chicago, Ill., East- 
gate 7—0100. 

Stanley Fairweather. 

Joseph T. Griffin Co., Inc., 704 West Main Street, Louisville, Ky., Jackson 2484. 
Arthur J. Meyers. 

Norman Fisher Hadley Displays, 631 Fargo Avenue, Buffalo, N. Y., GA 4456. 

Norman Hadley. 

F. K. Hejda Exhibit Service, 350 Cumberland Street, Brooklyn, N. Y., ST 3-5308& 
Frank Hejda. 

Industrial Displays, Inc., 62 West 56th Street, New York City, JU 2-4550. 

Jack Paul. 

Jack Maryon. 

Jean Heer. 

Ivel Construction Corp., 96-20 43d Avenue, Corona 68, N. Y., IL 7-2002. 

Leslie Levi. 

Bernard B. Green. 

George Groht. 

Jensen Associates, 12 East 37th Street, New York City, MU 44794. 
Herbert Jensen. 

Jenter Exhibits, 195 South Columbus Avenue, Mount Vernon, N. Y., MO 7-2121 
Martin Jenter. 

Marl Jenter. 

“Manhattan Exposition Constr. Corp., 521 West 59th Street, New York City, 

CT 54836 

Charles LaRosa 
Ben LaRosa 
Mastercraft Asociates, Inc., 360 West 11th Street, New York City, WA 4-9360 
Harold Lightman 
Morris Kirschner 
McArthur Vitale, Inc., 36-06 48d Avenue, Long Island City, N. Y., ST 6-3960 
Santo Vitale 
Harold Tanner 
Novelart Display Co., 625 Turk Street, San Francisco, Calif., Tuxedo 5—6483 

Clarence R. Murphy 

Ohio Displavs, 2206 West Superior Viaduct, Cleveland 13, Ohio 

Frank E. Addis 

William Sanford Exhibits, 657 Harrison Street, San Francisco 7, Calif., PXbrook 


William Sanford 

Strauss Displays, 3524 Third Avenue, New York City, LU 8-7700 

Howard E. George 

Ralph A. Meyer 

Structural Display Co., Inc., 44-01 11th Street, Long Island City, N. Y., ST 6-2470 

Thomas F. Byrne 

Ronald A. Abbate 

J. L. Stuart Manufacturing Co., 31 Front Street, San Francisco 11, Calif., GA 
1—2560 

Fred I. Blake 

The Tabery Corp., 3443 South Hill Street, Los Angeles, Calif., Prospect 6126 

Fred J. Tabery 

Vanvuard Exhibits & Displays, Inec., 240 North 10th Street, Brooklyn, N. Y., 
EV 7-1819 
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Robert Downs 
Clifford G. Lee 
Wurren Displays, Inc., 10 Jones Street, New York City 14, CH 2-8295 
Gordon Warren 
Jefferson Auster 
ASSOCIATE MEMBERS 


Binder & Duffy, 480 Lexington Avenue, New York City, PL 3-5791 

Sid Binder 

William Duffy 

Chelsea Broadway Warehouse, Inc., 3247 Broadway, New York City, AU 6-1661 

H. J, O'Neil 

Gale Dorothea Mechanisms, Inc., 81-01 Broadway, Elmhurst, Long Island, N. Y., 
TW 8-5500 

kd Burnet 

Gale Dorothea 

Graze Electric Co., 1650 Broadway, New York City, CO 5—-3678 

Harry Graze 

Alfred Graze 

Kimball Electrical Construction Corp., 480 Lexington Avenue, New York City, 
EL 5-6316 

Samuel EF. Kimball 

Ed Fishman 

Lens Craft Studios, Inc., 305 Bast 47th Street, New York City, PL 5-3438 

John §S. Baillie 

Photocolor Studios, Inc., 220 West 42d Street, New York City, OX 5—0550 

Jack Hurzlinger 

Irwin Elcher 

Sofia Bros., Inc., 45 Columbus Avenue, New York City, CI 7-6711 

George V. Ehrhardt 

West Side Lumber Co., 233 West 25th Street, New York City, OR 5-6200 

Frank A. Peterson 


THE BROOKLYN EAGLE 


Mayor Waoner. Mr. Richard J. Roth representing Mr. Frank 
Schroth, the publisher and president of the Brooklyn Eagle. 

Mr. Roru. I have a statement. 

Senator Savronsrat.. That may be placed in the record at this 
time. 

(The statement referred to follows :) 


BROOKLYN EAGLE, 
ipril 12, 1954 
Hon, LEVERETT SALTONSTALL, 
Senate Appropriations Committee, 
Senate Office Building, Washington, D.C 

DEAR SENATOR SALTONSTALL | am taking the liberty of enclosing a clipping 
of an editorial appearing in the Brooklyn Eagle today. 

It attempts to express the feeling of the people of Brooklyn toward the objec- 
tive of the Phillips rider to the independent offices appropriation bill as it relates 
to the Housing and Home Finance Agency. 

The people of Brooklyn vehemently oppose this rider and feel that it will be 
a tragedy to this community. 

I hope this will receive your very careful study. 

Sincerely, 
FRANK ID. Scrrrorn, 
Editor and Publisher. 


{Brooklyn Eagle, April 12, 1954] 
Must Kit SNEAK HovusinG Riper To Save SLUM-CLEARANCE PLANS 
Brooklyn is deeply interested in the fight to kill the rider which was tacked 


on at the eleventh hour to the independent offices appropriation bill relating to 
the Housing and Home Finance Agency before it passed the House. 
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Putting aside the point of the methods pursued to kill a program of great im- 
portance to Brooklyn and the whole city of New York, we wish to register again 
our strong approval of the whole idea of title 1 of the National Housing Act 
under which vast slum clearance projects by private capital are made possible 
with Federal and city aid. 

The rider of Representative John Phillips, Republican, of California, is de- 
scribed as saying in effect that the Federal Government will permit the clearing 
of slums provided the project does not include any nonresidential plans. 

However, the best brains hereabouts have so far been unable to figure any 
other way to get a lot of private and public money working together on any 
practical large-scale plans of this sort. 

So the plain fact of the matter is that if the Phillips rider is not killed by the 
Senate, a group of such projects hereabouts involving the use of over $50 million 
of Federal money and over $25 million of municipal funds, and about $250 mil- 
lion in private investments will be as dead as the preverbial doornail. 

It would be a major tragedy. First, for the thousands of the poor who would 
be deprived of being rescued from the misery of living in filthy, disease-ridden old 
slums. Second, for the city and its people as a whole who then could not get 
rid of these eyesores and have them replace! by decent, modern dwellings. Third, 
for the city and its people as a whole who then could not secure such beneficial 
improvements as the building of the Columbus Circle Coliseum in Manhattan and 
expansion of Long Island University, Brooklyn Hospital, and Pratt Institute in 
Brooklyn growing out of the slum clearance plans themselves. 

The move to put across the Phillips rider looks like pretty dirty business, It 
seems to be based primarily on the coliseum project, which is the best move that 
has ever been undertaken to bring big conventions and exhibitions to New York 
City. The coliseum is in the interest of hote's, restaurants, stores, amusement 
centers of all sorts, in fact practically everv kind of business in the city. Are 
opponents of the plan anxious to hurt New York business and help that of rival 
cities who might stand to lose by many big conventions shifting from there to 
New York? 

The advantages of the Brooklyn project to our huge community on this side 
of the East River are also large, numerous, and obvious. 

We congratulate the city construction coordinator for leading the fight against 
the rider. Anyone interested in the welfare of Brooklyn and the city as a whole 
should protest to the Senate Apnropriations Committee, Senator Leverett Sal- 
tonstall, chairman, Senate Office Building, Washington, D. C. 


WEBB & KNAPP 


Mayor Waenrr. Mr. Richard J. Olds representing Mr. William 
Zeckendorf, president of Webb & Knapp. 

Mr. Onps. I have a prepared statement from Mr. Zeckendorf. 

Senator Satronstati. That will be included in the record. 

(The statement referred to follows:) 


There is now pending before the Senate an independent offices bill. This bill 
contains a rider, commonly known as the Phillips proviso, dealing with certain 
restrictions pertaining to title I of the Housing Act of 1949, the latter to be 
amended at this time by the insertion of this proviso in the Housing and Home 
Finance Agency’s appropriaion for the ensuing period. 

The passage of this rider would sound the death knell of slum clearance and 
urban redevelopment by private capital. The whole intent, both moral and legal, 
of title I of the Housing Act of 1919 is to implement redevelopment by pooling 
publie and private capital and effort. The intent of the law, in my estimation, is 
not only to wipe out slums but to assure that the redeveloped area would be 
economically and socially sound. 

Obvious checks and halances existed not only through the Housing and Home 
Finance Agency but through the local governments and their planning bodies as 
well. While it is true, of course, that the act, being a housing act in the broadest 
sense, meant generally that housing should be replaced with new housing, there 
is nothing in the law which requires 100 percent redevelopment with housing and 
housing alone where economic factors indicate such redevelopment would under- 
mine the economic soundness of the whole project. Proponents of the law, in 
short, were certainly not so shortsighted as to preclude all commercial develop- 
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ment per se, especially where such development is vital to the continuing health 
of the entire housing development. 

The present flight of inhabitants from our cities is due in no small measure, 
as is well known, to the lack of properly integrated facilities, such as housing, 
recreation, and business, all within a local area, Corstruction costs being 
what they are, make it impossible to redevelop any area within a city without 
a thorough complementing of housing and business. 

This need for supplementing housing by business is brought about through 
high construction costs in conjunction with the demand for low- and medium- 
priced housing. In order that housing of this type may be built, on which 
the economic return provides little incentive and at times is nonexistent, it is 
necessary to complement it by more lucrative building in the form of office 
space, industrial space, or commercial development. This is not for the sake 
of the latter only, but to insure the basie success of the whole and to obviate 
a natural inclination on the part of those concerned, if the commercial aspect 
be missing, not to provide their best effort in design, construction, and financing 
for the housing. If these facts are not faced, in the opinion of the under- 
signed, it may well be that the area of public expenditure may have to be 
enlarged to include what is now called medium-priced housing inasmuch as 
private capital might withdraw even from this area for lack of a reasonable 
profit. 

It is of the utmost importance, in short, that title I as now set forth in the 
Housing Act of 1249, be unencumbered by any changes or restrictions. Should 
this act be made unworkable by lack of a realistic approach, I would state cate- 
gorically that it would be economically unfeasible for us or anyone else to 
contemplate the redevelopments around the country. 

The concern of Webb & Knapp in this matter is far from academic. We are 
currently engaged in the study of a redevolpment program for Washington 
southwest, an area containing some 350 acres, located in the very shadow of 
our Capitol. Simply on the phases of planning and analysis, the company 
has already spent substantial sums of money and effort, and contemplates the 
further expenditure of even more in greater amounts. The only possib’e success 
for a feasible plan for this area implies patient and close cooperation of the 
Federal and local agencies concerned and ourselves. With this act in jeopardy, 
Webb & Knapp frankly hesitates to contemplate the long effort and burdensome 
overhead involved while at the same time fully realizing that the redevelopment 
of Washington southwest would be a matter in which the whole country could 
take pride. 

Webb & Knapp believes that title I as stated in the act of 1949 was a valid 
answer to what the Federal Government, local communities, and private eapital 
were searching for in connection with slum clearance. Should this act be 
amended or limited, I believe that we would be foreed to abandon the Wash- 
ington project, and that similar projects now in various stages of planning and 
development across the country would die on the vine. 

It is my personal hope and the hope of my company that we can continue 
to carry forward on the plan for the redevelopment of our National Capito! 

a plan which, both in itself and by example, we believe would benelit the whole 
Nation. ‘This can only become possible if this proviso is eliminated from the 
independent offices bill. 
WILLIAM ZECKENDORF, 
President, Webb & Knapp, Inc. 


Mayor Waener. Mr. Charles Gillett, the promotion manager of the 
New York Convention and Visitors Bureau. 

Mr. Gittertr. I am here with Mr. Gimbel of the New York Con 
vention and Visitors Bureau. He has filed a statement. 

Mayor Waener. Mr. Frank A. Ready, who is vice president of the 
Waldorf Astoria Hotel, representing the Hilton Hotels. 

Senator SautonstaLL, Thank you. 

Mr. Reapy. I am here as director of the New York Convention and 
Visitors Bureau. I concur in the statements made by our mayor. 

Mayor Waener. Mr. Thomas F. Troy, general manager of the Hotel 
Statler. 

Mr. Charles C. Weinstein, counsel of the Green project. 
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Senator SattonstaLu. Thank you, gentlemen. 

Mayor Waener. Is there anyone else here whom I have not 
mentioned ¢ 

Senator Sarronstatit. The Chair would respectfully ask anyone 
else here in opposition to the Phillips’ rider to stand. 

Apparently that is the full delegation. 

Have any members of the committee any questions to ask? 

Thank you very much, Mr. Mayor. 

The Chair might end the hearing on what he hopes is not too 
facetious a statement. He comes from Massachusetts, and in Massa- 
chusetts when a citizen is asked what it is he likes best of New York 
alway says when he puts his foot on the lowest step of the midnight 
train back to Boston. We will have to revise that. 

Mayor Waener. I hope you can change that so you will say the new 
coliseum. 

OPPOSITION TO PHILLIPS’ RIDER 


STATEMENT OF HON. GLENN BEALL, A UNITED STATES SENATOR 
FROM THE STATE OF MARYLAND 


Senator SavronstaLL. Senator Beall, do you have a witness that you 
wanted to present / 

Senator Beari. I am appearing, Mr. Chairman, on H. R. 8583, the 
independent office appropriation bill. I have a statement I would like 
to make and I have a few witnesses from Baltimore that want to have 
their statements placed in the record. 

Senator Sarronstaty. Certainly. 

Senator Bratz. Mr. Chairman, I have recieved several messages 
from Baltimore, asking me to do everything possible to obtain the 
deletion from H. R. 8583, the indenendent office appropriation bill, 
of the proviso contained in lines 13 through 18 on page 28 as it passed 
the House. 

Senator SarronsTaLy, That is the so-called Phillips’ rider; is it? 

Senator Braun. Yes, sir. 

Mr. Chairman, I am going to put my own statement in the record, 
if I may, and then I am evoing to submit for the record a telegram re- 
ceived from Clark S. Hobbs, chairman of the Baltimore Development 
Commission. I am not going to read it at this time, in order to save 
time. 

I have also a telegram I received from G. H. Pouder, executive vice 
president of the Baltimore Association of Commerce. 

Both of them ask that you propose deleting those lines. 

Senator SaAuronsTaLu. Thank you, Senator Beall. 

The Chair would like to say to you that we heard this subject all 
morning. We had a great many witnesses who took the same side as 
you have. If you have no objection, we will put vour statements right 
after their statements so as to have one record of that subject. 

Also, the documents you have presented for the record will appear 
in connection with your statement. 

(The documents referred to follow :) 

I have received several messages from Raltimore asking me to do everything 
possible to obtain the deletion from H. R. 8583, the independent offices appropria- 


tion bill, of the proviso contained in lines 13 through 18, on page 28 as the bill 
passed the House. This proviso might be extremely damaging and restrictive to 
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saltimore’s program of slum clearance and urban redevelopment which has 
been proceeding successfully under the Housing Act of 1949. Baltimore was 
one of the pioneer cities in developing an effective program of urban redevelop- 
ment. It now has two projects well advanced. One is largely residential, with 
a few stores. The other consists of a complete residential campus for the Johns 
Hopkins medical institution and a subcivic center for the colored people of East 
saltimore, together with some incidental uses. Both projects are under Federal- 
aid contracts for capital grant, and partial payments have been made by the 
Housing and Home Finance Agency under these contracts. 

A third project is in the planning stage and has received an allocation of plan- 
ning funds from the Federal agency. It includes an office center for the State of 
Maryland in Baltimore City, housing, and a small amount of commercial uses. 
This project is an outstanding example of a coordinated effort by the city and 
State to replace a disgraceful slum with a splendid civic improvement. 

Mr. Richard L. Steiner, the director of the Baltimore Redevelopment Commis- 
sion, has had longer service in this capacity than any other director of a local 
agency devoted exclusively to urban redevelopment. He is about to join the 
Federal Government to become deputy director of the national program of slum 
clearance and urban redevelopment, but he is here today as director of the Balti- 
more Redevelopment Commission. As such I have asked him to present to you 
today the Baltimore Redevelopment Commission’s urgent request, which I heart- 
ily endorse, that the proviso to which I have already referred be deleted from 
H. R. 8583. 

Mr. Chairman, for the information of the committee I would like to submit 
telegrams from Mr. Clark 8. Hobbs, chairman of the Baltimore Redevelopment 
Commission, and Mr. G. H. Pouder, executive vice president of the Baltimore 
Association of Commerce. 

The Governor of Maryland has also sent me a telegram explaining how this 
particular proviso would affect plans for a State office building in Baltimore, and 
I would like to read this wire into the committee records : 

The Governor’s telegram reads as follows: 


BALTIMORE, Mp., April 20, 1954. 
Hon. J. GLENN BEALL, 
Senate Office Building: 
saltimore Redevelopment Commission strongly opposed proviso lines 13 
through 18, page 28, H. R. 8583, independent offices appropriation bill as passed by 
House of Representatives reading as follows: 

“Provided, That no funds in this Act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not restricted 
to those normally essential for residential uses.” 

Pnactment of this proviso, which is vague in language, could be so interpreted 
as to nullify effect of existing contracts with Housing and Home Finance Agency 
for Federal aid for Baltimore slum clearance projects and create conditions 
which would militate against continuation of Baltimore’s slum clearance and 
urban redevelopment program. 

It is urgently requested that you use your good offices to delete proviso cited 
above from H. R. 8583 now being considered by Senator Saltonstall’s Subcom- 
mittee on Independent Offices Appropriations. 

CLARK S. Hosrs, 
Chairman, Baltimore Redevelopment Commission. 


BALTIMORE, Mp., April 20, 1954. 
Hon. J. GLENN BRALL, 
United States Senate: 

Your attention is called to a proviso attached to H. R. 8583, the independent 
offices appropriations bill, as passed by the House of Representatives, which 
reads as follows: “Provided, That no funds in this Act shall be available for pay- 
ment of capital grants under any contract involving the development or re- 
development of a project for predominantly residential uses where incidental 
uses are not restricted to those normally essential for residential uses.” 

This proviso could be so interpreted as to void existing contracts with the 
Housing and Home Finance Agency for Federal aid for Baltimore slum clearance 
projects and jeopardize continuance of Baltimore’s slum clearance and urban 
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redevelopment program. H. R. 8583 is now before Senator Saltonstall’s Sub 
committee on Independent Offices Appropriations. 
It is urgently requested that you use your good offices to have the proviso cited 


above deleted. 
G. H. Pouper, 


Berecutive Vice President, Baltimore Association of Commerce 
Senator Breau.. Thank you, sir. 


BALTIMORE REDEVELOPMENT COMMISSLON 


Now, Mr. Chairman, | would like to introduce Mr. Richard L, 
Steiner, director of the Baltimore Redevelopment Commission. He 
has had a long service in this particular branch, and I think he can tell 
you more about it to avoid any duplication. 

Senator Savronstau.. I would say to Mr. Steiner that we have a 
rreat deal of testimony on this. 

If you are in opposition to it, you might put your statement in the 


= 


record, sir. 

Mr. Srerner. I have a written statement, Mr. Chairman. I will be 
glad to file that with the committee, if you prefer that, in the interest 
of saving time. 

Senator Savronstate. The Chair will respectfully suggest. The 
Chair believes there are some 85 projects involved throughout the 
United States. Apparently Baltimore has some of them. The legality 
of these projects would be affected if this Phillips rider stayed in the 
bill. 

Senator Bratt. That is it, exactly: ves, sir. 

Mr. Sterner. Frankly, we don’t know what the rider means. T 
mean, in interpretation it is so vague. 

Senator Savtronstauu. If you will put your statement in the record, 
the Chair will appreciate it very much. 

Mr. Srerner. Yes, Mr. Chairman. 

(The statement referred to follows:) 


STATEMENT OF Ricuakp L, SrTerNeR, Director, BALTIMORE REDEVELOPMENT 
(‘OM MISSION 


My name is Richard L. Steiner. I am director of the Baltimore Redevelopment 
Commission, which is a city department operating under authority contained 
in the city charter. While I am scheduled to terminate my employment with 
the Baltimore Redevelopment Commission in the immediate future, I should like 
to make it entirely clear that I am appearing here today as the representative 
of the Baltimore Redevelopment Commission. I should like to add, also, that 
I have been a member of the National Board of Governors of the National 
Association of Housing Officials, and was first chairman of its redevelopment 
committee, in which capacities I have had some opportunity to become familiar 
with the redevelopment programs of many cities. 

I desire to direct my testimony to a proviso found between lines 13 and 18 on 
page 28 of H. R. 85838, the independent offices appropriations bill, as it passed 
the House of Representatives, reading as follows: “Provided, That no funds in 
this Act shall be available for payment of capital grants under any contract 
involving the development or redevelopment of a project for predominantly resi- 
dential uses where incidental uses are not restricted to those normally essential 
for residential uses.” 

The Baltimore Redevelopment Commission in a formal meeting on April 19 
gave careful consideration to this proviso and is seriously disturbed by it. The 
commission specifically and respectfully requests that the proviso be deleted 
in its entirety. 
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The commission is disturbed by this proviso first because it is a rider to au 
appropriations bill The program of slum clearance and urban redevelopment in 
which our commission is engaged is of necessity a long, arduous, and time 
consuming undertaking, involving at the local level, among other things, lengthy 
and detailed planning studies, the passage of various implementing ordinances 
by the city council, after full discussion in public hearings and in the public press, 
numerous actions by the board of estimates, which is the adininistrative board 
of our city, in addition to the constant attention by the redevelopment commission 
of all matters relative to projects, including the details of title searches, real 
estate appraisals, real estate negotiations, condemnation suits, and compliance 
with the necessary application procedures for obtaining Federal financial assist 
ance. As you know, this is a matching funds program involving the provision 
of large amounts of municipal money in addition to Federal aid funds 

Under these circumstances, the only way in which the program can proceed 
siguificantly and without jeopardizing large amounts of money, time, and effort 
provided by municipalities is under a constant, well-formulated body of Federal 


laa Such a body of law exists in the Housing Act of 1949, and prior to that 
such a body of Federal law dealing with slum clearance was embodied in the 
United States Housing Act of 19837. Any such basic legislation, of course, 


requires restudy and adaptation to changing conditions from time to time. This 
need has been fully recognized by the President, who appointed an extremely 
able Advisory Committee on Government Housing Policies and Programs, This 
committee brought hack its report on December 14, 19538, and the administration 
has interpreted the committee’s recommendations into S. 2038, the Housing Act 
of 1954, now pending before the Congress. Last year there were at least two 
provisos on the appropriations bill affecting to some extent the operations of the 
slum clearance and urban redevelopment program. This year the new one cited 
above has been added, which would probably affect the program more drastically 
than those of last year. 

Our commission fully recognizes the need for reviewing and revising the 
Federal aid program from time to time, but strongly urges the Congress to 
deal with this matter in connection with its consideration of S. 2988, which 
has been carefully prepared by the Federal Government's highest administra 
tive officials in this field, acting upon the findings of an outstanding Presidential 
Adviscry Committee, rather than by riders to appropriation bills, which only 
serve to keep a long-term, necessarily slow-moving program in a constant state 
of confusion. 

Phe Baltimore Redevelopment Commission is further concerned by the proviso 
cited above because of its vagueness in language and uncertainties in meaning 
It is obvious that a Federal administrative official, faced with such vague and 
uncertain language, must, when in doubt as to the application of the language 
to specific situations, act upon its most restrictive interpretation. I under 
stand there has been some attempt to clarify the intent through the process 
of creating legislative history in the House of Representatives, but at best such 
a process is extremely limited in overcoming vagueness, uncertainty and doubt 
as to the meaning of the language of the statute 

The term “project” is defined in the Housing Act of 1949, and those of us 
attempting to operate under this legislation at both the local and Federal levels 
have encountered little difficulty in operating under this definition. Certain 
earefully worked out changes in the definition and concept of projects are 
included in S, 2938. Enactment of the proviso cited above is bound to lead to 
confusion as to what kinds and types of projects are or are not eligible for 
Federal financial aid. An equally serious question is whether the language is 
applicable to certain projects in connection with which supposedly firm and 
binding Federal aid contracts have already been executed. The proviso refers 
to “* * * nayment of capital grants under any contract * * *.” There is also 
a question as to whether the proviso is intended to apply to all redevelopment 
projects or only to those for predominantly residential uses. The latter seems 
to be the case from reading the language, but, if so, creates a situation in which 
a slum area may be cleared for 100 percent industrial or commercial use, but 
may not be cleared for say 90 percent residential use and 10 percent industrial 
use, Under the Housing Act of 1937 we had a restricted mechanism under which 
cleared residential slums could be replaced only with new housing developments 
regardless of whether or not the particular locations in question were suitable 
for family living. One of the progressive steps embodied in the Housing Act 
of 1949 as a result of this experience is the concept of developing new uses most 
appropriate to the specific locations involved as dictated by sound city planning 
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considerations. It would certainly be tragie to disregard the lessons of 17 
years and go back to the limited concept of the Housing Act of 1937 in this 
regard. 

Another troublesome question is the determination of what constitutes in- 
cidental uses normally essential for residential uses. Does it or does it not 
include playgrounds, schools, sewage pumping stations, grocery stores, beauty 
parlors, doctors’ offices, undertaking establishments, and so forth? And fur- 
thermore, must the incidental uses normally essential for residential uses be 
essential for the residential uses in the Federal-aid project or may they be 
essential for residential uses generally speaking in a larger residential section 
of a city? Furthermore it may be highly desirable from the point of view of 
the overall public interest in a community to include in a predominantly resi- 
dential project certain uses not normally essential for residential uses. For 
example, the Baltimore Redevelopment Commission has well advanced a large 
redevelopment project which is predominantly residential, adjacent to the Johns 
Hopkins Hospital. Incidental uses in this project include doetors’ offices, off- 
street parking for doctors and patients in this congested part of our city, and 
transient accommodations for those who come from all over the world to benefit 
from the healing powers of this great medical institution. Our commission 
felt that any action on its part which would strengthen, bolster, and assure the 
continued vigor and effectiveness of this great institution was in the public 
interest. Our city planning commission, our board of estimates, our city council, 
our responsible civic and trade organizations, our public press, all thought the 
strengthening of the Johns Hopkins medical institutions was in the public in- 
terest. The proviso cited above might very well limit or prohibit this kind 
of effective community betterment. 

The Baltimore Redevelopment Commission thanks you sincerely for the oppor- 
tunity to be heard on this important matter, and for the reasons stated respect- 
fully requests your committee to delete this specific proviso from H. R. 8583. 


Senator Sauronstatn. The Chair has also received a number of 
othergstatements on this subject, which will be put in the record also. 


(Statements referred to follow:) 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
April 22, 1954. 
Hon. Levererr SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Senate Appropriations Committee, Washington, D. C. 

Dear SENATOR: I am sending you herewith a letter I have received from Mr. 
Arthur G. Frank, executive director, Columbus Convention Bureau, 50 West 
Broad Street, Columbus, Ohio, pertaining to a provision in the independent offices 
appropriation bill, referred to as the Phillips rider. 

We have received letters similar to the attached from major convention cities 
all over the country, but I am, of course, particularly interested in the one 
from Columbus, Ohio. I shall appreciate anything your subcommittee can do to 
preserve in the appropriation bill the language that will prevent Government 
financing or guarantee of convention facilities competitive to those in my own 
State. 

Sincerely yours, 
JoHN W. BRIcKER. 


CoLUMBUS CONVENTION BUREAU, 
Columbus, Ohio, April 16, 1954. 
Senator Joun W. BRICKER, 
Columbus, Ohio. 

DEAR SENATOR Bricker: It has been brought to our attention that a bill in 
the House, H. R. 8583, called an independent offices appropriation bill for $200 
million for New York City slum clearance, $20 million of which is earmarked by 
New York authorities for the construction of the Columbus Circle Auditorium 
project. When this bill was presented in the House, a rider was attached to it 
by Congressman John Phillips, Republican, California, specifying that none of 
this money could be used for other than housing projects, thus styming New 
York in the intended use for the auditorium. The House passed the bill with 
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the rider as a part of it. The bill comes before the Senate Appropriations Sub- 
committee on April 21 at which time powerful New York effort will be made to 
knock off the rider. If this effort is successful, New York will have its audi- 
torium project at Federal expense. 

As you know Columbus is presently building an auditorium with funds pro 
vided by a bond issue which will be liquidated by the taxpayers of Franklin 
County. Similar projects exist in many other metropolitan cities in the coun- 
try. it would therefore be grossly unfair to permit New York City to obtain 
an auditorium through Federal funds. 

We are informed that strong pressure will be brought to bear by New York 
in an attempt to remove the Phillips rider. We earnestly request that you use 
your influence to defeat any possibility of the rider being eliminated by the 
Senate Appropriations Subcommittee. 

Your interest in this will be very much appreciated by this bureau, its members, 
and all other taxpayers. 

Sincerely yours, 
ARTHUR G. FRANK, 
BHeecutive Director. 


CONGRESS OF THE UNITED STATES, 
House ov RerpReESENTATIVES, 
Washington, D. C., April 21, 1954 
Hion, LEVERETT SALTONSTALL, 
United States Senator, 
Chairman, Subcommittee on Independent Offices Appropriations, 
Senate Appropriations Committec, 
United States Capitol, Washington, D. C. 
(Attention Mr, Earl Cooper, Clerk.) 

DeAR SENATOR SALTONSTALL: At Representative Devereux’s direction, I am 
enclosing a copy of a telegram which was received this morning and which repre- 
sents an expression of opinion from the Baltimore Association of Commerce, 
relative to a provision in the independent offices appropriation bill, which bill 
is currently under consideration by your subcommittee. 

Respectfully yours, 
Pnocu D. CHase, 
Rerecutive Secretary. 


BALTIMORE, Mp. 


Hon. JAmes P. 8. DeveREvUX, 
House of Representatives, 
House Office Building, Washington D. C.: 

Your attention is called to a proviso attached to H. R. 8583, the Independent 
offices appropriation bill, as passed by the House of Representatives, which reads 
as follows: 

“Provided that no funds in this act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not restricted 
to those normally essential for residential uses.” 

This proviso could be so interpreted as to void existing contracts with the 
Housing and Home Finance Agency for Federal aid for Baltimore slum-clearance 
projects and jeopardize continuance of Baltimore’s sium clearance and urban 
sedevelopment program. 

H. R. 8583 is now before Senator Saltonstall’s Subcommittee on Independent 
Offices Appropriations. 

It is urgently requested that you use your good offices to have the proviso cited 
above deleted. 

G. H. Pouprr, 
Executive Vice President, Baltimore Association of Commerce. 
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SIRMINGHAM, ALA., April £2, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Senate Subcommittee on Appropriations, 


Senate Office Building: 


On behalf of 529 colored families some of which have already been displaced 
and others who will be displaced by the proposed redevelopment program in 
Birmingham, Ala., we strongly support statements made before your committee 
on April 21 by Clarence Mitchell, director of the Washington bureau, National 
Association for the Advancement of Colored People. Under present plan, city,is 
forcing colored families to move out of an 11-city-block area. The cleared area 
will be used for hospital, parks, and other facilities, including hotels and motels, 
from which colored people will be barred altogether or rigidly segregated solely 
because of race. We favor city improvements but ask that your committee 
deny funds for programs of this kind unless there is a guaranty that sneh 
programs will not be used to promote and perpetuate racial segregation. 


Rusy Husiey, Regional Secretaru 


HovusinG ASSOCTATION OF METROPOLITAN Boston, 
Boston, Mass., April 20, 1954. 
Senator Leverett SALTONSTALL, 
Chairman, Subcommittee of Senate Committee on Appropriations, 
Senate Office Building, Washington D. C. 


Dear SENATOR SALTONSTALL: It has come to our attention that Congressman 


Phillips procured an amendment to the independent offices appropriation bill, 
1955, which, in the opinion of some, seemingly endangers redevelopment of slum 
areas as permited by current housing legislation and as sought for by the new 
bill known as 8, 2938. 

A quick reading of the language of the Phillips rider seems to create a belief 
that what is incidental takes precedence over what is normally essential and thus 
there is the feeling that secondary purpose becomes paramount purpose. 

This rider, therefore, seems to expose the housing legislation to the possibility 
of administrative interpretations confusing the public purpose. 

We believe that there should be at least clarification of meaning of the phrases 
“incidental uses” and “normally essential” and this by definition of the meaning 
and scope of such words. 

But better still, it is felt that the rider should be eliminated in view of the 
fact of the administrative history so clearly set forth in the second paragraph on 
page 16 of the House of Representatives Report No. 1428. This administrative 
history seems to afford that sound protection against abuse that Congressman 
Phillips seemingly has in mind. If by chance, we do not read the purpose of the 
rider aright it is felt that there should be clear explanation of all the purpose 
inherent in such rider to your committee, and then those interested may have 
opportunity later to sound their point of view to your committee. 

We ask that you kindly incorporate this statement into the record of the hear- 
ings of your subcommittee. 

Sincerely yours, 


HENRY WISE, Chairman, 





GOVERNMENT OF THE Districr OF COLUMBIA, 
Washington, D. C., April 19, 1954. 
Hon. LEVERETT SALTONSTALL, 
Unite d State & Nenate : 
Washington 25, D.C. 


Dear SENATOR SALTONSTALL: We are writing in reference to. a provision of the 
independent offices appropriation bill which occurs on line 13 of page 28 of 
the bill introduced by Mr. Phillips and dated March 26, 1954. It is further 
explained on page 16 of the report accompanying that bill. 

The Housing Act of 1949, title I, section 110 (c) (11), limits projects which 
can be assisted by Federal loans and grants to those projects which clear 
slums which are now predominantly residential in character or will be re- 
developed for predominantly residential uses. The administration housing pro- 
gram in H. R. 7839 eliminates these conditions. It is our understanding that 
the proviso in the appropriation bill was intended to amplify one of the con- 
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ditions for projects in the Housing Act of 1949 and would, therefore, apply 
only to projects Which are not now predominantly residential slums. If, however, 
it is interpreted to apply to all projects to be assisted under this act or any new 
act to be passed this year, it could have the effect of eliminating the proposal 
of Webb and Knapp for the redevelopment of southwest Washington. 

Phe Webb and Knapp proposal includes a cultural and entertainment center 
in southwest Washington as well as a large residential development It is true, 
however, that a residential slum is being eliminated. Knowing of your interest 
in this matter it seemed proper to bring it to your attention 

Sincerely yours, 
SAMUEL SPENCER, 
RENAH I". CAMALIER, 
Louis W. PRENTISS, 
Board of Commissioners, District of Columbia. 








INTERNATIONAL FLOWER SHOw, INC.,, 
New York, N. Y., April 20, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Appropriations, 
United States Senate, Washington, D. C 

DreaR SENATOR SALTONSTALL: One of the unsolved mysteries of the great city 
of New York, with its millions of people and vast business enterprises, is that 
nowhere does it offer suitable quarters for the housing of shows, conventions, and 
other large gatherings. 

We staged 37 of our shows in the Grand Central Palace, attracting a paid 
attendance exceeding 100,000 drawn from all sections of our country. 

Then, out of a clear sky, the city could offer us no better quarters than the 
Kingsbridge Armory, Bronx, as the only place in floor area adequate to our needs, 
with our attendance dropping 20 to 25 percent largely because of the armory in 
question being away from the heart of the city. 

What is there left for us to do? Nothing, excepting a small show in a small 
armory located midtown or no show until the coliseum is built. 

The latter simply means the loss to the Federal Government of our annual 
check covering admission taxes of $25,000, plus an untold loss to hotels, restau- 
rants, theaters, and the miscellaneous spending by those in attendance at our 
show. 

We recognize that relief is in sight through the building of the coliseum, and 
hope for its completion as early as possible. 

Sincerely yours, 
CLIFFORD LOWTHER, Secretary 





Tur BROADWAY ASSOCIATION, 

New York, N. Y., April 15, 1954. 
Hon. LEVERETT SALTONSTALL, 

Chairman, Senate Subcommittee on Appropriations, 
Scnate Office Building, Washington, D. C. 

Dear SENATOR SALTONSTALL: On behalf of the board of directors and the mem- 
bership of the Broadway Association, representing a cross-section of the impor- 
tant business and commercial interests of the city of New York, I wish to regis- 
ter with you and the members of your subcommittee our deep sense of shock 
over the so-called Phillips rider to the independent offices bill. 

The Phillips rider, if approved, will jeopardize a number of vitally needed 
title I housing projects in our city and, as if that were not enough, will also en- 
endanger the Federal grant to the New York Coliseum—the facility for which this 
association and other civic interests have campaigned for years in order that the 
city of New York might assume its rightful leadership in the ranks of cities which 
cater fo convention and exposition business, Ironically enough, it was the action 
of the Federal Internal Revenue Bureau in taking over the former Grand Central 
Palace for its third district office which deprived us of this one-time exposition 
facility. It is now necessary to utilize an armory in the far reaches of Bronx 
Borough pending the completion of the New York Coliseum in midtown New York 

What the Phillips rider will do, if permitted to stand, is to negate much of the 
splendid work of the city’s committee on slum clearance. Composed of: out 
standing public officials, this committee has made notable progress in attacking 
the slum-clearance problems of the Nation’s largest city and in doing so has 
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demonstrated the feasibility of slum clearance by private capital with the assist- 
ance of Federal grants, in proper areas and under proper conditions. The coli- 
seum project, combining a vitally needed improvement in the housing field and 
a long-awaited civic project in the form of the exposition and convention facility, 
represents in our view, a most desirable application of the principles of title I 
of the Federal Housing Act of 1949. 

It should be noted, Senator, that New York City has, through its slum-clear- 
ance committee, formulated a substantially larger program and advanced it 
further than any other title I program in the country. All of the fine work that 
has been done should not be nullified by such a obstructive “gimmick” as the 
Phillips rider. This is the sort of thing that makes public officials, civic leaders, 
and proponents of free enterprise wonder if their efforts to create better condi- 
tions for the general welfare are sometimes in vain. 

With all the sincerity at our command, Senator, we exhort you and your 
worthy colleagues on the Senate subcommittee to restore balance and sanity to 
the issue at hand by defeating the Phillips rider. By so doing, you will provide 
a reaffirmation of the principles of free enterprise and civic progress which have 
made this Nation what it is and which are so vitally needed in these critical 
times, 


Sincerely yours, 
Roperr K. CHRistenserky, President. 


— 


APRIL 15, 1954. 
Hon. LEVERETT SALTONSTALL, 


Senate Appropriations Committee, 
Senate Office Building, Washington, D. 0. 


Dear SENATOR SALTONSTALL: Those interested in the rehabilitation and preser- 
vation of the largest borough of New York City with approximately 3 million 
residents—Brooklyn—respectfully urge that the so-called Phillips proviso added 
by the House of Representatives to the independent offices appropriations bill 
be stricken from the proposed measure by the Senate. 

The Phillips proviso would, with one stroke of the pen, destroy the results 
of months of study, planning, and preparation for a number of projects of great 
value to many residents and groups interested in the general betterment of the 
community. 

If the Phillips proviso were to be enacted, among many other worthwhile 
plans, two, vital for Brooklyn, would be impossible of completion—the Fort 
Greene and the Pratt slum-clearance projects. Both of these will supplant 
deteriorated residential and mixed areas with new moderate-priced housing 
but, in addition, envisage improvements in several institutions important to 
Brooklyn—the Brooklyn Hospital, Long Island University, Pratt Institute— 
and will provide other beneficial facilities of a character not entirely essential 
to residential bul nonetheless appropriate adjacent to residential areas. 

In rehabilitating a section of a city as old as Brooklyn (307 years since 
settled by the Dutch), it is not always feasible to duplicate the original use 
of every piece of property. Flexibility is essential to the optimum use of the 
area as a whole and the many wise men who have contributed knowledge and 
experience to the planning of the Fort Greene and Pratt projects have arrived 
at a balanced program which it would be unfortunate to change materially. 
Both projects would be completely impossible to carry out under the provisions 
of the proposed legislation because they necessarily contain uses which might 
not be considered essential to a residential area. 

If plans such as these are canceled, the effect would be disastrous to the 
future of the borough in which real estate, commerce, and industry are con- 
tributing greatly to the support of government of the city as a whole and to the 
well-being of its citizens. 

I urge you on behalf of the residents of Brooklyn and on behalf of several 
organizations of which I am an officer and director, to preserve the important 
beneficial effects of so-called title I by enacting the Senate version of the 
independent oftices appropriation bill without the Phillips proviso. 

Very sincerely yours, 
Rosert E. Brum, 
Vice President and Secretary, Abraham & Straus; President of the 
Downtown Brooklyn Association; Vice President, Brooklyn Chamber 
of Commerce; Chairman of the Brooklyn Civic Center Committee; 
President of Brooklyn Institute of Arts and Sciences, 
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INTERNATIONAL CENTER, 
New York, N. Y., April 19, 1954. 
Hon. Leverett SALTONSTALL, 
Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 

My Dear SENATOR: As president of Kingsview Homes, a nonprofit cooperative 
housing project to be developed pursuant to the redevelopment companies 
law of the State of New York, I strongly protest the proposal by Congressman 
Phillips which would, in effect, kill the Fort Greene slum-clearance program 
and thereby eliminate Kingsview, which is a part of that slum-clearance plan. 

Kingsview Homes, for 264 families, is sponsored by a group of public- 
spirited citizens, including, among others, Gerard Swope, Thomas J. Watson, 
Jr., Howard S. Cullman, Robert Blum, Mrs. Albert D. Lasker, and Henry 
Morgenthau, Jr. Several of these directors have advanced their own funds for 
preliminary expenses on a temporary loan basis without any interest and to this 
date many thousands of dollars have been expended in developing the plans for 
Kingsview Homes and promoting the sales of apartments. Over 100 apart- 
ments have already been subscribed for and several other commitments have 
been made by the Kingsview corporation, All of this was done on the basis 
of a contract entered into between Kingsview Homes and the city of New York 
which, in turn, was predicated on a contract entered into between the city 
and the Federal Government through the Housing and Home Finance Agency. 
It is unthinkable that the Government should now threaten to violate its own 
contractual commitment which would result in substantial financial losses to 
Kingsview and, more important, which would deprive hundreds of middle-income 
families of much needed decent housing in the city of New York. 

Our city planning commission and our board of estimate have approved the 
redevelopment plan which includes not only Kingsview Homes but also another 
private-housing development, an extension of Brooklyn hospital, an extension 
of Long Island hospital, the construction of a new playground, and the demoli- 
tion of an old existing jail. We consider this type of planning to be not only 
desirable but essential to proper residential developments affording a diversity 
of types of housing, cultural, health, and recreational activities. 

We strongly condemn the effort by Congressman Phillips to hobble the clear 
intent of title I of the Housing Act of 1949, and we strenuously object to the 
efforts of the Congressman to dictate by long-range what is desirable neighbor- 
hood planning for the city of New York. 

Sincerely yours, 
Louis H. PINK. 


ANNAPOLIS, Mp., April 21, 1954. 
Hon. J. GLENN BEALL, 
Senate Office Building: 

On behalf of the State of Maryland I strongly oppose proviso lines 13 through 
18, page 28, H. R. 8583, independent offices appropriations bill as passed by the 
House of Representatives reading as follows: “Provided, That no funds in this 
act shall be available for payment of capital grants under any contract involving 
the development or redevelopment of a project for predominantly residential 
uses where incidental uses are not restricted to those normally essential for 
residential uses.””’ Enactment of this proviso, which is vague in language, could 
be interpreted to nullify effect of existing contracts with Housing and Home 
Finance Agency for Federal aid for Baltimore slum-clearance projects and 
could militate against continuation of slum clearance and urban redevelopment 
in all cities, affecting particularly the State office building project in redevelop- 
ment area 12, Baltimore City. I urgently request you use your good offices to 
have this proviso eliminated from H. R. 8583. 


THEODORE R. McKetprn, Governor. 
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UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
April 20, 1954. 
The Honorable Leverretr SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, United States Senate, 
Washington, D. C. 


Dear Leverett: In connection with the hearings, which I understand are 
scheduled tomorrow, on H. R. 8583, the independent offices appropriations bill, 
I am attaching hereto copies of telegrams received today from the Baltimore 
Association of Commerce and the Baltimore Redevelopment Commission, which 
are self-expianatory 

It would seem that the proviso attached to this bill by the House of Repre- 
sentatives has engendered a great deal of confusion. Indeed, in talking with a 
number of officials today I have received a variety of interpretations. 

My purpose in bringing these telegrams to your attention is with the hope that 
clarification with regard to existing contracts for slum clearance and urban 
redevelopment projects can be considered. 

Sincerely yours, 
JOHN MARSHALL BuTLeER. 


BALTIMORE, Mp., April 20, 1954 
Hon. JOHN MARSHALL BUTLER, 
United States Senate, Washington, D. C.: 


Your attention is called to a proviso attached to H. R. 8583, the independent 
offices appropriations bill, as passed by the House of Representatives, which reads 
as follows: 

“Provided, That no funds in this act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not re- 
stricted to those normally essential for residential uses.” 

This proviso could be so interpreted as to void existing aid for Baltimore slum- 
clearance projects and peopardize continuance of Baltimore’s slum-clearance and 
urban-redevelopment program, 

H. R. 8583 is now before Senator Saltonstall’s Subcommittee on Independent 
Offices Appropriations 

It is urgently requested that you use your good offices to have the proviso cited 
above deleted. 


G. H. Povuper, 
Peecutive Vice President, Baltimore Association of Commeree. 


SALTIMORE, Mp., April 20, 1954. 
Hon. JoHN MARSHALL RUTLER, 
Senate Office Building, Washington, D. C.: 

Zaltimore Redevelopment Commission strongly opposes proviso lines 13 
through 18, page 28, H. R. 8583, independent offices appropriations bill, as passed 
by House of Representatives, reading as follows: 

“Provided that no furds in this act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not re- 
stricted to those normally essential for residential uses.” 

Enactment of this proviso, which is vague in language. could be so interpreted 
as to nullify effect of existing contracts with Housing and Home Finance Agency 
Yor Federal aid for Baltimore slum-clearance projects and create conditions 
which would militate against continuation of Baltimore’s slum clearance and 
urban redevelopment program. It is urgently requested that you use your good 
offices to delete proviso cited above from H. R. 8583, now being considered by 
Senator Saltonstall’s Subcommittee on Independent Offices Appropriations 


CLARK S. Hosrs, 
Chairman, Baltimore Redevelopment Commission. 
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REDEVELOPMENT AUTHORITY OF THE CiITy OF HARRISBURG, 
Harrisburg, Pa., April 13, 1954. 
Hon, JAMes H. Durr, 
Senate Office Building, Washington, D. C. 

Dear SENATOR Durr: We have been advisec that the independent offices appro- 
priations bill which is now before the Senate has a provision which would limit 
the use of capital grants under title I of the National Housing Act in redevelop- 
ment areas where the reuse of the land is for housing or for uses incidental 
thereto. Such a provision would greatly handicap the Harrisburg redevelopment 
project since our area is now predominantly a residential slum and we plan 
reuses in both categories, that is, residential and commercial development. 

In some cases the commercial development will not be limited to residential 
types for the new residential purposes. For a broad application of the redevelop- 
ment law and the use of capital grant moneys under title I, the provision would 
defeat the purpose of slum clearance, which is to provide better housing and to 
create a more substantial tax base in urban renewal programs. 

The provision to which we refer is bill No. H. R. 8583, page 28, lines 13 to 18 

In our opinion lines 13 to 18 should be eliminated from the above bill. 

Sincerely yours, 
J. CALVIN FRANK, 
Executive Director 


CLEVELAND, OHIO, April 15, 1954 
Senator THomas A. BURKE, 
Senate Office Building, Washington, D. C.: 


We are informed House bill H. R. 85838, known as the independent offices 
appropriation bill, will come before the Senate Appropriations Subcommittee 
on April 21. In its original form this bill, which is supposedly for New York 
City slum clearance, included $20 million to be used for construction of an 
auditorium in New York City at Columbus Circle. Congressman John Phillips 
has attached a rider to the bill preventing its use of Federal funds for the build 


ing of an auditorium. The board of directors of the Cleveland Convention and 
Trade Show Bureau, Inc., today pass.d a formal resolution urging that every 
effort he made to prevent the spendin,; of Federal money to build a convention 
auditorium in New York City which would be in actual competition to similar 
auditoriums in Cleveland and other cities. The auditoriums in these cities have 
of course been built with local tax funds. Your help in preventing such an expend 
iture of public money is urgently requested 
The Cleveland Convention & Trade Show Bureau, Inc., Jesse T 
Smith, President; Members of the Board of Directors: L. § 
Auerbach, Sterling E. Graham, Herbert C. Neal, Lester T. Avery, 
William G. Gray, William I. Ohg, James L. Barber, James 7 
Griffin, John F. Patt, Allen L. Billingsley, Frank R. Hanrahan, 
L. E. Pierce, James C. Blainey, R. C. Heinton, W. G. Rogers, 
Donald M. Brandt, Paul J. Hoover, Frank X. Schaut, C. T. Burg, 
N. R. Howard, Louis B. Seltzer, T. Pierre Champion, Donald C 
Hyde, Trevelyan Sharp, Sidney B. Congdon, Robert P. Joyce, 
Charles R. Smith, Jr., C. M. Davis, Dr. Fay A. Le Fevre, Harry N. 
Snow, Frank W. Edwards, Herbert F. Leisy, A. A Stambaugh, 
William H. Eisenman, Allen James Lowe, Fred P. Stashower, 
Sheldon G. Ferbert, Robert L. Manners, Russell Swiler, Mervin B 
France, R. J. MecSoley, John K. Thompson, Charles M. French, 
W. A. Weaver, Willard S. Mielziner, Loring L. Gelbach, John P 
Murphy, D. B. Wiles. 











618 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Unitep States SENATE, 
COMMITTEE ON PUBLIC WORKS, 
April 21, 1954. 
Hon. LEverReETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices Appropriations, 
Appropriations Committee, Capitol, Washington 25, D. C. 

Dear Senator SALTONSTALL: Because of your current consideration of the 
independent offices appropriations bill (H. R. 8583), and my desires to have the 
views of the Cleveland Convention and Trade Show Bureau, Inc., concerning a 
certain phase of the appropriation receive the thoughtful consideration of 
yourself and other members of the committee, I am using this means of com- 
munication to transmit to you a copy of a telegraphic statement that I have 
received from this organization, which is self-explanatory. 

While I do not desire to add to the onus of your burdens, I know of no other 
alternative that will assure the proper consideration which I am anxious that 
these thoughts be given. In view of the administration’s position with respect to 
removing as far as possible the Federal Government’s participation in fields 
of this character of activity, it strikes me that their ideas are quite pertinent 
and reasonable. 

Any courtesies extended me in this connection will, I assure you, be deeply 
appreciated. 

Cordially, 
THoMAS A. BURKE, 
United States Senator. 


DIsTrRICT OF COLUMBIA REDEVELOPMENT LAND AGENCY, 
Washington, D. C., April 12, 1954. 
Hon. LEVERETT SALTONSTALL, 
United States Senate, Washington, D. C. 

DEAR SENATOR SALTONSTALL: I am writing in reference to a provision of the 
independent office appropriation bill which occurs on line 13 of page 28 of the 
bill introduced by Mr. Phillips and dated March 26, 1954. It is further explained 
on page 16 of the report accompanying that bill. 

The Housing Act of 1949, title I, section 110 (c) (II) limits projects which can 
be assisted by Federal! loans and grants to those projects which clear slums which 
are now predominantly residential in character or will be redeveloped for pre- 
dominantly residential uses. The administration housing program in H. R. 7839 
eliminates these conditions. It is our understanding that the proviso in the 
appropriation bill was intended to amplify one of the conditions for projects in 
the Housing Act of 1949 and would, therefore, apply only to projects which are 
not now predominantly residential slums. If, however, it is interpreted to apply 
to all projects to be assisted under this act or any new act to be passed this 
year, it could have the effect of eliminating the proposal of Webb & Knapp for 
the redevelopment of southwest Washington. 

The Webb & Knapp proposal includes a cultural and entertainment center in 
southwest Washington as well as a large residential development. It is true, 
however, that a residential slum is being eliminated. Knowing of your interest 
in this matter it seemed proper to bring it to your attention. 

Sincerely yours, 
JouHN R. Sear_es, Jr., Executive Director. 


District or COLUMBIA REDEVELOPMENT LAND AGENCY, 
Washington, D. C., April 12, 1954. 
Hon. LEVERETT SALTONSTALL, 
United States Senate, Washington, D. OC. 


Dear SENATOR SALTONSTALL: I would like to call your attention to the proviso 
on line 13 of page 28 of the independent offices appropriation bill. This proviso 
would make it impossible to carry on some of the best residential projects in the 
United States, including our projects in southwest Washington, all of which 
will be predominantly residential in redevelopment and are predominantly 
residential at the present time. 

We feel that this sweeping proviso is most unfortunate and would be glad 
to discuss the matter further with you at your convenience. 

Sincerely yours, 


Joun A. Remon, Chairman. 
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AMERICAN COUNCIL ON EDUCATION, 
Wasilington, D. C., April 8, 1954. 
Hon. STyYLes BripGes, 
Chairman, Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 

DerAr SENATOR Bripces: We have been informed that the development programs 
of three institutions of higher learning in the metropolitan New York area will 
be seriously affected by a provision in the independent offices appropriations bill 
which is now before your committee in the Senate. This provision prohibits the 
use by the Housing and Home Finance Agency of title I funds for other than 
residential construction. Under the law as previously intended by Congress and 
ecoustrued by the courts, title I funds have been available for projects by which 
slum areas were replaced by campuses of educational institutions. 

Pratt Institute, New York University, and Long Island University all have 
projects of this type under way in which they have invested considerable sums 
for plans and negotiations, I am confident that there are urban institutions in 
other cities which have been placed in a similar predicament by the House ver 
sion of the independent offices appropriations bill, although we have not as yet 
heard from them. 

There has been no opportunity to submit this matter to our committee on rela- 
tionships of higher education to the Federal Government and I am, therefore, 
not in a position to make a general recommendation on behalf of the council 
with regard to this provision of the bill I do strongly urge, however, that an 
opportunity be given to representatives of affected institutions to offer testimony 
before your committee on this matter which is of great importance to them. If 
such an opportunity can be arranged, I shall be glad to inform the institutions 
so that their representatives may appear before your committee at the appropriate 
time. 

Sincerely yours, 
ArTuus 8S. ADAMS, 


HOUSING AND REDEVELOPMENT AUTHORITY 
OF THE CiTy oF St. PAUL, MINN. 
April 9, 1954. 
Hon. Epwarp J. THYE, 
United States Senate, 
Washington, D. C. 

Dear SENATOR THYE: I am advised that the Independent Offices appropria- 
tions bill for fiscal 1955, which recently passed the House, contained the follow- 
ing provision: 

“Provided that no funds in this act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not re- 
stricted to those normally essential for residential! uses.” 

The effect of this proviso would be to prohibit progress payments on capital 
grants during fiscal 1955 to at least: one of our redevelopment projects here in 
St. Paul and probably for both of our projects. This provision would probably 
prohibit the development of our projects in that it would not allow the use of 
the tracts in both projects set aside for school sites and parks, nor would it 
allow the large commercial tract which is located in our western redevelopment 
project. 

Both of our redevelopment projects in St. Paul are under loan and grant 
contract and in the development stages. Our western project, comprising some 
66 acres, is in the land acquisition stages and our authority has acquired approxi 
mately 65 percent of the property at this time. In the eastern project area 
we expect to begin acquisition of property this month. This provision could 
seriously endanger the two projects in St. Paul which are part of the overall 
improvement program of the city in and around the State capitol. If this pro 
vision is not deleted from the appropriations bill, redevelopment projects here 
and in other cities are in serious jeopardy. 

Respectfully yours, 
Nick J. SMirH, Chairman. 
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AMERICAN COUNCIL ON EDUCATION, 
Washington, D. C., April 19, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Office Appropriations, 
Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR SALTONSTALL: At a meeting of the council’s committee on rela- 
tionships of higher education to the Federal Government on April 15, serious 
concern was expressed with regard to a provision in the House version of the 
Independent Offices appropriations bill which prohibits the use by the Housing 
and Home Finance Agency of title I funds for other than residential construc- 
tion. Several urban institutions of higher learning which have projects under 
way that would be barred by this amendment have vresented their cases to our 
committee as has the Association of Urban Universities. On April 8, IT ad- 
dressed a letter to Senator Bridges, which doubtless has been referred to you, 
requesting that representatives of some of these institutions be granted a hearing 
before your subcommittee takes final action on the bill. 

The committee on relationships, in further support of that request, passed a 
resolution at its April 15 meeeing supporting the action of the executive com- 
mittee of the Association of Urban Universities as stated in the letter to you 
from the president, Robert W. Van Houten, dated April 9. We trust that this 
matter will be given very serious consideration by your committee. 

Please call on me if I can be helpful in supplying useful information. 

Sincerely yours, 














ARTHUR S. ADAMS. 


REDEVELOPMENT AGENCY OF THE CITY AND COUNTY OF SAN FRANCISCO, 
San Francisco, Calif., April 14, 1954. 






Mr. Ear. W. CoorPer, 
Care of Senate Committee on Appropriations, 
Washington 25, D. C. 

Dear Mr. Cooper: I am taking the liberty of writing you at the suggestion of 
Mr. Francis V. Keesling, Jr., congressional legislative representative for the city 
and county of San Francisco, with whom I understand you conversed today by 
long-distance telephone. 

The San Francisco Redevelopment Agency is gravely concerned with the pro- 
posal of Congressman John Phillips of California for insertion of a proviso in 
the independent offices appropriation bill for fiscal 1955, which would restrict 
availability of capital grant funds for redevelopment projects and possibly 
jeopardize consummation of numerous projects throughout the country, including 
two in San Francisco. 

In order that the interest of our agency may be made known to all concerned, 
we have prepared the attached statement. We respectfully request that, in the 
due course of committee hearings on this subject, and particularly at the hearing 
of the Independent Offices Subcommittee scheduled for April 21, our statement 
be presented for consideration by the members and incorporation in the record. 
Please believe that we shall be most grateful for your cooperation. 

Yours very truly, 


















Rosert J. Dotan, Director. 









STATEMENT OF THE REDEVELOPMENT AGENCY OF 
FRANCISCO 


THE Crry AND CouNTYy or San 














The Redevelopment Agency of the City and County of San Francisco is gravely 
concerned with the proposal advanced by Hon. John Phillips, Member of Con- 
gress, for inclusion of a proviso in the independent offices appropriation bill for 
fiscal 1955 to the following effect: 

“That no funds in this or any other act shall be available for payment of 
capital grants under any contract involving the development or redevelopment 
of a project for predominantly residential uses unless incidental uses are re- 
stricted to those normally essential for residential uses.” 

It appears to the members of this redevelopment agency that, construed lit- 
erally, said proviso would materially and unnecessarily jeopardize the consumma- 
tion of many worthwhile redevelopment projects, contrary to the prevailing 
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comprehension of the intention of the Congress. It further appears to the mem- 
bers of this agency that Congressman Phillips’ proposal is directed to the cor- 
rectiou of abuses of the National Housing Act’s Title I program, which have oc- 
eurred in jsolated and unusual instances, and which could be obviated in the 
future through measures other than that now under consideration, which would 
unquestionably result in irreparable damage to the Nation’s redevelopment 
program 

Therefore, the redevelopment agency respectfully urges that said proposed 
proviso of Congressman Phillips be eliminated from the independent offices ap 
propriation bill for fiscal 1955, in the best interests of the national slum clearance 
and urban redevelopment program. 


New York, N. Y., April 12, 1954. 
Senator LEVERETT SALTONSTALL, 
Senate Office Building: 
We earnestly urge the defeat of the so-called Phillips rider to the independent 
offices bill which would endanger the New York Coliseum. 
JOHN E. GANNON, 
Paecutive Vice President, 
j2d Street Mid-Manhattan Association. 


New York, N. Y., April 14, 1954. 


Hon. LEVererr SALTONSTALL, 
Chairman, Subcomittee on Appropriations, 
Senate Office Building: 

This association joins with other New York City groups in recommending to 
your committee that the so-called Phillips rider to independent offices bill be 
killed and that Federal grant to permit construction of New York Coliseum be 
reestablished. The coliseum is a worthy project and is badly needed by thousands 


of visitors and delegates from all over Nation. To interfere with its construction 
now after all contracts have been signed would in our opinion be unfair. 


JaMes W. DANany, 
Vice President, West Side Association of Commerce, Inc. 


NEw York, N. Y., April 9, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Housing Senate Committee on Appropriations, 
Senate Office Building, Washington, D. C.: 

Strongly urge that Senate remove restrictive language in appropriations bill 
concerning title I of the National Housing Act. I disagree on point that other 
incidental uses must be those normally essential for residential use. Robert 
Moses, chairman of New York City Slum Clearance Committee, should be upheld 
and permitted to develop title I projects which the slum clearance committee 
believe are in the best interests of the city of New York and which are approved 
by the city. Title 1 of the Housing Act can go a long way toward rebuilding 
the cities of America if it is not restricted by a narrow point of view imposed 
by congressional act. It must be a local program responsive to local needs, leader- 
ship, and resourcefulness. Again I urge that the crippling language be removed 
trom the independent offices appropriation bill. 

Pau. TISHMAN, 
President, Paul Tishman Co., Ine. 


APRIL 11, 1954. 
Senator LEveRETT SALTONSTALL, 
Washington, D.C 


DEAR SENATOR SALTONSTALL: I hope sincerely that when the bill comes up in 
Congress regarding the rider which has been attached to an appropriation bill to 
block Federal assistance for any improvement which includes nonresidential 
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plans that you and a majority of Senators will eliminate this rider. I am 
thinking specifically of the New York Coliseum and many other developments 
which are most certainly connected with slum clearance. 

Sincerely, 


Dorotuy Cox, 
Howell Street, Lawrence, Masa. 


ASSOCIATION OF URBAN UNIVERSITIES, 

OFFICE OF THE PRESIDENT, 
NEWARK COLLEGE OF ENGINEERING, 
Newark, N.J., April 9, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices Appropriations, 
Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 


Dear Sir: The executive committee of the Association of Urban Universities 
hereby registers opposition to the independent offices appropriation bill amend- 
ment, initiated by Congressman Phillips, which may be interpreted to exclude 
college and university participation in redevelopment projects under title I of 
the Federal Housing Act. 

The association is composed of 77 colleges and universities in the large urban 
centers. These institutions enroll 25 percent of the college students of the 
Nation. 

In meeting the demands upon them for expansion of plant to care for present 
and future needs, urban colleges and universities should not be excluded from 
participation in redevelopment projects under the Federal Housing Act when 
local planning indicates their inclusion is advantageous to the community and 
the project concerned. 

Examination of instances of inclusion of educational institutions in urban 
redevelopment establishes beyond doubt that the Phillips proposal is an 
unwarranted restriction on sound and effective local planning and an unneces- 
sary handicap to the essential development of colleges and universities in urban 
centers which at present are or in the future may be concerned with projects 
under the Federal Housing Act. 

1 respectfully request that you bring this communication or its substance to 
the attention of your subcommittee. 

Yours truly, 
Rosert W. Van HOUTEN, 
President, Association of Urban Universities 
(For the Executive Committee of the Association). 


New YorK CONVENTION AND Visitors Bureav, INc., 
New York, N. Y., April 9, 1954. 
Hon. LEVERETT SALTONSTALL, 
Member, United States Senate, 
Washington, D.C. 


DEAR SENATOR SALTONSTALL: Enclosed are copies of the articles which appeared 
in the New York Times and the New York Daily Mirror concerning the rider 
placed on the independent offices bill by Congressman Phillips which will limit 
severely the slum-clearance program in New York City and elsewhere. 

These articles reprsent the view of the business people of New York and I 
therefore thought you would like to have them before a decision is reached on 
the matter. 

Sincerely yours, 
BERNARD F. GIMBEL. 
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SenaTeE Urcep To Kitt House APPROPRIATIONS COMMITTEE RipER THAT CANCELS 
Grant For New York City’s CoLtiseuM 


[Editorial page of the New York Daily Mirror, April 8, 1954) 
COLISEUM TROUBLEMAKERS 


The coliseum at Columbus Circle is in jeopardy because of opposition steamed 
up against it in Congress by elements in this city which should have the city’s 
best interests at heart, but which apparently do not. 

Everyone knows the importance of the coliseum to New York City. It is 
only vital. It has been needed for years. It will give us the opportunity 
greatly to expand one of our most valuable assets, namely the $200-million-a-year 
tourist and convention business. 

The project was fought through the State courts and sustained. 

It was approved by the Federal Government and on January 13, 

Housing and Home Finance Agency granted the city an allocation of $5,{ 
under title 1 of the Housing Act of 1949. 

A contract was signed. Robert Moses, as chairman of the New York Committee 
on Slum Clearance Plans, represented the city in the negotiations, and Raymond 
M. Foley, then HHFA Administrator, represented the Federal Government. 

The Triborough Bridge and Tunnel Authority, of which Moses also is chairman, 
is now ready to go ahead with construction—in fact, Moses is determined to hold 
the ground-breaking ceremonies next week. 

Now comes the monkey wrench. We find one of Henry Luce’s editors (Time, 
Life, Fortune, ete.) scurrying around, raising technicalities, writing Congressmen 
and others—all with the intent of knocking out the Federal housing grant which 
makes it possible to bring the coliseum out of the dream stage. 

This person signs himself as “associate news editor” of Luce’s Architectural 
Forum, represents at best special interests or individuals with a gripe, and is a 
real busybody in spearheading opposition to the coliseum. 

At any rate, the monkey wrench has now been planted by the House Appropria- 
tions Committee. It’s in the form of a rider to a money bill. Said rider would 
kill the grant to New York—notwithstanding the contract signed in good faith 
and the work that has progressed on the basis of that contract. 

This rider must be eliminated. New York’s congressional delegation must be 
alerted to its dangers. New York's Senators Lehman and Ives should intercede 
with Senators Styles Bridges and Leverett Saltonstall, of the Senate Appropria- 
tions Committee, to plead New York City’s interests against the unwarranted 
interference of self-seeking busybodies. 


[Editorial page the New York Times, Thursday, Apr. 8, 1954] 
CONGRESS AND THE COLISEUM 


The Housing Act of 1949, through title I, offered Federal financial help to local 
communities “in eliminating their slums or blighted areas and in providing 
maximum opportunity for the redevelopment of project areas by private enter- 
prise.” In the case of the long-needed Columbus Circle Coliseum in this city, 
the Triborough Bridge and Tunnel Authority believes it has met the terms by 
allotting 51 percent of the project area to privately built housing and reserving 
49 percent for the coliseum. Although the authority is a quasi-governmental 
agency, the purpose of the coliseum itself is essentially to serve private enter- 
prise, through providing large space unavailable elsewhere for trade exhibits, 
conventions, and so on. Through drawing large attendance to such displays 
and meetings the whole business community of New York would be served. 

300d city planning requirse wise partition of space to residence, business, and 
industry. It would certainly be a short-sighted, ill-advised move for Congress 
now to begin dictating to cities the exact use to which all space cleared under 
title I was to be put. The local community is the best judge of what use shall be 
made of newly cleared area, and in view of the extent and continuing growth 
of this city’s slums it would be most improvident to insist on a rigid pattern that 
allowed no exercise of judgment. No voice is raised against the need of a coli- 
seum as such. One reason adding urgency to the need now is that the Federal 
Government itself has recently taken over the only other convenient large 
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exhibition space—the Grand Central Palace—for housing internal revenue of- 
fices. Is Congress itself, by legislaticg new, retroactive housing policy in an 
appropriation bill, now to deliver a death blow to the coliseum, just as large-scale 
demolition and excavation are about to begin next Monday ? 

This coliseum and housing project was approved by Federal authority over 
a year ago. There is a contract. It is up to the Senate to see to it that no 
unjust, unwise, after-the-fact revision of policy destroys the labor of years in 
getting this project under way. 


EXpGEWOOp REFORMED CHURCH, 
Brooklyn 19, N. Y., April 8, 1954. 
United States Senator LevereT?T SALTONSTALL of Massachusetts : 

April 1, 1954, ground-breaking ceremonies were scheduled for the proposed 
New York Coliseum at Columbus Circle. Again the date has been changed. To 
Mr. Robert Moses, chairman of the Triborough Bridge and Transit Authority, 
goes the rather dubious distinction of having engineered the project by legal 
circumspection and deceit. Not only has Mr. Moses, in what alone can be called 
a personal triumph, subverted the land rights of private property owners through 
the excuse of so-called eminent domain and delivered them to private individuals 
for the latter’s personal profit and gain but he has as well apparently grossly 
misrepresented the purpose of the structure in applying for Federal aid under 
title I of the Housing Act of 1949. Now we learn through the diatribe of Mr. 
Alfred M. Frankfurter, editor of Art News, that the contemplated design of the 
structure is “quaintly antiquarian.” 

Of the 6.382 acres groomed for the coliseum, only 2 percent of that area can 
be called a slum. The Housing Act of 1949 requires that 51 percent of the area 
be used for housing. To accomplish his purpose Mr. Moses agreed to allow 
18,000 square feet to be used for garage space. Rental per room in the planned 
housing area is estimated at $50 to $60 a room. Through all of this the Federal 
Government has been hoodwinked into granting $6 million through the Hous- 
ing and Home Finance Agency, Division of Slum Clearance and Urban Rede- 
velopment for “slum clearance.” What price mockery. 

In a taxpayers action in the State Supreme Court system it was sought to 
get an injunction preventing Mr. Moses from proceeding with the coliseum which 
he has been erecting in the name of slum clearance. ‘he State court of appeals 
by a divided court ruled against the injunction. It is noteworthy, however, to 
read the language of one of the dissenting judges: “If the main purpose of com- 
bining these two areas is not slum clearance but merely to lend color to the ac- 
quisition of land for a eoliseum under the guise of a slum-clearance project, 
then the combined project is not authorized by statute. * * * In that event the 
courts would not be invading the administrative province but performing their 
duty in limiting administration officials, capable and public spirited as they may 
be, to spending public money for purposes authorized by law.” 

Currently an application for certiorari has been made to the Supreme Court of 
the United States. Should that be granted and the Court then rules favorable, 
we may yet prevent the continuance of this “slum-clearance hoax.” 

Mr. J. W. Follin, Director of Housing and Home Finance Agency, Division of 
Slum Clearance and Urban Redevelopment, in a letter on this matter said, 
“Although some evidence was submitted by the city showing that the area was 
also predominately residential in character, apparently additional necessary 
data to support a finding of that nature were not submitted, presumably because 
of the time and expense involved in assembling such data, and no determination 
was made (nor was such determination required in the circumstances) as to the 
residential character of the project area.” 

In another portion of his letter he states, “The Division of Slum Clearance 
and Urban Redevelopment, prior to my appointment as Director, made a deter- 
mination upon the basis of data submitted and representation made by the city 
that the reuse of the area was to be for predominantly residential uses,” 

Obviously, Mr. Moses, by legal legerdemain, has succeeded in duping the Fed- 
eral Government into giving him $6 million in the name of slum clearance toward 
the building of a slum clearance residential project and in this spirit he proceeds 
to attach an apartment-house project to rent at $50 to $60 a room, to the Coliseum, 

This type of misuse of both Federal funds and of the exercise of eminent do- 
mnain should be abruptly curtailed. If this establishes a precedent, Mr. Moses 
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can now come in and blight an entire area where he feels that one of his pet 
projects may be benefited. 

It is hoped that the Senate will rectify this inequity, in the face of the fact 
that last week Congress voted that the grunt of $6 miilion to New York City for 
Federal slum clearance will be canceled unless plans for a public Coliseum at 
Columbus Circle are eliminated from the project 


FRANK Prer BEAL, 
President, County Council of the City of New York, Inc 


EpGeEwoop REFORMED CHURCH, 
Brooklyn 19, N. Y., January 20, 1954. 
President Dwicut LD. E1IseENHOWER, 
Washington, D. OC. 
(Attention of Mr. J. W. Fullin, Director, Housing and Home Finance 
Agency.) 

DEAR PRESIDENT EISENHOWER: Receipt of my letter of November 23, 1953, to 
you was acknowledged by your Housing Director on December 28, 1953 

It would be of more interest to the public (when I publicize both letters) were 
it not that it is an attempted brushoff. 

Were the contents of my letter not worthy of an earlier answer? 

Millions of dollars of both Federal and city are at stake. The constitutional 
rights afforded property owners are ruthlessly ignored: the law itself misin- 
terpreted and the blame is attributed to the previous administration. 

Why do you suppose we took the matter up with you? Because we knew and 
had every reason to believe you would not allow such legal larceny as is boldly 
evident in the final decision of the two dissenting judges, Judge Stanley H. Fuld 
and Justice John Van Voorhis. 

No single item consummated, though not begun under your administration, is 
as damning to your future as is this single illustration of circumventing the 
title L, FHA law, which requires a certain percentage of land to be slum clearance 
before Federal aid is permitted. 

The door is open under your administration for a gross miscarriage of justice 
which will boomerang when least desired. 

Sincerely yours, 
Chaplain FrRaNK PEER BEAL. 


NEW YORK CONVENTION AND VIStTORS BUREAU, INC. 
New York 22, N. Y., April 9, 1954. 
Hon. STYLES BRIDGES, 
Vember, United States Senate, Washington, D.C. 

Dear SENATOR Bripees: Enclosed are copies of the articles which appeared 
in the New York Times and the New York Daily Mirror concerning the rider 
placed on the independent offices bill by Congressman Phillips which will limit 
severely the slum-clearance program in New York City and elsewhere. 

These articles represent the view of the business people of New York and I 
therefore thought you would like to have them before a decision is reached on 
the matter. 

Sincerely yours, 
BERNARD F. GIMBEI 


{ Editorial page of the Daily Mirror, New York, Thursday, April 8, 1954] 


SENATE Urcep To Kitt House APPROPRIATIONS COMMITTER Riper THAT CANCELS 
FRANT FOR New York Crry’s CoL_iseum 


CoL_isEUM TrousLE MAKERS 


The coliseum at Columbus Cirele is in jeopardy because of opposition steamed 
up against it in Congress by elements in this city which should have the city’s 
best interests at heart, but which apparently do not. 

Everyone knows the importance of the coliseum to New York City. It is 
only vital. It has been needed for years. It will give us the opportunity 
greatly to expand one of our most valuable assets, namely the $200 million-a-year 
tourist and convention business. 
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The project was fought through the State courts and sustained. 

It was approved by the Federal Government and on January 13, 1958, the 
Housing and Home Finance Agency granted the city an allocation of $5,919,523 
under title 1 of the Housing Act of 1949, 

A contract was signed. Robert Moses, as chairman of the New York Committee 
on Slum Clearance Plans, represented the city in the negotiations, and Raymond 
M. Foley, then HHFA Administrator, represented the Federal Government. 

The Triborough Bridge and Tunnel Authority, of which Moses also is chairman, 
is now ready to go ahead with construction—in fact, Moses is determined to hold 
the ground-breaking ceremonies next week. 

Now comes the monkey wrench. We find one of Henry Luce’s editors (Time, 
Life, Fortune, etc.) scurrying around, raising technicalities, writing Congressmen 
and others—all with the intent of knocking out the Federal Housing grant which 
makes it possible to bring the coliseum out of the dream stage. 

This person signs himself as “associate news editor” of Luce’s Architectural 
Forum, represents at best special interests or individuals with a gripe, and is a 
real busy boy in spearheading opposition to the coliseum. 

At any rate, the monkey wrench has now been planted by the House Appropria- 
tions Committee. It’s in the form of a rider to a money bill. Said rider would 
kill the grant to New York—notwithstanding the contract signed in good faith 
and the work that has progressed on the basis of that contract. 

This rider must be eliminated. New York's congressional delegation must be 
alerted to its dangers. New York’s Senators Lehman and Ives should intercede 
with Senators Styles Bridges and Leverett Saltonstall, of the Senate Appropria- 
tions Committee, to plead New York City’s interests against the unwarranted 
interference of self-seeking busybodies. 


[Editorial page, the New York Times, Thursday, April 8, 1954] 
CONGRESS AND THE COLISEUM 


The Housing Act of 1949, through title I, offered Federal financial help to lo- 
cal communities “in eliminating their slums or blighted areas and in providing 
maximum opportunity for the redevelopment of project areas by private enter- 
prise.” In the case of the long-needed Columbus Circle Coliseum in this city 
the Triborough Bridge and Tunnel Authority believes it has met the terms by al- 
lotting 51 percent of the project area to privately built housing and reserving 49 
percent for the coliseum. Although the authority is a quasi-governmental agen- 
cy, the purpose of the coliseum itself is essentially to service private enterprise, 
through providing large space unavailable elsewhere for trade exhibits, con- 
ventions and so on. Through drawing large attendance to such displays and 
meetings the whole business community of New York would be served. 

Good city planning requires wise partition of space to residence, business, and 
industry. It would certainly be a shortsighted, ill-advised move for Congress 
now to begin dictating to cities the exact use to which all space cleared under 
title I was to be put. The local community is the best judge of what use shall 
be made of newly cleared area, and in view of the extent and continuing growth 
of this city’s slums it would be most improvident to insist on a rigid pattern 
that allowed no exercise of judgment. No voice is raised against the need of a 
coliseum as such. One reason adding urgency to the need now is that the Fed- 
eral Government itself has recently taken over the only other convenient large 
exhibition space—the Grand Central Palace—for housing internal revenue offices. 
Is Congress itself, by legislating new, retroactive housing policy in an appro- 
priation bill, now to deliver a death blow to the coliseum, just as large-scale 
demolition and excavation are about to begin next Monday? 

This coliseum and housing project was approved by Federal authority over a 
year ago. There is a contract. It is up to the Senate to see to it that no unjust, 
unwise, after-the-fact revision of policy destroys the labor of years in getting 
this project under way. 


Rerar. Dry Goops ASSOCIATION, 
New York, N. Y., April 9, 1954. 
Senator Leverett SALTONSTALL, 
Chairman, Senate Subcommittee on Appropriations, 
Senate Office Building, Washington, D. C. 
Dear Str: I am advised that a rider added by Congressman Phillips of Cali- 
fornia to the independent offices bill, which appropriates funds under title I 
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of the Housing Act of 1949, would prohibit appropriations for the New York 
Columbus Circle project. 

New York City retail sales for the last 2 years have lagged behind the rest 
of the United States, and it is the belief of our members that this project would 
materially stimulate business in New York. 

Therefore, we most earnestly request that you use your good efforts to urge 
the defeat of the so-called Phillips rider to the independent offices appropriation 
bill. 

Most respectfully yours, 
Joun C. MESSER, Secretary. 


ASSOCIATION OF URBAN UNIVERSITIES, 

OFFICE OF THE PRESIDENT, 

NEWARK COLLEGE OF LE, NGINEERING, 
Newark, N. J., April 9, 1954 
Senator Leverett SALTONSTALL, 
Chairman, Subcommittee on Independent Offices Appropriations, 
Senate Appropriations Committee, Senate Office Building, 

Washington, D. C. 

Dear Str: The executive committee of the Association of Urban Universities 
hereby registers opposition to the independent offices appropriation bill amend- 
ment, initiated by Congressman Phillips, which may be interpreted to exclude 
college and university participation in redevelopment projects under title I of 
the Federal Housing Act. 

The association is composed of 77 colleges and universities in the large urban 
centers. These institutions enroll 25 percent of the college students of the 
Nation. 

In meeting the demands upon them for expansion of plant to care for present 
and future needs, urban colleges and universities should not be excluded from 
participation in redevelopment projects under the Federal Housing Act when 
locr 1 planning indicates their inclusion is advantageous to the community and the 
project concerned. 

Examination of instances of inclusion of educational institutions in urban 
redevelopment establishes beyond doubt that the Phillips proposal is an unwar- 
ranted restriction on sound and effective local planning and an unnecessary 
handicap to the essential development of colleges and universities in urban 
centers which at present are, or in the future may be, concerned with projects 
under the Federal Housing Act. 

I respectfully request that you bring this communication or its substance to 
the attention of your subcommittee. 

Yours truly, 
Rorert W. VAN Hovren, 
President, Association of Urban Universities, for the Executive 
Committee of the Association, 





SILBERMAN & GRANT, 
ATTORNEYS AT LAw, 
New York, N. Y., April 12, 1954. 
Senator LEvERETT SALTONSTALL, 
Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 
GENTLEMEN: Please register our protest against the Phillips rider to the 
independent offices appropriation bill. 
Very truly yours, 
SILBERMAN & GRANT, 
By Davin SILBERMAN. 





Housing ASSOCIATION OF METROPOLITAN Boston, 
Boston, Mass., April 12, 195.5. 
Hon, LEVERETT SALTONSTALL, 
Senate Office Building, Washington, D. C. 


Dear SENATOR SALTONSTALL: The New York Times of Saturday, April 10, on 
page 1 reports that the independent offices appropriation bill contains a rider of 
Congressman John Phillips seemingly aimed at Federal slum-clearance money 
being devoted to projects not essentially residential. 
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The indication is that slum clearance with subsequent devotion of land use 
to commercial redevelopment may well be blocked. This would put to nought 
the work of the Massachusetts Legislature which last year liberalized our urban 
redevelopment laws to permit such rebuilding of sick areas in our cities. In the 
enactment of this revision of our law, this association had the benefit of coopera- 
tion from life-insurance companies and banking groups who felt that free enter- 
prise might well undertake active concern with advancement of the public pur- 
poses inherent in the 1949 and 1950 congressional legislation for slum clearance 
and large-scale rebuilding. 

May | ask your good aid in advising whe if the New York Times report is correct 
in its implications and also your further advice how best we can preserve the 
present powers of both the Federal and Massachusetts agencies in this field. 

| understand hearings are to be held on April 21 before the Senate Appropria- 
tions Subcommittee and since I am writing to Mr. Robert Moses to determine his 
policy, please let me know your suggestions within the next few days. 

Sincerely, 


HENRY WISE. 





Housing ASSOCIATION OF METROPOLITAN BOSTON, 

14 Somerset Street, Boston 8, Mass., April 12, 1954. 

DEAR SENATOR SALTONSTALL: The Phillips amendment is very important in 
that, if passed, it may detrimentally affect the project of the Sommerville Hous- 
ing Authority recently approved by the Housing and Home Finance Agency, 
which project involves large-scale commercial redevelopment and which is, I 


believe, the pilot effort in this field under title 1 of the Federal Housing Act. 
Very truly yours, 


Henry Wise, Chairman. 


NorDLINGER, RIEGELMAN, BENETAR & CHARNEY, 
120 Lexington Avenue, New York 17, N. Y., April 8, 1954 
Hon. LEVERETT SALTONSTALL, 
Senate Office Building, Washingion 25, D. C. 


My Drar SENATOR SALTONSTALL: Those of us who are interested in the redevel- 


opment of southwest Washington, D. C., are greatly concerned about the Phillips 
amendment. 

Despite disclaimers on the floor of the House, the language is broad enough to 
wreck the Webb & Knapp plan which has met with so much general approval in 
Washington and throughout the Nation, 

It is apparent that the amendment is aimed at the coliseum redevelopment in 
New York City. I believe that this is a worthwhile reclamation of a blighted 
area. But even if it were not, the amendment could seriously affect redevelop- 
ment programs all over the country. 

The amendment appears to identify redevelopment with housing. There is 
usually, but not necessarily, a relationship between the two. But the main 
object of title I is to promote the elimination of blighted areas. The amendment 
can block those projects which should include beacon features or connecting links 
so often necessary to give iife to the reclaimed areas and integrate them with 
the rest of the community. 


I am hopeful that the amendment will not be pressed in its present form. 
Sincerely, 


Haro_p RmeGeELMAN. 


New York, N, Y., April 8, 1954. 
Senator LEVERETT SALTONSTALL, 
Subcommittee on Independent Offices Appropriations, 
Nenate Appropriations Committee, 
Senate Office Building, Washington, D. C.: 

On behalf of New York University I strongly urge you and your subcommittee 
to defeat the Phillips amendment which has been attached to the independent 
offices appropriations bill which is now before your subcommittee. This amend- 
ment if permitted to remain may be interpreted to exelude educational or civic 
improvements in connection with slum clearance projects. This would be a 
serious blow to sound plans for urban redevelopment and would seriously curtail 
the usefulness of the Federal Housing Act of 1949. 


Henry T. HEALD, 
Chancellor, New York University. 
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New YorK UNIVERSITY, 
OFFICE OF THE CHANCELLOR, 
Washington Square, New York 3, N. ¥., April 5, 1954. 
Senator STYLES BRIDGES, 
Chairman, Appropriations Committee, United States Senate, 
Senate Office Building, Washington 25, D. C. 

DEAR SENATOR Brivces: I aim informed that the amendment adopted as a rider 
to the independent offices appropriation bill in the House of Representatives 
would prevent slum clearance projects under the title I provisions of the National 
Housing Act of 1949 which combine residential use and other public purpose uses. 

This provision seems to me to be thoroughly undesirable from the standpoint 
of the overall objectives to be achieved in slum-clearance programs in American 
cities. 

I have had considerable personal experience in slum clearance and redevelop 
ment in Chicago and New York City, and I know how important it is for slum 
clearance projects to include public purposes other than residential use. 

Several very desirable projects in New York City are planned on the basis 
of combined use, including one in the Washington Square area of New York City 
in which New York University has been greatly interested. In this case and in 
others, the housing objectives can be better attained by anchoring the project 
to an educational or civic use. 

Any provision of the law which would make this impossible is, in my opinion, 
wrong in principle and will work a great handicap on the redevelopment of our 
cities and should be opposed as contrary to the best interests of the Nation. 

Sincerely yours, 
Henry T. HEALD, Chancellor 


BALTIMORE, Mp., April 20, 1954 
Hon. STYLES BRIDGES, 
Chairman of Appropriations Committee, 
Senate Office Building: 

Our organization endorsed the plan for 16 acres to be developed for a State 
office building but objected to having additional money spent to wreck the other 
part of redevelopment area 12 which consists of well-built houses 

Mount VeRNON District IMPROVEMENTS ASSOCIATION, 
Harvey Davis, Vice President 


APRIL 16, 1954 
Re independent offices appropriation bill 
SENATE APPROPRIATIONS SUBCOM MITTEE. 

GENTLEMEN: I write you with reference to the rider to the independent offices 
appropriation bill proposed by Representative Phillips 

I am an ex-GI having spent 4 years in the Navy. I am in business with my 
family and we have small factory in the area called Fort Green Slum Clearance 
This area was recently condemned through the vigilant and political efforts of 
William Zeckendorf and other interested persons by as close a vote as 5 to 4 in 
the Board of Estimates of City of New York. 

This area is roughly about 15 to 20 city blocks in downtown Brooklyn area sur 
rounding the Brooklyn Paramount Theater, in which building William Zecken 
dorf, the eminent realtor and head of Webb & Knapp, and also chairman of the 
alumni of Long Island University, has his college housed. The area consists of 
mostly small factories, stores, and some homes. The area was always classified as 
factory area until about a year before the maneuvering for condemnation started 
it was reclassified. 

According to the condemnation plans, the area is to be divided as follows: 
About one-half the area is to be used as campus for Long Island University, a 
private institution and whose reputation is not of the best with basketball 
scandal. Nontaxable area as a campus. A portion is to be used as an extension 
to Brooklyn Hospital, also a private institution and nontaxable. The third por 
tion for two new apartment houses. And then about a dozen or so factories and 
buildings scattered through the area will remain intact as is—I suppose personal 
friends of his eminence Mr. Zeckendorf or people with political affiliations. 
Originally the whole area was to be torn down but people were reached. Anyhow 
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certain buildings will remain. To quote, “It must be borne in mind that the whole 
theory of slum clearance is the redevelopment of the whole area and not just 
one facility.” 

To continue, the Brooklyn Hospital needs space across the street like I need 
a hole in the head. Before condemnation idea started the hospital was to 
occupy the Raymond Street Jail, which is alongside hospital and is to be 
torn down just as soon as new jail is completed, which is now about one-half 
completed on Atlantic Avenue. However, to push condemnation bill through, 
just a mere campus and couple of houses would not carry enough weight for 
public sentiment so “Hospital is crowded and needs expansion” campaign 
started. Of course, no mention was made of jail space hospital had already 
figured and was allocated. In addition, the space occupied by the now Raymond 
Street Jail would fit in neatly with plans for two new apartment houses. Space 
is needed. 

The Government is spending millions, the city millions, and these slick oper- 
ators and others throughout the city and country are getting good, valuable 
real estate for practically nothing. They could never even hope to buy it, let 
alone try, for it would cost them 10 to 20 times more. The slum-clearance gim- 
mick is latest since the 608’s perished for realty operators. 

Slum clearance is an excellent and marvelous cause if used honestly—not as 
a ruse for realty sharks to wangle through their local politicians with aid of 
Uncle Sam’s millions and city’s millions to pick up valuable real estate for a 
song. The city is loaded with slums, crowded and overcrowded ghettos, but 
they would not be appropriate for a campus, and you may not be able to get 
$40 and $50 per room. 

A close checkup on this whole slum-clearance business may show scandal 
and corruption worse than FHA investigation now. Thank you. 


Prooxiyn, N. Y., April 16, 1954. 
THIon. LEVERETT SALTONSTALL, 
Chairman, Senate Appropriations Committee. 

My Dear Senator: I am enclosing herewith an editorial which appeared a few 
evenings ago in the Brooklyn Eagle, registering its protest against favorable 
action on the rider attached to the independent appropriation bill. 

There is nothing I can add to the editorial in question, which so forcefully 
expresses the injury which would be wrought to many projected improvements 
in Brooklyn were this rider to be enacted into law, except to enter my strong 
protest and implore the committee of which you are chairman to report unfavor- 
ably upon it. 

Assuring you I will be appreciative of any action taken by your committee 
which will not deprive Brooklyn of the much-needed improvements which will 
accrue to it should this rider be deleted from the bill referred to, I am 

Very truly yours, 
JAMES F. Dunte. 


[Brooklyn Eagle, Monday, Apr. 12, 1954] 


Must Kitt SNEAK Hovusine River To SAve SLUM-CLEARANCE PLANS 


Brooklyn is deeply interested in the fight to kill the rider which was tacked 
on at the eleventh hour to the independent offices appropriation bill relating to 
the housing and home finance agency before it passed the House. 

Putting aside the point of the methods pursued to kill a program of great 
importance to Brooklyn and the whole city of New York, we wish to register 
again our strong approval of the whole idea of title 1 of the National Housing 
Act under which vast slum clearance projects by private capital are made possi- 
ble with Federal and city aid. 

The rider of Representative John Phillips, Republican of California, is de- 
scribed as saying in effect that the Federal Government will permit the clearing 
of slums provided the project does not include any nonresidential plans. 

However, the best brains hereabouts have so far been unable to figure any 
other way to get a lot of private and public money working together on any 
practical large-scale plans of this sort. 

So the plain fact of the matter is that if the Phillips rider is not killed by the 
Senate, a group of such projects hereabouts involving the use of over $50 million 
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of Federal money and over $25 million of municipal funds and about $250 mil- 
lion in private investments will be as dead as the proverbial doornail. 

It would be a major tragedy. First, for the thousands of the por who would be 
deprived of being rescued frm the misery of living in filthy, disease-ridden old 
slums. Second, for the city and its people as a whole who then could not get rid 
of these eyesores and have them replaced by decent, modern dwellings. Third, 
for the city and its people as a whole who then could not secure such beneficial 
improvements as the building of the Columbus Circle Coliseum in Manhattan 
and expansion of Long Island University, Brooklyn Hospital, and Pratt Institute 
in Brooklyn growing out of the slum clearance plans themselves. 

The move to put across the Phillips rider looks like pretty dirty business. 
It seems to be based primarily on the coliseum project which is the best move 
that has ever been undertaken to bring big conventions and exhibitions to New 
York City. The coliseum is in the interest of hotels, restaurants, stores, amuse 
ment centers of all sorts, in fact practically every kind of business in the city 
Are opponents of the plan anxious to hurt New York business and help that of 
rival cities who might stand to lose by many big conventions shifting from there 
to New York? 

The advantages of the Brooklyn projects to our huge community on this side of 
the East River are also large, numerous, and obvious. 

We congratulate the city construction coordinator for leading the fight against 
the rider. Anyone interested in the welfare of Brooklyn and the city as a whole 
should protest to the Senate Appropirations Committee, Senator Leverett Salton- 
stall, chairman, Senate Office Building, Washington, D. C. 


THE New York TIMEs, 
New York, April 16, 1954 
Senator LEVERETT SALTONSTALL, 
Chairman, Senate Appropriations Subcommittee on Independent Offices, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR SALTONSTAALL: I respectfully urge that the Senate Appropria 
tions Committee eliminate the Phillips rider to the independent offices bill. If 
it were not for inescapable commitments during the American Newspaper 
Publishers Association Convention next week, I would have accompanied the 
delegation which will appear before your committee on April 21 to protest 
this rider which jeopardizes New York's vital coliseum and housing project 
at Columbus Circle. As a director of the New York Convention and Visitors 
Bureau, I am especially aware of the importance of the Columbus Circle develop- 
ment plan to the future welfare and prosperity of our city. 

The Housing Act of 1949, through title I, offered Federal financial help to 
local communities in eliminating their slums or blighted areas and in pro- 
viding maximum opportunity for the redevelopment of project areas by private 
enterprise. The coliseum and housing project conforms to the purpose of title I. 
More than half the area is designated for privately built housing and the 
coliseum itself is to be devoted to the service of private enterprise by pro- 
viding exhibit and convention space not now available in the largest city in 
the Nation. 

The Phillips rider really legislates a new, retroactive housing policy in an 
appropriations bill. By stipulating that projects under title I must be pre- 
dominantly and essentially residential, the rider destroys the established prin- 
ciple that the local community is the best judge of what use is being made of 
newly cleared areas. After all, good city planning requires wise allocation 
of space to residents, to business, and to industry, and it seems ill-advised, 
indeed, for Congress to dictate the exact use to which areas cleared under title I 
must be put. 

The need for the coliseum is urgent, especially since the Federal Govern- 
ment itself recently took over the only other available space—Grand Central 
Palace—for internal-revenue offices. The Phillips rider, if permitted to remain 
in the appropriations bill, will destroy the labor of years in getting an impor- 
tant project underway, after all the interests concerned have come to an agree- 
ment and after approval of Federal authority over a year ago. 

I sincerely hope that your committee will remove the potential injustice 
threatened by the Phillips rider. 

Faithfully, 
JuLiIus Ocus ADLER. 
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New York, N, Y., April 20, 1954. 
Senator L&VERETT SALTONSTALL, 
Senate Appropriations Committee, Senate Office Building: 


I wish to protest the destructive rider attached to the independent offices 
appropriations bill item relating to the Housing and Home Finance Administra- 
tien. by Congressman Phillips of California. 

This rider, if enacted, will end all title I slum-clearance projects in New York 
City and will jeopardize the projects already officially approved. This will be 
a serious blow to the Nation and particularly to the Borough of Manhattan. As 
the elected head of this borough of 2 million residents, | urgently request that 
your subcommittee disapprove the Phillips rider. 

HuLAN B. Jack, 
President, Borough of Manhattan, City of New York. 


BALTIMORE, Mp., April 20, 1954. 
Senator LEveRerT SALTONBTALL, 
Senate Appropriations Committee: 

Proviso in independent offices appropriation restricting use of slum-clearance 
funds in residential redevelopment projects could seriously threaten Baltimore’s 
carefully planned program to eliminate its slums and blight. We, therefore, urge 
its deletion. 

FRANCES H. Morton, 
Erecutive Secretary, Citizens Planning and Housing Association. 


From: Sitberman & Grant, 150 Broadway, New York 38, N. Y. 
To: Hon. Leverett Saltonstall, Senate Office Building, Washington, D. C. 


{Brooklyn Eagle, Monday, Apr. 12, 1954] 
Musr Kitt SNeak Housine Riper To Save SLUM-CLEARANCE PLANS 


Brooklyn is deeply interested in the fight to kill the rider which was tacked 
on at the 11th hour to the independent offices appropriation bill relating to the 
Housing and Home Finance Agency before it passed the House, 

Putting aside the point of the methods pursued to kill a program of great 
importance to Brooklyn and the whole city of New York, we wish to register 
again our strong approval of the whole idea of title I of the National Housing 
Act under which vast slum-clearance projects by private capital are made pos- 
sible with Federal and city aid 

The rider of Representative John Phillips, Republican, of California, is de- 
seribed as saying in effect that the Federal Government will permit the clearing 
of slums provided the project does not include any nonresidential plans. 

However, the best brains hereabouts have so far been unable to figure any 
other way to get a lot of private and public money working together on any 
practical large-scale plans of this sort 

So the plain fact of the matter is that if the Phillips rider is not killed by the 
Senate, a group of such projects hereabonts involving the use of over $50 million 
of Federal money and over $25 million of municipal funds, and about $250 million 
in private investments will be as dead as the proverbial doornail. 

It would be a major tragedy. First, for the thousands of the poor who would 
he deprived of being rescned from the misery of living in filthy, disease-ridden 
old slums. Second, for the city and its people as a whole who then could not 
get rid of these eyesores and have them replaced by decent, modern dwellings. 
Third, for the city and its people as a whole who then could not secure such 
beneficial improvements as the building of the Columbus Cirele Coliseum in 
Manhettan and exnansion of Long Island University, Brooklyn Hospital, and 
Pratt Institute in Brooklyn, growing out of the slum-clearance plans themselves. 

The move to put across the Phillips rider looks like pretty dirty business. 
It seems to be based primarily on the coliseum project which is the best move 
that has ever been undertaken to bring big conventions and exhibitions to New 
York City. The coliseum is in the interest of hotels, restaurants, stores, amuse- 
ment centers of all sorts, in fact practically every kind of business in the city. 
Are opponents of the plan anxious to hurt New York business and help that of 
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rival cities Who might stand to lose by many hig conventions shifting from there 
to New York? 

The advantages of the Brooklyn projects to our huge community on this side 
of the East River are also large, numerous, and obvious 

We congratulate the city construction coordinator for leading the fight against 
the rider. Anyone interested in the welfare of Brooklyn and the city as a whole 
should protest to the Senate Appropriations Cemmittee, Senator Leverett Saiton 
stall, chairman, Senate Office Building, Washington, D. © 


New York World-Telegram and Sun, Monday, April 12, 1054 


BUILD THE COLISEUM 


Let's have no more nonsense to postpone the construction of the Columbus 
Circle Coliseum. The proposed auditorium was a community necessity when it 
was first proposed several years and a few score court actions ago. It is even 
more important now, with the growth of this city’s valuable convention and 
tourist business. 

It’s fantastic that New York, the greatest city in the world, has had to play 
second fiddle for so long to communities one-tenth its size in providing conven 
tion facilities. The new coliseum will remedy that serious shortcoming 

The diehards opposing the project have had their day in court and then some 
They have been turned down at every step including rejection of their case by the 
Supreme Court. 

Now they want the Federal Government to welsh on its contract with the city 
Funds have already been authorized under title I of the United States Housing 
Act. But the anticoliseum lobby is pressuring Congress to pass an appropriation 
bill rider that would knock out the grant. 

The rider is of questionable legality considering that a contract has already 
been signed. If adopted, it would scuttle a project that is highly in the interest 
of the people of this city. New York’s Representatives and Senators should 
take the lead in getting it eliminated so that the coliseum may proceed without 
further delay. 


Brooxiyn, N. Y., April 12, 1954 
Senator SALTONSTALL, 
Senate Appropriation Committee, 
Washington, D. C. 
DeAR SENATOR: I am in favor of title I housing under the act of July 1949, but 
protest the addition of the Phillips rider which would serve no useful purpose. 
Very truly yours, 
FANNY SILBERMAY 


NEw YOrkK Mrrror, 
New York, N. Y., April 19, 1954. 
Hon, LevERetr SALTONSTALL, 
Senator from Massachusetts, 


Chairman, Senate Appropriations Subcommittee, 
Washington, D.C 


My Drar SENATOR SALTONSTALL: I desire to urge that the so-called Phillips 
rider to the independent offices appropriations bill be killed. I do so as a matter 
both of general and specific principle 

As you know, the Phillips rider is pertinent to vast numbers of slum-clearance 
projects throughout the Nation in the following language: 

“* * * Provided, That no funds in this act shall be available for payment 
of capital grants under any contract involving the development or redevelopment 
of a project for predominantly residential uses where incidental uses are not 
restricted to those normally essential for residential uses.” 

Generally, it is my opinion that very little slim clearance would be accom 
plished if this provision is allowed to remain in the bill. Also, the language of 
the rider is not definitive: it is subject to varied interpretation 

The intent of the Taft-Ellender Housing Act was to clear urban slums and 
not just to replace them with an equal number of housing units, with no regard 
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for proper city planning or the needs of a city as a whole in relation to the 
rehabilitated areas. 

Specifically, the New York Coliseum at Columbus Circle is considered to be 
threatened by the Phillips rider inasmuch as this project is scheduled to obtain 
Federal aid of about $6 million under title 1 of the Housing Act of 1949. 

I need not elaborate upon all the other testimony you will receive about the 
vital importance of the coliseum to New York City. It is also important to com- 
merce throughout the Nation. It is a project which this newspaper has urged for 
many, many years. 

Though a contract exists between the city of New York and the Federal Gov- 
ernment for Federal aid in the coliseum construction, it is still feared that the 
Phillips rider could be the means—or the excuse—for breaching the contract, 

I am sure you will be sympathetic to my fellow New Yorkers and me in our 
plea that the Phillips rider be eliminated. 

I am enclosing for your consideration our most recent editorial on the sub- 
ject of the coliseum and the threat posed by the Phillips rider. 

Respectfully and cordially yours, 

Cuaries B. McCane. 


[Editorial page of the Daily Mirror, New York, Thursday, April 8, 1954] 
COLISEUM TROUBLEMAKERS 


The coliseum at Columbus Circle is in jeopardy because of opposition steamed 
up against it in Congress by elements in this city which should have the city’s 
best interests at heart, but which apparently do not. 

Everyone knows the importance of the coliseum to New York City. It is 
only vital. It has been needed for years. It will give us the opportunity greatly 
to expand one of our most valuable assets, namely, the $200-million-a-year tourist 
and convention business. 

The project was fought through the State courts, and sustained. 

It was approved by the Federal Government, and on January 13, 1953, the 
Housing and Home Finance Agency granted the city an allocation of $5,919,523 
under title 1 of the Housing Act of 1949. 

The contract was signed, Robert Moses, as chairman of the New York Com- 
mittee on Slum Clearance Plans, represented the city in the negotiations; and 
Raymond M. Foley, then HHFA Administrator, represented the Federal Gov- 
ernment. 

The Triborough Bridge and tunnel authority, of which Moses also is chair- 
man, is now rea'y to go ahead with construction—in fact, Moses is determined 
to hold the ground-breaking ceremonies next week. 

Now comes the monkey wrench. We find one of Henry Luce’s editors (Time, 
Life, Fortune, ete.) scurrying around, raising technicalities, writing Congress- 
men and others—all with the intent of knocking out the Federal-housing grant 
which makes it possible to bring the coliseum out of the dream stage. 

This person signs himself as “associate.news editor” of Luce’s Architectural 
Forum, represents at best special interests or individuals with a gripe, and 
is a real busy boy in spearheading opposition to the coliseum. 

At any rate, the monkey wrench has now been planted by the Honse Appro- 
priations Committee. It’s in the form of a rider to a money bill. Said rider 
would kill the grant to New York—notwithstanding the contract signed in good 
faith and the work that has progressed on the basis of that contract. 

The rider must be eliminated. New York’s congressional delegation must be 
alerted to its dangers. New York’s Senators Lehman and Ives should intercede 
with Senators Styles Bridges and Leverett Saltonstall, of the Senate Appro- 
priations Committee, to plead New York City’s interests against the unwarranted 
interference of self-seeking busybodies. 


BattimMore. MpD., April 20, 1954. 
Hon. Leverett SALTONSTALL, 
Chatrman, Subcommittee on Independent Offices, 
Senate Appropriations Committee, 
Senate Office Building: 
Baltimore Redevelopment Commission strongly opposes proviso line 13 through 


18, page 28, H. R. 8583, independent offices appropriations bill as passed by 
House of Representatives reading as follows: 
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“Provided, That no funds in this act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not re 
stricted to those normally essential for residential uses.” 

Enactment of this proviso, which is vague in language, could be so interpreted 
as to nullify effect of existing contracts with Housing and Home Finance 
Agency for Federal aid for Baltimore slum clearance projects and create condi- 
tions which would militate against continuation of slum clearance and urban 
redevelopment program in Baltimore and other cities. It is urgently requested 
that you use your good offices to delete proviso cited above from H. R. 8583. 

CLARK 8. Hospss, 
Chairman, Baltimore Redevelopment Commission. 


New York, N. Y., April 14, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Senate Appropriations Committee, 
Senate Office Building, Washington, D.C.: 

The Commercial Building Owners and Tenants Association of Lower Man 
hattan wishes to record its approval to that portion of H. R. 8583 beginning on 
page 28 and entitled “capital grant for slum-clearance and urban redevelopment.” 

We favor the immediate passage of this bill and especially the portion above 
defined for the following reasons: 

1. This association is active in opposition to the Washington Square southeast 
project in Manhattan, New York City, being projected under title I of the 
Housing Act of 1949. 

2. This project is a perfect example of political irresponsibility existing in 
some large cities of this Nation, where large builders, local private institutions, 
and local political entities, are joined in the granting away of valuable properties 
at the expense of the National Government. 

3. The area encompassed by the Washington Square southeast project consists 
of nine square blocks of concentrated industry. It is planned to grant away 
this area as follows: 

(a) Three valuable square blocks facing Washington Square to be granted 
to a private educational institution at $5 per square foot. 

(6) Six valuable blocks are to be granted to a private builder at $10 per 
square foot for the purpose of constructing a housing development with an 
average rental of $48 per room per month; the lowest-cost apartment with no 
bedroom renting at a minimum of $110 per month. 

4. This project would affect the community as follows: 

(a4) Would destroy 4,700,000 square feet of valuable industrial space. 

(0) Would displace 1,100 small industrial establishments producing goods to 
the value of $200 million annually. Approximately 70 percent of these firms 
would be forced out of business due to the financial hardship caused by the 
moving of industrial machinery. 

(c) Would displace and add to the unemployed 15,000 workers and destroy an 
annual payroll of over $46 million. 

(d) Would represent an appreciable loss to the Federal Government in busi- 
ness and withholding taxes. 

5. This is not a slum area since there are only 132 residential tenants housed 
in modern apartment buildings. 

6. This is not a blighted area since it is composed of excellent large buildings 
of industrial construction in excellent repair and which are in exceptionally high 
rental demand. 

7. The empty loft space in New York City is less than one-half of 1 percent 
consisting mostly of undesired or inadequate space. 

8. This project would effect a serious deficit in industrial space in New York 
City. This would act to restrict private initiative, and industrial expansion to 
properly provide employment for the fast increasing population in the industry 
worker category. 

9. This project was not born out of housing necessity since there is an abun- 
dance of apartments available at $49 per room per month. It was instigated out 
of a selfish desire on the part of a group of personalities associated with a private 
institution to acqiure three square blocks of valuable real estate at a great bar 
gain with public funds. 
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We, the industrial tenants, workers, and building owners representing all 


shades of political thought wish to express ourselves in favor of public housing. 
However, we also wish to express ourselves strongly in favor of fencing housing 
laws to fulfill the expressed needs of residential housing. Title I of the housing 
act of 1949 should be immediately confined legislatively to prevent the overin- 
dulgence of irresponsible local groups to effect land grabs under the guise of 
legulity using this otherwise excellent law. 


This association is prepared to send a small delegation to present our argu- 
We would greatly appreciate 
it if you could advise us when and where the hearings on this portion of this 
bill will take place. 


Respectfully yours, 


ments in faver of this bill before your committee. 


CHARLES PAGELLA, Necretary. 


Kec_iy, FINN & Brisacn, 
New York, N. Y., April 12, 1954. 
Re Fort Greene slum clearance project, Brooklyn, N. Y 
Hon. LEVERETT SALTONSTALL, 
Chairman, Senate Committee on Appropriations, 
Senate Office Building, Washington, D.C. 

Drar SENATOR: We represent a group of owners whose properties are cto be 
acquired in connection with the so-called Fort Greene slum clearance project, 
Brooklyn, N. Y. The majority of these preperties are commercial or industrial 
properties and are to be acquired under title I of the National Housing Act of 
1949 for a so-called slum clearance project and the property then conveyed to 
Long Island University, a private, tax-exempt educational institution, to provide 

a campus and other private educational facilities on an area of approximately 
7 acres. It is also proposed, as part of this project, to transfer and convey 
to the Brooklyn Hospital, a private hospital, an area of approximately 144 acres 
to be used for an addition and expansion of its existing hospital facilities. The 
properties to be acquired and conveyed to these two private, tax-exempt organi- 
zations are assessed on the tax rolls of the city of New York for the sum of 
$2,436,750. Under the procedure outlined, presumably in furtherance of a title I 
slum clearance, these properties are to be sold by the city of New York for a 
stated upset price of $608,075. 

There was an allotment of $2,754,603 made available to the city of New York 
by the Housing and Heme Finance Administration as of February 19, 1953, 
under contract No. URNYLG7. 

We have read, with considerable interest, the recent discussions in the press 
relative to the action of the House Appropriations Committee and its inquiry 
into abuses of title I proceedings by various municipalities. We wish to call 
your attention to the Fort Greene stum clearance project for the reason that we 
believe that it represents a flagrant abuse of the principles and intent of the slum 
clearance program and a dissipation of Federa! funds to aid and assist private 
enterprises to acquire property for the nonhousing uses, 

The property to be acquired and conveyed to Long Island University and the 
Brooklyn Hospital is in the heart of the business section of the Borough of 
Brooklyn, city of New York, and is property not presently used for housing and 
will not be put to any housing use. Long Island University owns the 11-story 
Paramount Theater and office building. One of our clients owns the adjoining 
property which is used for an automobile showroom and other business uses, 
and which property Long Island University unsuccessfully sought to purchase. 
Now, through the guise of slum clearance under title I of the National Housing 
Act of 1919, Long Island University will be permitted to acquire, by indirection, 
throuch the exercise of the power of eminent domain by and in the name of the 
city of New York, the property it could not purchase directly. 

The city of New York has not acquired title to any of the property in con- 
demnation because of the litigation that is pending in the Supreme Court of the 
State of New York. The matter is now pending before the appellate division of 
the supreme court, second department, and there is a stay of all proceedings in 
effect until the determination of the appeal we have taken on behalf of the 
plaintiffs, whose complaint was dismissed on motion without a trial, 

In the Columbus Circle coliseum project, which has been the subject of con- 
siderable publicity, the city of New York acquired title to all of the real property 
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in the condemnation proceeding with the intent and purpose of having part of 
the area developed for residential housing and the balance by a public agency, 
namely, the Triborough Bridge Authority, for a coliseum 

In the Fort Greene slum clearance project, there has been no transfer of title 
by way of an order of condemnation, and the properties are still held by their 
respective owners since the stay of all proceedings is still in effect. This proposed 
title I sluin clearance project contemplates the development of part of the 
area for rental housing and part for a cooperative housing development, and 
the balance of the property to be conveyed not to any public agency, but to two 
private, tax-exempt organizations for their own private use and benefit. There 
fore, we would like to suggest that it would be proper at this time for your 
committee to make a full inquiry with respect to the Fort Greene slum clearance 
project and the allotment of Federal funds made in February 1953 

We are prepared to attend any hearing your committee may call to explain 
all phases of this matter and to furnish any and all required documentary evi 
dence in support of our position. We respectfully urge that you make an inquiry 
into this flagrant abuse of the slum-clearance program whereby privately owned 
properties will be taken in violation of the constitutional guaranties under the 
New York State and Federal Constitutions and devoted to nonhousing use for 
the private use and benefit of a tax-exempt, educational institution and a tax 
exempt private hospital. 

Your prompt attention to this matter is earnestly solicited 

Very truly yours, 
Joun H. FINN. 


KELLY, FINN & BRiIsacH, 
New York, N. Y., April 19, 1954 
Ke Fort Greene slum-clearance project, Brooklyn, N. ¥ 


| 
Hon. STYLES RIDGES, 
Senate Office Building, 
Washington, D. C. 


DEAR SENATOR: We represent a group of owners whose properties are to be 


acquired in connection with the so-called Fort Greene slum clearance project, 
Brooklyn, N. Y. The majority of these properties are commercial or industrial 
properties and are to be acquired under title I of the National Housing Act 
of 1949 for a so-called slum clearance project and the property then conveyed 
to Long Island University, a private, tax-exempt educational institution, to pro 
vide a campus and other private educational facilities on an area of approxi 
mately 7 acres. It is also proposed, as part of this project, to transfer and 
convey to the Brooklyn Hospital, a private hospital, an area of approximately 
1% acres to be used for an addition and expansion of its existing hospital 
facilities. The properties to be acquired and conveyed to these two private, 
tax-exempt organizitions, are assessed on the tax rolls of the city of New 
York for the sum of $2,436,750. Under the procedure outlined, presumably in 
furtherance of a title I slum clearance, these properties are to be sold by the 
city of New York for a stated upset price of $608,075 

There was an allotment of $2,754,603 made available to the city of New York 
hy the Housing and Home Finance Administration as of February 19, 1953, 
under contract No, URNYLG7. 

Ve have read with considerable interest the recent discussions in the press 
relative to the action of the House Appropriations Committee and its inquiry) 
into abuses of title I proceedings by various municipalities. We wish to call 
your attention to the Fort Greene slum clearance project for the reason that 
we believe that it represents a flagrant abuse of the principles and intent of 
the slum clearance program and a dissipation of Federal funds to aid and assist 
private enterprises to acquire property for the nonhousing uses. 

The property to be acquired and conveyed to Long Island University and 
the Brooklyn Hospital is in the heart of the business section of the berough 
of Brooklyn, city of New York, and is property not presently used for housing 
and will not be put to any housing use. Long Island University owns the 
11-story Paramount Theater and office building. One of our clients owns the 
adjoining property which is used for an automobile showroom and other busi- 
ness uses, and which property Long Island University unsuccessfully sought 
to purchase. Now, through the guise of slum clearance under title I of the 
National Housing Act of 1949, Long Island University will be permitted to 
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acquire, by indirection, through the exercise of the power of eminent domain 
by and in the name of the city of New York, the property it could not purchase 
directly. 

We are cognizant of the congressional intent and purpose in the enactment 
of the National Housing Act of 1949 and we are particularly aware of the fact 
that the intention was to limit Federal assistance. This is clearly evidenced 
from the statement contained in the congressional committee hearings which 
preceded the enactment of the statute (USC Congressional Service, vol. 2, 81st 
Cong. 1949, at p. 1563). The following quotation is very pertinent: 

“The pending bill limits Federal assistance to the assembling and clearance 
of areas which either are predominantly residential or which will be rede- 
veloped primarily for residential use. This limitation is fully justified in view 
of the fact that the primary purpose of Federal aid in this field is to help remove 
the impact of slums on human lives rather than simply to assist in the rede- 
velopment or rebuilding of cities.” [Italic added. ] 

We believe that the attempt to take private, nonhousing property and transfer 
it to a private educational institution, is most certainly contrary to the intent 
and purpose of the statute and is, in fact, an attempt to rebuild a portion of 
the city not for publie benefit but for private gain. Therefore we believe that 
this is a most flagrant abuse of the statute and as such would render the entire 
project unavailable for Federal assistance. 

The city of New York has not acquired title in condemnation to any of the 
property in the area of the Fort Greene project because of litigation now pend- 
ing in the Supreme Court of the State of New York. The complaint of the plain- 
tiffs was dismissed on motion without a trial and was affirmed by the appellate 
division of the supreme court, second department, on the authority of the Colum- 
bus Circle Coliseum Project. It is our contention, on behalf of the plaintiffs, 
to appeal to the Court of Appeals of the State of New York for a final determina- 
tion of the legal validity of this proposed slum-clearance project. 

In the Columbus Circle Coliseum project, which is now the subject cf your 
committee hearings, a portion of the area acquired is to be developed for resi- 
dential housing and the balance by a public agency, namely, the Triborough 
Bridge Authority. 

In the Fort Greene slum-clearance project, where there has been no transfer 
of title by way of condemnation order, it is contemplated that a portion of the 
area will be developed for rental housing, other portion for cooperative housing, 
and the balance to be conveyed not to any public agency, but to two private tax- 
exempt organizations for their private use and benefit. 

Therefore, we would like to suggest that it would be proper at this time for the 
Committee on Appropriations to make a full inquiry with respect to the Fort 
Greene slum-clearance project and the allotment of funds made in February 
1953. 

We are prepared to attend the hearings of your committee and to explain all 
phases of the matter and furnish evidence in support of our position. 

We respectfully urge that upon a review of all phases of this project, it will 
be demonstrated that this is a flagrant abuse of the slum-clearance program in 
that privately owned properties are being taken in violation of the constitutional 
guarantees under the New York State and Federal Constitutions and devoted 
to nonhousing uses for the private use and benefit of a tax-exempt educational 
institution and a tax-exempt private hospital. We believe that evidence pro- 
duced at a hearing will demonstrate beyond doubt that this project was never 
properly qualified or eligible for Federal assistance. 

Your prompt attention to this matter is earnestly solicited. 

Respectfully yours, 
JoHNn H. Finn. 


BALTIMORE 1, Mp., April 20, 1954. 
SENATE APPROPRIATIONS COMMITTEE, 
United States Senate, Washington, D. C. 

GENTLEMEN : Would it be possible to send some reliable person to Baltimore, 
Md., to get a firsthand view of the property of the city redevelopment commission 
wants to condemn in the block bounded by Eutaw, Dolphin, Hoffman, and Madi- 
son Avenue. All good property with good walls and in pretty good condition. 
This property is in the 10 acres north of the site of the State office building. 

In my opinion this so-called slum clearance is sop handed out to the politicians 
by the Federal Government—taking our homes away from the little people and 
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handing it over to some other people to enrich themselves. In this 10 acres, the 
apartment houses are to remain, the Western Maryland Dairy, a department 
store warehouse, carpet cleaning building, and a church—only the people of 
small means are to have their homes condemned and eliminated. 

Mr. Hobbs, head of the redevelopment commission, told a group of us in the 
above block would receive $280,000. There are about 42 pieces of property in 
the block, so you see, the loss that the residents of this area would suffer. There 
is one hotel on Madison Avenue with 35 rooms and a couple of apartment houses 
and the other houses are well built. This area is occupied by both white and 
colored families. 

I live in the above block and do not wish to lose my home, and other people are 
in the same boat. We have gone to hearings at the city council, but they had 
their orders to vote against us, 

I will be glad to show any person that you should send to investigate this 
matter of the racket to use Federal money to confiscate our homes. 

Your very truly, 
Dr. Jas. BE. CONNOLLY, 
Newspaper articles enclosed. 


{Baltimore Sun, April 20, 1954] 
STATE OFFICE BUILDING PLANS MAY BE IN TROUBLE AGAIN 


Tomorrow the Senate Appropriations Committee will consider a proposal to 
eliminate Federal contributions toward slum-clearance projects which are not 
essentially residential. The proposal already has House approval, having been 
added as a rider to a House bill now before the Senate. These steps toward 
an alteration in Federal participation in slaum-clearance work have already been 
attacked publicly by officials of New York City. The proposed change threatens 
the financing of a huge redevelopment in the Columbus Circle section. 

They have also drawn attention from the members and staff of our own Balti- 
more Redevelopment Commission. The proposal before Congress could upset 
the city’s plan for financing the redevelopment of the 26-acre “area 12” or 5th 
Regiment Armory tract. 

By no stretch of the imagination could this project be called essentially resi- 
dential. Sixteen or well over half of the acres to be cleared will be taken by 
the State for its buildings. 

If New York has reason to worry, so has Baltimore. There is this difference, 
however: The Baltimore project has been approved by officials in Washington. 
Indeed, Washington has already allotted an initial sum of $99,570 for final 
planning. New York altered its program after approval. 

It will cost close to $5 million to acquire and clear the armory site. It is 
toward this figure, less the subsequent resale value, that the Federal Government 
has agreed to make a substantial contribution. If the Federal Government 
backs out, a pew and heavy burden could fall on the city—the State having 
agreed to a commitment of no more than $2,200,000 toward the purchase and 
clearing of its part of the tract. 

What happens before the Senate committee tomorrow will bear close watching 
by city officials. 


[Baltimore Sun, April 10, 1954] 


$99,570 ror StuM AREA Is APPROVED—FUND FOR COMPLETION OF REDEVELOPMENT 
ProgecT PLANS 


The Federal Housing and Home Finance Agency yesterday approved the first 
allotment of $99,570 for clearing slums and redeveloping the 26-acre “area 12” 
tract in Baltimore. 

Richard L. Steiner, director of the Baltimore Redevelopment Commission, 
said he considered the event “significant” in that it indicates the Federal agency 
has studied the preliminary plans submitted by the city and is willing to advance 
money on the project. 

The funds will be used to complete final plans in this the third redevelopment 
project in Baltimore. Included in these final phases of planning are title 
searches, appraisals, the final development of utility plans and a survey for the 
relocation of families. 


45746—_54——41 
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SITE OF STATE OFFICE BUILDING 


It is this area 12, in the vicinity of the 5th Regiment Armory, on which the State 
will erect its new $10 million Baltimore office building center. 

After it is cleared, the State will purchase 16 acres of the tract for its oflice 
buildings. The remaining 10 acres will be rebuilt by a private redeveloper. 

The Housing and Home Finance Agency estimated the total net project cost, 
which is the cost of acquiring the property and razing the buildings less the re- 
sale value of the land, at $7,400,000. 

Of this amount, the Federal Government will pay two-thirds and the city and 
State the remaining one-third. 


STATE TO PAY $1,200,000 


The State has agreed to pay $1,200,000 for the property it will occupy. It will 
also contribute $1 million to payment of the one-third of the $7,400,000 which 
“local” governments are required to bear. 

From the preliminary survey, the Housing and Home Finance Agency re- 
ported that the area is now occupied by 1,044 families, 125 white and 919 Negro, 
in 1,070 housing units. 

The contract between the State and the city has been drawn and is now in the 
hands of State officials for approval. The next step, as far as the Federal Gov- 
ernment is concerned, is the negotiation of a loan-and-grant contract. 

The Redevelopment Commission is now negotiating with Baltimore Con- 
tractors, Inc., of which Victor Frenkil is president, for the redevelopment of the 
area outside the State tract. 


GREENWICH, CONN,, April 11, 1954. 
Senator LEVERETT SALTONSTALL, 
United States Senate, Washington, D. C.: 

Favor retaining all present provisions on the independent offices appropria- 
tion bill. Do not believe Federal money should be expended on projects such 
as the New York City Coliseum. 

Henry How .ry. 


New York, N. Y., April 14, 1954. 
Senator SALTONSTALL, 
United States Senate: 
Am in favor of using Federal] funds for residential construction only. 
LESTER JAMPOL. 





New York, N. Y., April 10, 1954. 
SENATE APPROPRIATIONS SUBCOMMITTEEF, 
The Senate, Washington, D. C.: 

Regarding New York City’s coliseum. This past winter successful business 
conventions were held in New York City’s huge Kingsbridge Armory. This 
armory is adequate without spending more money on another convention build- 
ing. We don’t have enough beds for city citizens. Where are we going to put 
the visitors? Ask motorboat show people, ask radio show people. 

ALBERT LOEWY. 


THe HoMe OwNens ASSOCIATION, 
Brooklyn 5, N. Y., April 12, 1954. 
Senator LEVERET?T SALTONSTALL, 
Chairman, Senate Appropriation Subcommittee, 
The Senate, Washington, D.C. 

Deak Mr. SALTONSTALL: As I will not be able to be present at the open hearing 
on April 21 re the Columbus Circle, Fort Green, and Pratt Institute area housing 
projects, I am taking the liberty of enclosing a copy of a letter to Representative 
John Phillips and of a protest by the above association re these projects in general 
and the Pratt Institute area project in particular with which I am all too 
familiar. 
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I trust that your subcommittee will have time to give these enclosures some 
consideration 
Yours very truly, 
OLIVIA WYNDHAM 


Tur HoMe OwNenrs ASSOCIATION, 
Brooklun 5, N & ipril IZ, 1954 
REPRESENTATIVE JOHN PHILLIPS, 
House of Representatives, Washington, D. C. 

Drak Mr. PHILLIPS: I read with great interest and gratitude that you bad in 
troduced a rider to the independent offices appropriations bill limiting the use 
of Federal funds to residential purposes. In the Fort Greene and Pratt institute 
projects in Brooklyn this is not being done. 

In addition the truth is that a great deal of Federal money has been ear 
marked, not for slum clearance, but for the benefit of the upper-middle income 
bracket, thereby forcing the middle-income bracket out of their good homes 
under the cuise of “slum clearance.” 

The theory of the redevelopment of the whole urea is not entirely in good 
faith as it destroys homes that should not be destroyed thereby using money 
for slum clearance (appropriated for slum clearance) to seize land merely to 
turn it over to a richer group of people 

I am taking the liberty of attaching a copy of a protest the above association 
presented before the city planning commission and the board of estimate to no 
avail. 

Il pray that you will have the opportunity to stand up for this rider before 
the Senate Appropriation Subcommittee at the meeting on Avril 21 when it will 
receive a terrific barrage of opposition from Mr. Moses and certain powerful 
private interests. 

I am sending a copy of this letter to Senator Saltonstall, chairman of the 
above-mentioned committee 

Yours very truly, 
OLIVIA WYNDHAM 


STATEMENT OF THE HOME OWNERS ASSOCIATION 


(Pratt Institute Area: 2 blocks bounded by LaFayette Avenue, De Kalb 
Avenue, St. James Place, and Grand Avenue) 


1. We, the undersigned homeowners, in the above designated blocks, hereby 
oppose the Pratt Institute area slum clearance project as it applies to our homes. 

2. We are in favor of slum clearance when and where it is necessary if the 
allocated funds provide better housing within the means of the displaced people. 

3. We, the homeowners, maintain the above-mentioned blocks cannot be 
classified as slums: 

(@)} We paid considerable sums of money for our property, and have spent 
large amounts on the upkeep and improvement of same. This type of property 
cannot be equaled or replaced by any building project. 

(vb) We are interested in preserving and improving a high standard of living 
and need no help from Government—Federal, State, or city. 

(c) We are not absentee landlords but put our savings into these homes for 
our own joy of living and a freehold for our retirement years, with a return on 
our investinent to assure us independence in our old age. 

(d) This is not a question of just 1 or 2 good houses being demolished to 
round out the project but the destruction of 2 blocks of solidly built brown- 
stone houses. They all have modern heating and plumbing and the small per- 
centage that have only one bathroom and two toilets have hot and cold running 
water in the bedrooms 

We would like to point out that the houses bought during the last 15 months 
within the two blocks covered by our association included: 


fasessed value 


Cost price: 1953 to 1954 
1. $17,500 , $10, 500 
2 $16,600 ____ “3 Pel : : 9,000 
8. $16,550 . 9, 000 
4. $20,400 2 9, 500 


Nore.—Includes $5,000 cost of recent repairs and improvement made since 
occupancy. 
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4. We are deeply concerned that this Government appropriation for slum 
clearance, te which we contribute with our taxes, should be used for the purpose 
for which it was intended, i. e., to help those who are not at the moment able to 
help themselves. 

(a) It should not be squandered on vandalistic destruction of good private 
property for the benefit of powerful private interests. 

(6) It should be used for the people and purpose for which the allocs.tion of 
money was intended. 

(c) Inasmuch as there are still large areas in Brooklyn with no hot water and 
only one hall toilet which definitely come within the category of slums, we feel 
very strongly that the public funds should be used to clear such areas. 

5. When economy in Government at all levels is urgently needed, and there is 
not sufficient money allocated to clear the real slums (as mentioned in the official 
report on this project) we protest the use of the above-mentioned funds to buy 
and demolish nonslum areas. 

(Signed by the Committee of the Home Owners Association). 





New York 19, N. Y. 

Seventy-three years old and 50 years a working Republican. 

Unless this condemnation of property, by Government, for private profit is 
stopped the Negroes and Commies will make an issue of it in every State. They 
are boiling. 

The threat of condemnation has stopped all improvements in this area for the 
past 5 years. 

Eight percent of it is legitimate for low-income housing. Two huge apart- 
ments are to be built and rented to the 5 to 10 thousand class. A modern 25- 
story office building is coming down and another to take its place. Hundreds 
of small businesses and professions are forced into higher rentals and 60 per- 
cent of the whole is 100 percent commercial. 

If the Constitution of the United States means anything to the Republican 
Party this steal will be stopped now—not in the future. 

The coliseum is only an excuse for the whole crime. Private venture capital 
has refused to touch it for years. If Gimbel’s is so hot for it, why didn’t they 
finance it? They are able. 

However, that means nothing. The question is, Do we have the dictatorship 
now or wait for Russia? 

As I write this, April 12, sound trucks and all the other Soviet propaganda 
effects are going full blast in promotion of the deal. But remember—this is not 
the coliseum—it is either the law in free America or it is not. There can be 
no compromise. 

WM. Knox. 


[New York Times, Sunday, April 11, 1954] 


Civic Groups ToLtp or CoLIsEUM PrerRIL—SENATE FIGHT ON Funps Curs SpurRED 
AS GIMBEL CALLS FOR CONCERTED EFFORT 


With ground-breaking ceremonies for the Columbus Circle Coliseum scheduled 
for tomorrow, New Yorkers were making plans over the weekend to oppose a 
rider to a congressional bill that they say jeopardizes the project. 

The rider added by the House to the independent offices appropriation bill, is 
aimed at the expenditure of any Federal slum-clearance money on projécts not 
essentially residential. Representative John Phillips, of California, its sponsor, 
was quoted as saying it was not intended to prevent construction of the $30 
million Columbus Circle project, but rather that it sought to end such projects 
in the future. 

City Construction Coordinator Robert Moses and other officials here have 
taken the view that the rider imperils at least $200 million worth of housing 
and educational building projects in the city. 

Passed by the House, the appropriations bill is now in a Senate Appropriations 
Subcommittee. The group, of which Senator Leverett Saltonstall, of Massa- 
ehusetts, is chairman, will hold a public hearing on April 21, at 2 p. m. 

Bernard F. Gimbel, president of the New York Convention and Visitors Bureau, 
“alerted” 15 civic organizations yesterday to the danger of the rider. He said 
the $6 million Federal grant for the coliseum might be lost “unless by our 
concerted efforts” the subcommittee was induced to kill the rider and reestab- 
lish the grant. 
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The groundbreaking ceremonies are scheduled for 9:30 a. m. They will be 
attended by Mayor Wagner. Mauhattan Borough President Hulan E. Jack, 
Mr. Gimbel, and Mr. Moses, as chairman, and George V. McLaughlin and William 
J. Tracy, as vice chairmen, of the Friborough Bridge and Tunnel Authority. 

The authority expects to complete the coliseum on March 1, 1956, and a 20- 
story office building, part of the project, on April 1, 1956. The coliseum will 
consist basically of a 4-level exhibition hall occupying the entire westerly front- 
age of Columbus Circle from West 58th Street to West 60th Street. 

It is expected that the present buildings will be vacated by May 31. Already 
moved from the site are 121 commercial and 16 residential tenants. There 
remain 120 commercial and 19 residential tenants to be relocated. 


OZONE ParK, N. Y., April 8, 1954 

Re New York City Coliseum, Columbus Circle, New York City. Housing and 

Home Finance Agency grant of $5,919,523 under title I of the Housing Act of 

1949 to the city of New York. 
Hon. STYLES BRIDGES, 

Senate Appropriations Committee, Washington, D. C. 

DEAR SENATOR: I object to this grant being given to the city of New York, 
and a few of the reasons are contained in the attached. 

Your scrutiny and comments would be appreciated. 


Sincerely, 
JOHN WEISS. 


OZONE Park, N. Y., April 8, 1954. 
IiprrortaL Eprror, DAILY MIRROR, 
New York City, N. Y. 

Dear Sir: I take exception to your editorial today entitled “Coliseum Trouble- 
makers,” and I’m sure if you and the taxpayers of the city of New York fully 
realized the hoax that is being perpetrated on this city by Mr. (can’t do no wrong) 
Moses, lobbyist for Barney Gimble and his gang, I’m sure you and they would 
take exception too. 

The main reason, among many, for my exception is that, your, their (New York 
City taxpayer) and my money is now, and will continue in the future, to be used 
to subsidize an enterprise (clubhouse and residence) that should be built and 
maintained, in view of the fact that it is for their benefit 99 percent, by Mr. Barney 
Gimble and his gang of business tycoons—it’s their “showroom”; let them build 
and maintain it. 

As I understand it, the grant of almost $6 million is being requested under the 
surmize that it will be used for slum clearance. How could you, or anyone, by 
any stretch of the imagination, with open eyes and mind, ever honestly feel that 
slum clearance was needed, at this time, in the entire Columbus Circle area 
involved. For one thing, it contains a 25-story office building that is only about 
30 years old. If you or anyone considers that slum clearance, you don’t know Har- 
lem, Ridgewood, Bedford-Stuyvesant, and other like sections of New York City 
they need it, but fast. 

From your stand on the coliseum project, it is presumed that you did not intelli 
gently scrutinize the brochure prepared by the authority and passed out about 
1% years ago to all newspapers, business organizations, and pressure groups, but 
not to civie groups from which opposition may be forthcoming. If you did read it, 
you too didn’t understand or realize its full importance to the taxpayer of the city 
of New York, and how much it will cost us as well as the other United States tax- 
payers who are being asked to subsidize Barney Gimble’s clubhouse and residence. 
That should really be considered as a monument to a hoax on the people of the 
city of New York perpetrated by Mr. (play my way, or else) Moses, the patsey for 
Mr. Gimble and his clique. 

You can rest assured, as you suggested in your editorial, that I am going to 
write my congressional delegations—not to kill the rider—but to request that it 
be added promptly and not to tolerate any intereference from Mr. (Autonomous) 
Moses and/or Barney Gimble and his clique. 

If the city fathers listen to Mr. (Czar) Moses much longer, we should have: 
the most parks; the widest highways; the largest autonomous organizations; 
and the least taxable real estate and properties in the United States. By the 
simples form of arithmetic, it stands to reason that, as more and more areas and 
properties are absorbed by government, or taxable real estate is added to the 
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tax-exempt rolls, the cost of government is then increased in proportion, plus, to 
those taxable properties remaining in the area. This, I’m sure, you will agree, 
is not good sound business logic and could eventually result in a taxpayers’ 
strike which would mean bankruptcy for the city of most parks and widest 
highways. 

Most likely too, the apartment projects that will be erected on the same area 
will be occupied by a select clientele, including Barney Gimbel's clique and anyone 
else interested in lobbying for this project. 

I fully realize that this, my objection, may be only.a voice in. the gilderness 
but, if I didn’t express it, | would have trouble with my conscience and sleeping. 

I dislike anything that smells of subsidy and the double-talk and lobbying 
associated with it and which requires my neighbors and me to take it on the chin 
again and again to maintain these subsidized projects—which would only be 
condoned by stupid or selfish individuals or groups. 

Here's hoping this little voice in the wilderness is heard before any definite 
action is taken. I trust that the benefit to the majority is taken into considera- 
tion and the rider attached, to eliminate the $6 million grant to the “Autonomous” 
Triborough Bridge and Tunnel Authority of New York City, 

Sincerely, 
JoHN WEISS. 


RROoOKLYN, N. Y., April 10, 1954. 

DeAR SENATOR SALTONSTALL: The City Planning Commission of the City of 
New York with the support of the mayor has recently made a startling proposal. 
It is a public low-rent housing program of 40,000 units per year for 10 years to 
be financed in its initial stages by a tax on all telephones of $2 per month. 

New York City has more public housing than the rest of the the country. 
Most informed people agree that the housing situation is worse. This proposal 
is therefore a continuance in the wrong direction. 

Private construction is virtually at a standstill. This proposal is obviously 
intended to supplant it instead of stimulating activity. It is eight times the 
rate of private construction during the years 1952-53 

Various groups who seem delighted to urge the impotence of private construe- 
tion and ownership with stereotyped phrases, such as: “Private industry either 
will not er cannot provide housing at reasonable rates” are constantly creating, 
through various media, the most obnoxious conditions for private real estate, 
They then urge public housing as the only means of securing more apartments. 

In furtherance of this apparent effort to stifle private reai estate they have 
secured the imposition of rent laws far more drastic than Congress saw fit to 
pass during the war. “Although this resulted in a 45 percent drop in private con- 
struction during 1952-53 more restrictions are demanded. 

These groups, with the moral and vocal support of prominent. officiats.of the 
city government, boast that they have provided more rent protection than did 
Congress during the war without regard to the evils resulting therefrom, such 
az 

1. Deteriorated city services 
2. Higher city taxes because of the shrinkage of private taxable real 
estate. 
3. Exodus of middle-income families hecause of the ahove. 
4. General discontent among most residents. 

The advocacy of these so-called liberals drives existing real estate into an 
economic tailspin and paralysis. They are enjoying an ideological field day 
“urging” — 

1. Public subsidized housing for low-income groups. 
? So-called unsubsidized housing for middle-income persons. 
Private construction for the luxury levels. 

It is obvious there cannot be a vigorous real-estate industry if it is confined 
to the very wealthy. 

A serious byproduct of this overprotection is visited upon children during 
their most impressionable years. They constantly hear private property con- 
demned. In thousands of cases parents of adolescent children cling to “statu- 
tory bargains” when their needs and means dictate that they rent new apart- 
ments that are amply available at approximately $35 per room. The failure of 
this group to rent new apartments necessarily sharply slows down construction 
of new decontrolled apartments sinve they must be rented to persons in this 
class. 
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The reluetance to move of fainilies with means to do so is observed by the 
State rent administrator in the following linguage 

“T cannot understand why families of more than $5,000 annually persist in 
having their children remain in structures * no longer safe, healthy or 
desirable.’ (Brooklyn Eagle, Dee. 7, 1953.) 

I therefore respectfully urge you to oppose any further public housing, on the 
ground that it fends to stifle private industry, and that slum-clearance aid be 
vranted only on condition that the city receiving it be in a State having lezisla 
tion granting incentives to private construction so long as a shortage continues 
justifying rent control 

Very truly yours, 
H. ABOKAIR, 


OvFICE OF THE MAyor, 
Atlantic City, N. d., April 19, 1954. 
Senator LEvERETT SALTONSTALL, 
Senate Office Building, Washington, D. C. 

HONORABLE AND Dear Sir: The people of Atlantic City have learned with 
astonishment, in connection with H. R. 8583 (independent offices appropriation 
sill), that in New York City Federal slum-clearance funds may be improperly 
used by that city to build a competitive convention hall. 

We quote the following from the committee's report: 

“One particular abuse of this program has come to the committee's attention 
the Columbus Circle project in New York City. The committee believes that 
under this program grants would be made for projects clearly predominantly 
for nonresidential uses. Six million dollars of cash was appropriated to clear 
an area when less than 50 percent would be residential.” 

Atlantic City is one of many cities whose citizens have invested large sums 
in convention halls. Philadelphia, Cleveland, San Francisco, New Orleans, 
Milwaukee, and 30 other cities have used the money of their own taxpaying citi- 
zens for such building. The people of Atlantic City taxed themselves to build 
a convention hall that could not be duplicated today for $30 million. ‘The entire 
population of Atlantic City is largely dependent upon their convention hall, 
bringing visitors on conventions, and business to their community. 

The subcommittee of which Congressman John Phillips is chairman ineluded 
in the bill that was passed by the House an important amendment to H. R. 8583. 
If this amendment, prohibiting the use of Federal housing funds to subsidize 
local commercial enterprises, out of slum-clearance funds—if this amendment 
were removed from H. R, 8583, the people of these 30 cities, who have taxed 
themselves to build locally-financed auditoriums and convention halls, would, 
in effect, now be required to help pay for such projects as the proposed New 
York City Coliseum. 

We urgently request that you support this provision of the House bill reported 
by the subcommittee of which John Phillips is chairman and which was passed 
by the House—to prevent the misuse of Federal housing funds for such com- 
mercial purposes as has been proposed in New York City, or in any other city. 

You will recall that a similar proposal, several years ago, to build a convention 
hall in Washington, D. C., with Federal funds, was defeated. The opposition 
centered on the principle that tax money supplied by the people of other com- 
munities in the United States should not be used to set up competition in Wash 
ington against the people of those other communities 

There is no objection to New York City building a convention hall with its 
own money or with the moneys of its local taxpayers, but we do object to the 
misuse of Federal funds, derived in part from our taxpayers, to pay for such 
a commercial structure. 

We hope that you may recognize the fairness and validity of the principle set 
forth in this letter and that you may give your full support to H. R. 8583, in the 
form recommended by the subcommittee of which Congressman Phillips is chair 
man, and which was passed by the House and is now before a subcommittee of 
the Senate Appropriations Committee. 

Very sincerely yours, 
JOSEPH ALTMAN, 
Mayor of Atlantic City 
A. J. TRILLING, 
President, Atlantic City Chamber of Commerce. 
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AFFILIATED PROPERTY OWNERS OF QUEENS AND KiNnos County, 
Richmond Hill, L.1., April 12, 1954. 
Senator Leverett SALTONSTALL, 
Senate Subcommittee on Appropriations, 
The Capitol, Washington, D.C. 

HONORABLE Sir: We are writing to ask that your committee support the rider 
to prevent the expenditure of Federal slum-clearance money on projects not 
essentially residential. 

Unfortunately, the taxpayers of New York City are being faced with the 
burden of a $30 million useless coliseum and $50-a-room apartment houses to be 
made possible by a $6 million Federal slum-clearance loan. For this many 
people are being forced out of much needed $40-a-month apartments with no 
place for them to go but to double up in already crowded quarters. 

Since we represent the people and are interested in their welfare but have no 
connection with the vested interests which will be represented before your com- 
mittee on April 21, we urge you, as representatives of the people, to protect them 
from this flagrant misuse of public funds. 

May we count on your cooperation? 

Very truly yours, 
MABLE OTTERSTEDT, 
Corresponding Secretary. 

Senator SALTONSTALL. We will recess until 2 o’clock. 

(Whereupon, at 12 noon a recess was taken until 2 p. m., of the 
same day.) 


AFTERNOON SESSION 
Hovusine AND Home Frnance AGENCY 


STATEMENTS OF ALBERT M. COLE, ADMINISTRATOR; B. T. FITZ- 
PATRICK, GENERAL COUNSEL; NORMAN P. MASON, ACTING 
COMMISSIONER, FHA; J. STANLEY BAUGHMAN, ACTING DEPUTY 
COMMISSIONER, FHA; HORACE B. BAZAN, DIRECTOR, BUDGET 
DIVISION, FHA; CHARLES E. SLUSSER, COMMISSIONER, PHA; 
JOHN D. CURRIE, SPECIAL ASSISTANT COMMISSIONER, PHA; 
JOSEPH P. LEAHY, ACTING DIRECTOR, BUDGET BRANCH, PHA; 
JAMES W. FOLLIN, DIRECTOR, DIVISION OF SLUM CLEARANCE 
AND URBAN DEVELOPMENT; JOHN M. FRANTZ, DIRECTOR, 
BUDGET AND ORGANIZATION STAFF; JOHN P. CHAPMAN, EXECU- 
TIVE DIRECTOR, DIVISION OF SLUM CLEARANCE AND URBAN 
REDEVELOPMENT; AND NATHANIEL J. EISEMAN, BUDGET 
ANALYST 

SALARIES AND EXPENSES 


Senator SatronstaLu. The committee will come to order. We will 
continue with the Housing and Home Finance Agency. 

Mr. Cole, in the Office of the Administrator, the House cut you 
$231,500 and you are requesting back $225,260 and you are requestin 
several language changes. First, what is the $225,260 that you saaal 
Have you any further prepared statement beyond that which went 
in this morning? 

Mr. Corx. Yes, Mr. Chairman; I have a very brief statement here on 
it. The “Salaries and expense” appropriation provides for adminis- 
trative expenses of two programs of the Office of the Administrator. 
These are (1) cane program coordination and supervision and 





(2) slu 
reflecte 
and co 
slum cl 
progral 

The | 
mitted 
revised 
to acco 
reducti 

Sena 


Mr. ¢ 


Sena 
to exce 
Mr. | 
Sena 
out ? 
Mr. ¢ 
miles o 
Sens 
their a 
Mr. 
Sen: 
Mr. 
Sens 
Mr. 
Sen: 
Mr. 
Sen: 
Mr. 
would 
more t 
Sen: 
Mr. 


Mr. 
have a 
Sen 


(TI 


(Est 


(1) 
of not 

(2) 
includ 
staff f 
Finan 
House 





pe 





INDEPENDENT OFFICES APPROPRIATIONS, 1955 647 


(2) slum clearance and urban redevelopment. The budget request 
reflected a virtually constant level of staff time devoted to supervision 
and coordination and some increase in expenses and staff time for 
slum clearance, reflecting a material increase in the workload of that 
program. 

The budget estimates of the Office of the Administrator were sub- 
mitted on a basis representing a cut of some 10 percent over the 
revised budget for the current year. It would be exceedingly difficult 
to accommodate our operations during the budget year to a further 
reduction of 10 percent as proposed by the House. 

Senator Sautronstatt. Do you want to follow your statement ? 

Mr. Cote. Yes; it is very brief. 


REPLACEMENT OF AUTOMOBILES 


Senator Sarronstau.. Your first request is for the purchase of not 
to exceed 10 automobiles? 

Mr. Cotz. Ten motor vehicles for replacement. 

Senator Savronstaty. Did you ask for that and the House cut it 
out ? 

Mr. Corr. Yes. The cars we now have have over a hundred thousand 
miles on them and we think that they should be replaced. 

Senator SauronsTatu. Do you have a breakdown of those cars, with 
their age? 

Mr. Corr. Yes, sir . 

Senator Sattonstat.. Will you put that in the record? 

Mr. Corr. Yes, sir. 

Senator SartronstarL. How many automobiles have you altogether ¢ 

Mr. Frantz. Thirty-seven. 

Senator Sarronstaty. You are asking to replace 10? 

Mr. Frantz. Yes, sir. 

Senator Mayspank. How many in Washington ? 

Mr. Frantz. Four. The remainder are in the field. Of the 10 that 
would be replaced all are more than 6 years old and have been driven 
more than 100,000 miles. 

Senator SatronstaLL. Where are they? 

Mr. Frantz. In the field. 


PREPARED STATEMENT 


Mr. Corr. With respect to the estimate and report of the House we 
have a statement here which I would like to insert. 

Senator SALTONSTALL. Yes, sir. 

(The statement referred to follows:) 


SALARIES AND ExpENSES 


(Estimate, $2,900,000; proposed by committee, $2,668,500; in act, $2,668,500) 


(House hearings, pt. 3, pp. 2037 ff.) 


(1) Page 27, line 9, after the semicolon, insert the clause following: “purchase 
of not to exceed ten passenger motor vehicles for replacement only ;”. 

(2) Page 27, line 14, strike out “$2,668,500” and insert therefor: “$3,143,760, 
including $150,000 for additional costs of establishing and operating a central 
staff for investigation and compliance functions for the Housing and Home 
Finance Agency,” an increase of $475,260 above the amount allowed by the 
House committee and an increase of $248,760 above the budgest estimate. 
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HOUSE REPORT 
(Pertinent excerpts, H. R. 1428, p. 15) 


“Salaries and expenses.—The bill provides an appropriation of $2,668,500 for 
this purpose, which is a decrease of $231,500 in the estimate ‘and $547,050 less 
than the appropriation in 1954. The committee has reduced the overall opera- 
tions of this office by $225,260, which is a reduction of 35 positions, and has 
reduced printing and reproduction and other object costs by a total of $6,240.” 


JUSTIFICATION 


(1) Purchase of motor vehicles for replacement 

For several years the Office of the Administrator has unsuccessfully sought 
language to permit the purchase of motor vehicles for replacement purposes. 
The 1955 budget contained language authorizing the purchase of not to exceed 
10 motor vehicles for replacement only. 

There has been a progressive reduction in the size of the fleet of passenger 
vehicles operated by the Office of the Administrator. This is revealed in the 
following comparison: 


Date Field Washington Total 
Dec. 31, 1952 56 | 7 63 
June 30, 1953_- } 41 5 | 46 
Dee, 31, 1953 32 5 


| } f 37 

This progressive reduction in the number of vehicles has been the direct result 
of aging condition of vehicles which could not longer be economically maintained. 

At June 30, 1953, all automobiles had been driven an average of 63,700 miles 
including 8 vehicles which had been driven in excess of 120,000 miles; 43 of the 
46 vehicles were 1947 or older models. 

Of the present fleet of 37 automobiles all but 3 meet the replacement standards 
of the General Services Administration in that they are more than 6 years old 
and have been driven more than 60,000 miles. 

As the motor vehicles grow older, more of them will have to be disposed of to 
avoid unreasonable costs of maintenance and uneconomical costs of major 
repairs. In the absence of specific authorization, it is impossible to upgrade 
the automobile inventory through replacement of vehicles that must be retired. 

Among the activities of the Office of the Administrator are three construction 
programs supported by Federal grants or loans. Under the basie statutes and 
regulations, engineering personnel in the field service of the OA are called upon 
to perform certain duties in the inspection and supervision of construction at the 
site. As a general rule, two engineering inspections a month are required for 
each construction project. The following table shows for the budget year the 
number of construction months by program: 


Construction 
months, fiscal 
year 1955 
College housing ee 4a uitindensicheatbodi de nites 1, 862 
Defense community facilities____ 
School construction 


iat tien pieiameiatinghianiccbeaeid bs 48 
POAT 


PITA cil eereeo 


Total construction months 


The construction projects represented in this table are scattered throughout 
the country and a maximum effort has been made to station the construction en- 
gineering personnel at central locations. At the present time the Office of the 
Administrator has 5 regional offices, 3 area offices, and 29 field engineering sta- 
tions. It is often impossible to use public transportation facilities to reach the 
sites of construction projects. 

The experience of the Agency in permitting the use of employees’ privately 
owned vehicles has proved to be more expensive than operation of Government 
vehicles. During the fiscal year 1953, the daily cost of operation for the average 
Government-owned vehicle was $2.85 while the average daily reimbursement 
cost for private vehicle operation was $3.78. 
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(2) Salaries and expenses 


This amendment would do several things: 

(a) Aecept the House reduction of $6,240 in other objects of expense ; 

(bo) Restore the full amount—$225,260—of the reduction made for personal 
services for the programs of agencywide program coordination and supervision 
and slum clearance and urban redevelopment ; 

(c) Add the amount of $100,000 for the continuance and completion of the cur- 
rent investigations during fiscal 1955; and 

(d@) Add the amount of $150,000 for the additional costs of establishing and 
operatimg a central staff within the Office of the Administrator for investigation 
and compliance functions for the entire Housing and Home Finance Agency. 

The House committee estimated this cut as a reduction of 35 positions. How- 
ever, making allowance for the costs of terminal leave and other factors, it is 
probable that 40 is a more accurate estimate of the effective reduction the 
House figure would make. The 1955 budget provides 395.4 man-years for the 
programs covered by this appropriation. Accordingly, the House action would 
amount to a cut of 10 percent in the effective force requested in the budget. The 
activities of the Office of the Administrator are financed from this appropriation 
and from authorizations for the college housing loan program and the revolving 
fund for liquidating programs. In addition, certain activities of the Office are 
conducted for other Federal agencies on a working fund basis. 

In total, the funds requested in the 1955 budget are substantially below those 
available in the current fiseal year. The net reduction in staff and expenses was 
based upon the determination of the Agency to reduce as rapidly as possible 
those activities of a temporary or liquidating character and to hold to a minimum 
increases for continuing programs for which an expanded workload is anticipated. 

The total of authorizations and appropriations for the current year is $3,963,- 
675. For 1955 the budget requests in total $3,615,000, a reduction of some 10 
percent. These estimates represent: 

(a) A reduction in total man-years of employment from 536 for the current year 
to 490 for the budget year. 

(b) A virtually constant level of staff time devoted to agencywide program 
of coordination and supervision. 

(c) A modest increase in administrative expense and staff time for the slum 
clearance and urban-redevelopment program, reflecting a material increase in 
the workload of that program. 

(d) A very marked curtailment in the several programs of the Office that are 
in liquidation, 

The Agency believes that the reduction already reflected in the estimate is the 
maximum that can be achieved in the coming year if the Office is to maintain a 
balanced staff with which to administer and operate the programs for which the 
Office is responsible. 

Two activities of the Office of the Administrator are funded from the appro- 
priation, “Salaries and expenses.” These are (1) agencywide program coordina- 
tion and supervision and (2) slum clearance and urban redevelopment. 


Supervisionw-and coordination 


The activity headed “Agencywide Supervision and Coordination” includes the 
cost of staff assistance to the Administrator in supervising and coordinating all 
the components and activities of the Agency. It also includes the assistance 
rendered to the President and the Congress in connection with policy matters 
and legislation in the field of housing and community development and of making 
information available to the housing industry and the public. 

The growing importance of housing and community development in the na- 
tional economy and the constantly increasing interest of the public, local govern- 
ments, and the Congress in these fields, have greatly increased the workload of 
the Office of the Administrator in recent years. Although it is very clear that 
the problems to be encountered will be even more numerous and complex, and 
the workload consequently heavier in fiscal year 1955, no increase in staff was 
requested in the budget. A reduction in this item, however, would necessarily 
mean less effective coordination of the various programs of the Agency. At the 
same time such reduction would impair the capacity of the Office of the Ad- 
ministrator to give prompt and adequate service in connection with housing 
matters to the President and to the Members and committees of the Congress. 

On April 12, 1954, the Administrator announced a general investigation of 
the alleged.serious irregularities and abuses and evidence of illegal or unethical 
actions that may have occurred in certain FHA programs. 
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It is too early to be very positive about the period of investigation which will 
be necessary to conclude the present affair. Similarly, it is not possible at this 
time to forecast the exact amount of funds that will be necessary to conduct the 
investigation during the fiscal year 1955. It is apparent, however, that the 
Office of the Administrator will be called upon during the budget year, not only 
to continue its own investigating activities, but also to assist congressional com- 
mittees, the Department of Justice, and perhaps other agencies of the Federal 
Government. The requested amendment includes the sum of $100,000 for the 
continuance of the investigation. It is hoped that this sum will be adequate to 
meet these needs and related requirements. 

The current investigation has highlighted a problem that has given concern 
to the Administrator for some time. It now becomes more than clear that a 
substantial degree of control over the investigative and compliance functions of 
all parts of the Housing and Home Finance Agency is essential. 

It is recommended that funds be provided to permit the establishment within 
the Office of the Administrator, under the immediate direction of the Housing 
and Home Finance Administrator, of an investigative and compliance staff to 
serve the entire Housing and Home Finance Agency. The $150,000 requested 
would also permit the employment of additional staff to reduce the danger of 
additional cases of this kind occurring in the future. 

A consolidated investigative and compliance service has a number of consid- 
erations to recommend its establishment: (1) The constituent agencies would 
avoid the criticism of “self-investigation”; (2) coordination of investigative 
activities would be facilitated; (3) a central place of referral on matters re- 
quiring investigation would be provided; (4) public relationships and liaison 
with Members of Congress and other Federal agencies would be improved; and 
(5) consolidation of existing staffs would produce a larger unit which would per- 
mit a more effective use of specialized skills and individual capabilities. 

The $250,000 amendment for these 2 purposes is under consideration at the 
Bureau of the Budget, but there was not sufficient time to obtain formal action 
prior to these hearings. 


Slum elearance and urban redevelopment 


During the budget year, it is estimated that 45 additional cities will under- 
take surveys of decaying and blighted areas—bringing up to 250 the total num- 
ber of cities active in the slum clearance and urban redevelopment program. 
The slum-clearance activities of these communities will produce an estimated 
20-percent increase in the number of active local programs, as compared with a 
requested increase of less than 10 percent in administrative expenses in the 
budget year. 

Project activity estimiated for the year is revealed in the petra summary : 


| Estimate Cumulative 
1955 Tune 30, 1955 








Total projects approved: | 








Preliminary planning surveys ! » i - 60 300 

NN nek ene ila Rereiginin ail 75 250 

Development. _- 67 167 
Project stages completed: | 

Preliminary planning eurwegs iscbinwuntases bao cha s sanbeseubrn all 70 193 

Final planning. --.--_-_-- oe real fs iconic abiabctmaaieanseinins 62 140 

i  Acravccas20o<rsenss=easepeeseeeantanedaunert sees ns suite 19 | 4 
Projects active, end of period: 

Preliminary panies a Le . 107 

Final planning - . a ies a 110 

SR i hh ccd cenecss- 44s cdebneusvtubedinecked scones co STIL 143 
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The progress of these local efforts in 250 communities will be supported by the 
financial aids authorized by title I of the Housing Act of 19. During the budget 
year, financing will encompass the following activities : 


[Dollars in millions] 


Estimate | Cumulative 











Commitments 1955 June 30, 1955 
Planning advances: | 
TS SS Sa a ee eee eee ‘ os ; oo 135 540 
RS at Bando naiin saint amennie | $4.5 $18.3 
Temporary loar 
Number..... nerniiitiien sth 60 122 
PE cnbdsididnddacecs bi tide deemsicceatnool 4 idhins $120.5 $266.3 
Capital grants: 
iat adebdecett cast cdwanes ‘in ba 60 137 
Cc cinn dh 0 $< enn en it ninnnds sides ‘ nn nie $81.6 $235. 6 


HOUSE ACTION 


Senator Maysank. $39 million was already cut 10 percent. That 
was not cut 10 percent but the amount you asked for were cut 10 per- 
cent, then the budget gave you that ak the House cut approximately 
20 percent or $19 million ? 

Mr: Cotx. $39 million was the capital grant item. 

Senator Maypank. I understand that is what the budget approved. 

Mr. Coxe. Yes. 

Senator Maysank. Did you not ask for more than that ? 

Mr. Frantz. We had suggested a larger figure. 

Senator MarBanx. That is what I understood you to say. I wanted 
that clear. 

Mr. Frantz. Yes. 

Senator Maynank. How much did you request the budget for? 

Mr. Frantz. My recollection is the figure was around $45 million. 

Senator Maypank. That was a cut when you got the 39% 

Mr. Frantz. Yes. 

Senator Maypank. Now you got another cut from 39 to 20? 

Mr. Frantz. No, sir, the House approved the $39 million. 

Senator Maynanx. Lam t: ulking about 1954. 

Mr. Cour. I may say the office right now is operating at full ca- 
pacity and I do not believe that it would be in the public interest to 
curtail its activities below the level recommended by the President or 
the budget. 

Senator Maypank. Mr. Cole, you didn’t say anything about the lan- 
guage change. Will you get that out? 

Mr. Coxe. We have some. 

Senator Maygpank. In that item there ? 


BUDGET AMENDMENT 


Mr. Coxe. Yes, in the separate statement which we are submitting. 

Senator Maybank. I have got this justification statement in front 
of me. 

Mr. Cote. Yes, that is submitted for the record. 

I am sure this committee has a good deal of appreciation of the 
magnitude of the problems confronting the Administrator at. this 
time. I hope and believe it will be your view that the staff available 
in the Administrator’s Office should not be reduced. 
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Frankly, the amount we are now requesting is an increase of $250,- 
000 above the amount submitted in the budget. This increase is de- 
signed to cover two basic necessities, as I view the present situation : 
First, it will provide approximately $100,000 for the continuing costs 
of our investigative activity after June 30. Obviously, it is much too 
early for me to give you any detailed account of our requirements for 
this purpose. However, I am sure that the committee will recognize 
the impossibility of finishing this task by the end of June and I do 
not believe anyone will consider th: e $100 ,000 is an unduly liberal esti- 
mate of our costs for the coming yea 

Second, about $150,000 of the increase will provide funds for me to 
set up a single investigation staff to operate on an agency wide basis. 
Frankly, I have had this problem under consideration for some time. 
The facts now available to us are sufficient to convince me that—as part 
of his responsibility for supervision and coordination of the Agency— 
the Administrator should have direct responsibility for and control of 
the investigation and compliance activity. I believe that this arrange- 
ment will bea real safeguard against the tendency toward ¢ -omplacency 
which, in any organization, provides the soil in which the seeds of lax- 
ity take root. Again there has not been time to prepare a detailed or 
refined estimate, but I think we have kept the figure within reasonable 
bounds. 

Senator SavronstatL. What the House did is to eut $231,500: from 
your “Salaries and expenses.” You request the return of $225,260 
plus another $150,000; is that correct ? 

Mr. Coz. $250,000. 

Senator Satronstauy. Plus an additional $250,000? 

Mr. Cor gE. Yes, 

Senator Sauronstaty. That additional $250,000 is designed as your 
statement says—#100,000 for the continuing costs of your investi- 
gating activity after June 30—that is in connection with this recent 
development that has come out? 

Mr. Corr. Yes. 

Senator Satronstaty. And $150,000 to provide, to set up in your 
staff a single investigation staff to cover and to investigate all of the 
agencies under your jurisdiction ? 

“Mr. Cour. Yes. 

Senator Sauronstatu. Now the $225,600, that was a second cut from 
last year. The budget cut you 10 percent and then the House cut you 
another 10 percent? 

Mr. Core. Yes. 

Senator Sattonstat,. That would mean that they were cutting off 
your staff how many people and what were those people doing? 

Mr. Frantz. The reduction the House made, Senator? 

Senator Satronstaty. Yes. 

Mr. Frantz. That would amount to approximately 40 people from 
our present staff. 

Senator SarronstaLu. What do those people do? 

Mr. Frantz. We have not made a detailed analysis of where 40 
people would actually be cut out. That will be done if it becomes 
necessary. 
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TOTAL PERSONNEL 


Senator SavronsTaLLt. How many people do you have working for 
you altogether covered by the item “Salaries and expenses” in the Of- 
fice of the Administrator ¢ 

Mr. Coie. That covers two programs, Senator Saltonstall, agency- 
wide program coordination and supervision for which we have esti- 
mated 127 man-years next year and the slum-clearance and urban- 
redevelopment program under title I of the Housing Act of 1949 for 
which we estimated 268 man-years in total, 


SPECIAL INVESTIGATIONS 


Senator SattonsraLt. Then you asked for $100,000 more for spe- 
cial investigations ¢ 

Mr. Coie. Yes. 

Senator SaLronstaLu. Where will you get those men ? 

Mr. Coie. We have recruited now some of them and expect to have 
some additional. May I say to you quite frankly that the $100,000 
figure is not a firm figure. We envision doing the job correctly, do- 
ing it as quickly as possible, and wind it up, but it does take consider- 
able manpower to accomplish it. We think that $100,000 quite possi- 
bly will do the job, but I have no way of knowing ex: ictly how much it 
will ti ake. 

Senator SavronstautL. That job will be done in conjunction with the 
investigation that has been asked by the Senate Banking Committee. 

Mr. Cour. Yes. 

USE OF INSURANCE PROFITS 


Senator Maynank. At this point I would like to say that prior to 
1949 the Housing Authority, as I recall, had a right to use proceeds 
from insurance profits or whatever you term it—— 

Mr. Cote. FHA. 

Senator Maynank. To hire what they deemed advisable to investi- 
gate. 

Mr. Coir. That was under the nonadministrative—— 

Senator Maysank. They put an amendment on in the House in I 
think 1949 in which they limited that and then you were no longer 
able to use your collec tions and then from then on you had to come 
here and ask for money. 

Mr. Corr. That is right. 

Senator Maynank. Prior to that there was an open-end authority 
for you to investigate from your proceeds or profits of insurance. 

Mr ~ Cor. Yes. 


WINDFALL CASES 


Senator Maysnank. Now this comes to my thought that there are 
some 1,149 cases of violation or 1,141; would I be correc t ? 

Mr. Corr. I did not understand the number. 

Senator MaynanKk. Some 1,149 windfalls so to speak. 

Mr. Corz. That is correct, sir. It may be even more. 

Senator Maypank. That is what I was leading up to. That is de- 
termined by the Internal Revenue by flagging certain cases in their 
district offices throughout the United States; is that right? 
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The Bureau of Internal Revenue flags those ¢ 

Mr. Cote. Yes, sir. 

Senator Maypanx. Put a stop order on anybody who returned a 
dividend ? 

Mr. Coreg. I think that is true. 

Senator Maynanxk. Now there are 7,000 approximately ? 

Mr. Cote. 6,081 projects constructed, yes. 

Senator MayBanxk. Some 7,000? 

Mr. Coxe. Yes. 

Senator Maysanx. But in case a fellow had a windfall of maybe 
200 percent and was sort of skeptical not to declare a dividend the 
Bureau of Internal Revenue knows nothing about it? You cannot 
answer for the Bureau? 

Mr. Coxe. I cannot answer for the Bureau but it would be difficult 
to ascertain it. 

Senator MayBank. So the 1,141 records is only a guess on the part 
of the Commission and I speak respectfully ? 

Mr. Core. Very true. 

Senator Maypanx. It has come to my attention that some people 
who had bigger windfalls than this have not declared dividends. 

Mr. Coxe. I do not know about the larger dividends but I am quite 
sure the Senator is correct that there are other cases not now known. 

Senator Mayank. You have to check all 7,000 until you can find 
out who got windfalls and who did not. You just cannot rely upon 
the Internal Revenue where they have declared dividends and I speak 
very respectfully ? 

Mr. Cotx. They can show only what their records show. 

Senator Mayspank. Those are the ones that returned it for taxation 
on let us say a 26-percent capital gains where they should have paid 
perhaps in some instances 80 percent or whatever it was but there are 
a lot of them that returned nothing for taxation. 

Mr. Core. That is true. 

Senator Maynank. Those are the ones you are going to check, with 
this additional money together with some others? 

Mr. Corr. Together with the other investigations we are carrying 
out which would be title I and other matters. 

Senator Maysank. You intend to look into all 7,000? 

Mr. Cote. We want to if we have the men and money. 

Senator Maypank. As I was asked on the Senate floor a while ago— 
when do you think you will be able to give us a list of these people 
who have perhaps got these big windfalls?’ Those who did not get it 
perhaps may be in the clear. There is a lot of confusion among con- 
tractors and businessmen who have called me, and among Senators as 
well. You were there yesterday when we brought the question up, 
because some people are very embarrased that they are suspected of 
these things. We are trying to clear up the good name of people be- 
cause 90 percent of the people have had nothing to do with it. If 
you get the $100,000 how long do you think it will take to get the 
names ¢ 

Mr. Coir. It would be a mistake for me to attempt to answer that. 

Senator Maypank. You will send it to us as quickly as you can? 

Mr. Core. Yes. T am concerned about the fact that there are thou- 
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unjustly under suspicion and it is our job to do this as quickly as 
possible to show to the country that this is true—that those who vio- 
lated the law, those who are guilty of offenses, are a few apples or 
one apple in the barrel and it is not a great industry involved in this. 
If we can do it quickly and efficiently we cannot only help to do the 
job so far as the Government is concerned, but we can also do a proper 
job with respect to the people of the country. 

Senator Maysank. That is what I am interested in. 

Mr. Corr. 1 am very much interested in it. 

Senator Maypank. You think that $100,000 would be enough to do 
that ? 

Mr. Core. I think so. I would rather keep it within reason and 
not ask for more than I think is necessary. 

Senator Maypank. This is $100,000 that is going to go into the $11 
million; is that it? 

Mr. Corr. $11 million loans? No, Senator; it is my opinion that on 
title I the investigative action will be of this nature: We will investi- 
gate those cases which we have and bring them to the attention, first, 
of the FBI, if that is indicated, and secondly to take such disciplinary 
actions as are necessary upon lenders and others who have been vio- 
lating the regulations or who have been guilty of abuses and fraud. 

Senator Maysank. You have already cited some instances ? 

Mr. Corr. Yes. 

PERCENTAGE OF VIOLATIONS 


Senator Maypank. It is my thought in the interest of honorable 
and honest business people in America and bankers—there are only 
about 3 of 4 percent of these people—— 

Mr. Core. It is not that high. 

Senator Maysank. The sooner their names are made public the 
better off these people are. 

Mr. Coxe. I am sure the acting Commissioner of FHA agrees and I 
am sure it should be done. 


SECTION 203 LOANS TO SMALL BUSINESS 


Senator Maypank. You have the situation in these other places 
where you might perhaps look into it—now, we had an appropriation 
hearing on small business yesterday. Of course, the main benefit of 
small business is to—unfortunately, I say this guardedly, every time 
we seem to try to help a small business corporation some big business 
forms a whole lot of corporations to take advantage of the small busi- 
ness. Now, in these section 203 loans I understand a lot of big cor- 
porations have broken them down so they will be in the $25,000 limi- 
tation to be in small business. Have you heard anything of that? 

Mr. Corr. I have heard some comments along that line, sir. 

Senator MayspanKk. Some of these big corporations ? 

Mr. Corr. Yes, sir. 

Senator Maysank. Are you going to investigate that where the 
big business corporation breaks down into little corporations to limit 
them to $25,000 ? 

Mr. Cote. Not unless we are of the opinion that there are abuses 
and frauds involved. 

Senator Maysank. Who knows whether there is abuse and fraud ? 
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Mr. Core. That is a matter of judgment but someone must make a 
judgment and in my opinion today we have enough to do on these 
other matters. 

Senator Maysank. Wko will look after 203? 

Mr. Corr. I promise you we will look into it. That we will do. 

Senator Maynank. I am going to be prefectly frank with you and 
| do not think you are going to get very far with $100,000. 

Mr. Coxe. It could well be. 

Senator Maysank. That is my judgment. 

Mr. Corr. It may be my natural cautiousness to ask for less money 
than is necessary. 

Senator Maybank. The attitude of Congress has always been tax- 
minded to conserve the taxpayer’s money but sometimes, Mr. Ad- 
ministrator, I might say 1 dollar spent sometimes pays back 10. 

Mr. Corr. I realize that, Senator; and this is a very large opera- 
tion which we are about to embark upon, and to do it too cautiously 
would be worse than not doing it at all. It must be done properly. 

Senator Maynank. You are so right. You will not hesitate to ask 
for a supplemental if this is not enough ? 

Mr. Coir. No, sir. 

Senator Maypan«. All right. 


SLUM-CLEARANCE RIDER 


Mr. Corr. Item 3 was discussed this morning, Mr. Chairman. It 
has to do with the striking of the proviso, the so-called rider in the 
House appropriation bill. 

(The item referred to begins on p. 539.) 

Senator Sauronstaty, Following up what Senator Maybank said, 
you mentioned $100,000. Now you are going to get $150,000 more 
than that for a centralized investigating staff in your office? 

Mr. Core. Yes, sir. 

Senator SavronstraLL. Those men, when you get them, you can put 
them on this other work, too, can you not ? 

Mr. Coir. Some of them, yes, Mr. Chairman, will be available for 
that purpose, but you will recall that there are compliance matters, 
investigative matters, not having to do with this specific investigation. 

Senator Savronstath. I understand, but you can concentrate on 
this if necessary. 

Mr. Corr. We can do that. 

Senator Savronstaty. You are asking for $225,400 more than the 
House gave you for ordinary administrative expenses ? 

Mr. Corr. Yes. 

Senator Savronstaty. That will take 40 man-years? 

Mr. Frantz. That is correct. 

Senator SanronsraLi. Those people are the people you now have 
who will continue to be employed on the task they are now doing? 

Mr. Corr. Yes; in the other salaries and expenses. 

Senator SatronstaLt. How many of those people will be in Wash- 
ington ¢ 

Mr. Coir. Of the 40? 

Senator Savronstauu. Yes. 

Mr. Core. They are all in Washington. 

Senator Sarronstaty. All in Washington? 

Mr. Core. Yes. 
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TOTAL DISTRICT OF COLUMBIA PERSON NEL 


Senator Sauronsratt. What is your total Washington force at 
present ¢ 

Mr. Frantz. The total is 457. 

Senator SarronstauL. That is a 10-percent cut, then ¢ 

Mr. Franz. That is correct. It is a little more than that in the 
programs financed from this appropriation, because the 457 includes 
the people who are handling the college housing and prefabricated 
housing programs and other activities covered by items the House 
did not reduce, and which, therefore, have not been brought up here. 

Senator Satronstats, What you say, in substance, is not only do 
you need some new men beyond the budget language because of this 
crisis and you want more adequate control, but that you want back 
the men on your 40 man-years, on your ordinary administrative pur- 
poses that would be eliminated if you did not have it ? 

Mr. Cote. That is correct. 

Senator Satronstati. And that would be just in ordinary adminis- 
tration, you cannot tell where those people would come from ¢ 

Mr. Coz. That is correct. 

Senator SautronstaLL. Senator Maybank is much more familiar 
with this subject than I am. 

Senator MaysanKk. I would not say that but I can very well remem- 
ber—you can speak for yourself far more ably than I—but in 1949 
when they threatened to take away the income of the Housing Au- 
thority from their earned incomes in the way of insurance benefi‘s for 
these inspections, we wrote legislation in the appropriation bill in 
the House and I opposed that and if I recall—I think several mem- 
bers of this committee did and I cannot speak for you, sir—but I think 
you did. 

CONTROL OVER FHA PROCEDURES 


Senator SatronstauL. Perhaps that is an appropriate point to ask 
this: During the life of section 608, title 6 of the Housing Act, which 
relates to mortgage insurance on large scale rental housing projects, 
what control did the Housing Administrator have over the Commis- 
sioner of FHA in adopting procedures or safeguards through which 
currently publicized irregularities might have been avoided ? 

Mr. Corx. HHFA was organized by Reorganization Plan No. 3 
which was adopted in 1947. That gave the Housing Administrator 
general supervision and coordinat ing authority over the constituent 
agencies. I am advised by the Department of Justice and by counsel 
that the legal effect of that was general supervision which meant that 
he had no direction or actual control over the constituent agencies. 

He had advisory and supervisory authority to discuss matters with 
them. 

Senator Sattonstauyi. That whole thing came up last year? 

Mr. Coir. Yes; it comes up quite frequently. 

Senator SALronstaLL. The answer is you did not have? 

Mr. Coir. Did not have and do not have now and my predecessor 
did not have. 

Senator SauronstaLtL. Do you exercise control along these lines 
now? 
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DIRECTIVE FROM THE PRESIDENT 


Mr. Cote. On April 12 of this year the President gave me certain 
control. That control had to do primarily with this investigation, to 
take charge of the records and to take such actions as as necessary to 
conduct the investigation. That gave me the opportunity to move in, 
to make the investigation. If I had not had that direction from the 
President it is my judgment that I would not be able to make this in- 
vestigation of the Agency. 

Senator Sarronsrautu. And the action you contemplate is the action 
you suggested to Senator Maybank recently ? 

Mr. Coxe. Yes, sir. 
LOSSES TO GOVERNMENT 


Senator SarronsTaL.. Now, according to recent press releases the 
possibility exists that the Government will lose many millions of 
dollars as a result of these irregularities. Would you explain how 
such losses might occur? I think that has been pretty well generally 
understood but could you in a line or two answer that question ? 

Mr. Coxe. In connection with the 608 program as the Senator well 
understands, the builder of an apartment project, for example, secures 
a commitment from FHA or secured a commitment from FHA to 
insure the mortgage on the project. That commitment was based upon 
an estimate of the cost of the completed project, including land. 









WINDFALL MORTGAGING-OUT PROCEEDING 


In many cases the estimate was far in excess of the actual cost of the 
construction of the project. The difference therefore is known as 
mortgaging out in the industry and it is the windfall—the difference 
between the cost, the actual cost of the project, and the amount of the 
mortgage and insurance. Corporations were formed for the purpose 
of constructing these projects. These corporations then immediately 
upon the completion of the construction of the project declared 
liquidating dividends of the amount of money over and above the 
actual cost of the construction. In other words, they declared liquidat- 
ing dividends of the so-called windfall or mortgaging-out proceeds. 


BAY SHORE GARDENS 





PROJECT 


Senator Sarronstati. The Bay Shore Gardens is a case in point. 
Mr. Corz. I so understand. May I say, Mr. Chairman, in that con- 
nection the mere fact that a builder has received so-called mortgaging- 
out proceeds is not necessarily evidence of wrongdoing on the part of 
the builder. If he outguessed or if he was a more efficient builder to 
such an extent that he was able to construct the project at a less cost 
than estimated without fraud, without collusion, or without abuses, 
then in my opinion he merely outguessed the appraiser and there was 
no illegality in the transaction. 

Senator Sarronstatx. No illegality, but should he keep the money ? 

Mr. Core. I do not think so, sir. I think he should in all fairness and 
equity take that difference and apply it on the mortgage. 
















Senat 
charged 
a windf: 
fall, is t 

Mr. C 
ceeding 

Senat 
$3 incre 

Mr. C 

Senat 
more re 

Senat 
Cole, w 
believe 
titled t 
Govern 
do not. 


Mr. ¢ 
not eth 
do not 
must sa 

Sena 
recovel! 
the law 

Mr. | 

Sena 
preven 

Mr. 

Sene 

Mr. 
to pre 
sectior 

Sen: 
you fir 
money 

Mr. 
may b 
They 
legal « 
am no 
to foll 
the in 


Sen 
that ¢ 
Mr. 


in 
to 
to 
n, 
he 
n- 


yn 


1e 


' 





INDEPENDENT OFFICES APPROPRIATIONS, 1955 659 


EFFECT OF WINDFALL ON RENTS 


Senator Maypank. Then if he did that, of course, the rents he 
charged would be far less than the rents he charged on the project with 
a windfall because the rents were based on the project with the wind- 
fall, is that right ? 

Mr. Coxe. It is my opinion that the windfall mortgaging-out pro- 
ceeding did increase rents, Senator. 

Senator Maypank. For every dollar he got on the windfall he got 
$3 increase in rents over a period of 20 years. 

Mr. Core. I have not computed that. 

Senator Maypank. He got the money and divided it up and got 
more rents for 20 years. 

Senator SauTonsTaLi. You do not want to leave the impression, Mr. 
Cole, with this committee—and this is an open hearing—that you 
believe these people who outguessed what the actual cost was are en- 
titled to keep the money and declare it as a profit in their business, 
Government money, and at the same time charge higher rents, you 
lo not want to leave that impression, do you ¢ 


LEGALITY OF WINDFALL PROCEEDING 


Mr. Coxe. I said it was not illegal in my opinion, and I said it was 
not ethical or fair for them to do so. In other words, the answer is I 
do not think it is right, if that answers your question properly, but I 
must say I do not think it is illegal. 

Senator Savronsrau.. It may not be a crime and it may not be 
recoverable money and certainly there should be some provision in 
the law that would prevent it. 

Mr. Corer. I think so, too. 

Senator Sauronstatn. There is no provision in the law that can 
prevent it at the present time, is that right? 

Mr. Corz. Of course, 608 is terminated now. 

Senator Maysanxk. But there are other sections. 

Mr. Frrzpatrrick. Some of the other sections do contain provisions 
to prevent it—section 908 does and also the military rental housing 
section. 

Senator SauronstTaLL. Then, as a practical matter, at this time, if 
you find some of these cases, is there a law by which you can get the 
money back from the Government ? 

Mr. Corx. It is possible that in cases of fraud or collusion that that 
may be done. Rementber, sir, that these are not Government loans. 
They are insured loans made by private lending institutions. The 
legal effect of the establishment of a fraud in connection with that I 
am not in a position to answer at the present time. We plan, however, 
to follow to a conclusion and do everything that can be done to protect 
the interests of the Government and the people in these cases. 


SECTION 608 EXPIRED MARCH 1950 


Senator Savronstatu. The 608 was allowed to die in March 1950; is 
that correct ? 
Mr. Corz. That is correct. 
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Senator Sauronstatu. So therefore the currently publicized irregu- 
larities occurred prior to that time or shortly thereafter; is that 
correct ¢ 

Mr. Corr. Yes; that is correct. 

Senator Maypank. It can still occur because there are still some 
under construction ¢ 

Mr. Core. That is right. 

Senator MayBank. Was it a delay in the discovery of these irregu- 
Jarities that led to the publicity just recently ? 

Mr. Corr. I think the answer is “Yes”—delay in the discovery of the 
extent of it—that is true. 

Senator SaLronsratu. These people you want to put on now in your 
office as a regular addition to your centralized office would be men that 
you would hope to have who would discover these things more closely 
and quickly and eliminate them; right? 

Mr. Corer. Yes. 

Senator Sauronstatu. Now I think that you have answered this 
question to Senator Maybank by stating you could not answer it. 

Can you supply us with any figures as to the number of section 608 
cases which are suspect insofar as irregularities are concerned ? 

Mr. Corx. Not at present. 

Senator SatronstaLtt. You do have some examples of individual 
cases. The chairman mentioned one, the Bay Shore Gardens case. 

My. Cote. We have lots of examples of a mortgaging-out but we are 
not in a position to supply information concerning cases which involve 
collusion or fraud. 

GROSS-MORTON CASE 


Senator Satronsrati. Now there is a Gross-Morton case. 
know about that? 

Mr. Core. That is a tax case filed by the Bureau of Internal Revenue 
and now pending decision. 

Senator Sauronsrauy. Is that due to inadequate or improper FHA 
procedures ¢ 

Mr. Core. Mr. Chairman, may I respectfully ask not to comment on 
that for the reason that it is in the court. The decision has not been 
made by the court and if the Chair will permit me, I will be glad to 
discuss it with you in executive session. 

Senator SaLtonsTaui. You are entirely proper in making that state- 
ment. 

Now, that brings us to the annual—— 


Do you 


COOPERATION BETWEEN FHA AND FBI 


Senator Maynank. I did not mean to jump ahead, not knowing you 
were going to ask those questions, but there is one other question T 
wanted to ask on title I. There is not any other law that is neces- 
sary for any more or any closer cooperation between FHA and the 
FBI, is there? 

At one time there was a question of jurisdiction ; I think I am right. 

Mr. Core. I think you are right. Yes, sir. 

Senator Maynank. But that is perfectly cleared up now? I 
talked to Mr. Hoover this morning and that is why I asked you that. 
I wrote him last week. You still think you need further law for closer 


cooperation between your agency and the FBI? 





1a 
| 4 


Mr. C 
Senat 
Mr. C 
investigt 
rather f 
Senat: 
Mr. C 
of auth 
investig 
Senat 
Mr. C 
May . 
Senate 
gaging- 
Senat 
authori 


Mr. ¢ 


Sena 
Mr. Cc 
tions U 
for ? 

(The 


(Estim: 


(1) ] 
000”, tl 
Annu 


The ] 

“The 
tracts | 
increas 
of the 
tributi 
way tc 
do its 
review 
meas 

Ence 
hearte 
encour 
operat 
dealin 
of eflic 
projec 





1 Ine 





gu- 


hat 


me 


ur 
Lat 


11s 


Os 


re 
ve 


yu 


le 


n 
O 





INDEPENDENT OFFICES APPROPRIATIONS, 1955 661 


Mr. Coir. Not new law; no, sir. 

Senator Maysank. What can we do to make it closer ? 

Mr. Corr. I have already asked the FBI to undertake criminal 
investigations with respect to the FHA procedures, There was a 
rather fuzzy line in the past, yes. 

Senator Maysank. That is what I was trying to find out about. 

Mr. Coxe. It is my opinion we have cleaned that up and the line 
of authority now is proper and the FBI will undertake criminal 
investigation. 

Senator Maysnank. There is no question about that any more? 

Mr. Core. I do not believe so. 

May I comment once more that I am bringing amendments to the 
Senate Banking and Currency Committee with respect to the mort- 
gaging-out matter. 

Senator Maypank. Would that include closer cooperation or any 
authority you need with the Justice Department ¢ 

Mr. Cote. I do not think we need more in that particular area. 


Pustic Housine ADMINISTRATION 


ANNUAL CONTRIBUTIONS 


Senator Sauronstauu. Now if we are through with that subject, 
Mr. Cole, you were requesting back $5,150,000 on annual contribu- 
tions under Public Housing Administration. What is that money 
for ? 

(The justifications follow :) 


ANNUAL CONTRIBUTIONS 


(Estimate, $69,100,000; 1954—act, $43,300,000’; H. R. 8583—bill, $63,950,000; 
H. R. 8583— act, $63,950,000 ) 


(House hearings, pt. 3, pp. 2253 through 2356) 


(1) Page 29, line 12, strike out “$63,950,000” and insert in lieu thereof $69,100,- 
000”, the estimate, or an increase of $5,150,000 in the appropriation. 
Annual contributions appropriation : 


COMMENTS IN HOUSE REPORT 


The House report includes the following on pages 16 and 17: 

“The bill contains $63,950,000 for payments under annual contributions con- 
tracts in 1955, which is $5,150,000 less than the amount of the estimate and is an 
increase of $20,650,000 over the total amount appropriated in 1954. The amount 
of the appropriations required each year for payments under these annual con- 
tributions is steadily increasing and will run for a period of 40 years. The only 
way to make a saving in this item is for the Public Housing Administration to 
do its utmost in encouraging economies by local housing authorities, and in its 
review of their budget compel them to operate economically and reduce in some 
measure the amount of annual contributions required.” 

Encouragement of economies.—The Public Housing Administration is in whole- 
hearted agreement with the House committee’s recommendation regarding the 
encouragement of economies on the part of local housing authorities in their 
operation of low-rent housing projects. The Administration is, in all of its 
dealings with local housing authorities, endeavoring to promote a high degree 
of efliciency and economy in the operation and management of low-rent housing 
projects. 


1 Includes supplemental appropriation request, now pending, in an amount of $10,800,000 
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The annual contributions contract between the Administration and the local 
housing authority requires that the local authority submit annnal operating 
budgets to the Administration for approval. The operating budget constitutes 
a presentation of the local authority’s operating plans for the coming year and, 
when approved, an agreement between the local authority and the Administra- 
tion as to the expenditures necessary for efficient and economical operation of a 
project for this period. The Administration will not approve a budget unless 
the plan of operation and the amounts included in the budget are reasonable. 
teasonableness is determined in the light of the necessity for (1) incurring the 
budgeted expenses in the efficient and economical operation of the project for 
the purpose of serving families of low income and (2) limiting Federal annual 
contributions to the amounts necessary to assure the low-rent character of the 
project. 

Method of computing appropriation estimate.—The appropiration estimate was 
developed from a detailed analysis of each project determined to be eligible to re- 
ceive an annual contribution during fiscal year 1955. The estimate was de- 
veloped in stages. 

First, a determination of the projects which will be eligible to receive a con- 
tribution was made by (1) identifying the projects which were eligible for a 
contribution payment in fiscal year 1954; and (2) developing a schedule of 
projects which have been or will be permanently financed during fiscal year 1954, 
and thereby will become eligible to receive a contribution in 1955. 

Second, an estimate of the amount of accruing contribution payable was made 
by establishing the fixed contribution for each project and the amounts which 
will be available to reduce such fixed contribution. The fixed contribution 
is established at the time of permanent financing and is the amount required for 
level annual payments of interest and principal amortization. The following 
elements are available to reduce the fixed contribution: 

1. Capitalized interest. 

2. Accrued interest. 

8. Residual receipts as of the end of the initial operating period. 

4. Residual receipts from operations. 
All of these elements were taken into account in computing the appropriation 
estimate. 

Reduction of project operating expenses.—The comments in the House report 
set forth the proposition that the annual contribution requirements for fiscal 
year 1955 can be reduced by compelling, through budgetary controls, greater 
economies on the part of local authorities in connection with their management 
operations. The very nature of a subsidized low-rent housing project imposes 
an obligation upon the Federal Government and the local housing authority to 
achieve maximum economy in operating the project. 

The contract between the Federal Government and the lecal housing authority 
establishes budgetary procedures and standards which govern physical operation 
and maintenance. The contract provisions are augmented by regulations and 
procedural requirements promulgated by the Administration. 

In its review of management operations and operating budgets the Adminis- 
tration intends to inaugurate a policy of strict budgetary control and will make 
every effort to promote a high degree of economy and efficiency in the manage- 
ment operations of low-rent housing projects. 

Unfortunately the additional economies which are anticipated cannot be real- 
ized in time to have any effect on the 1955 appropriation estimate. This is true 
for two important reasons: 

1. Of the total increase of $25.8 million requested in the annual appropriation, 
87 percent, or $22.5 million, is attributable to projects which will become eligible 
for their first annual contributions in 1955. The amount of the contribution 
payment for these projects are either already fixed or cannot be changed by any 
administrative action of the Administration. 

2. The remainder of the appropriation request concerns projects that have 
been in full operation for a varying number of years. The annual contributions 
for these projects are paid 3% to 54% months after the end of the projects’ fiscal 
vear. Thus it will be seen that the contributions payable in 1955 for those 
projects whose fiscal year ended on March 31, 1954, are already determinable 
amounts and no administrative action can now be taken to reduce the amounts 
payable. Likewise, the remaining projects have already experienced 9, 6, or 3 
months of operation under budgets which have already been approved by the 
Administration. It is doubtful that any appreciable savings could now be 
effected on these projects through reexamination of project budgets. 
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Conclusion.—It will be seen from the above that little, if any, reduction in 
the appropriation estimate for 1955 can be effected by the exercise of tighter 
budgetary controls by the Administration. The Administration does, however, 
take full cognizance of the House committee’s recommendations and will make 
plans for the adoption of a more rigid budget policy which, it is expected, will 
lead to the achievement of additional economies in 1956 and subsequent years 


REQUEST FOR RESTORATION 


On page 29, line 12, we request restoration of the figure of $69,100,- 
000 which is the budget estimate—an increase of $5,150,000 in the 
appropriation for payment of annual contributions to eligible low- 
rent housing projects. 

The budget estimate was predicated upon a case-by-case analysis 
of all projects which will be eligible to receive an annual contribution 
during the fiscal year 1955. ‘These are all projects built under past 
years’ authorizations, and the contributions are commitments of the 
Federal Government and must be paid when they come due. In many 

fiscal years when the necessary amount of annual contributions has 
been underestimated or when the budget request has been reduced by 
the Congress, it has been necessary to process supplemental requests to 
meet the contractual obligations. 

The House committee report suggests that the Public Housing Ad- 
ministration should do its utmost in encouraging economies by local 
housing authorities, and should compel them to operate economically, 
in an effort to reduce the amount of annual contributions required. 
With that I fully agree. However, I am advised that the estimate 
for next year is based mainly on operating budgets that have already 
been approved, and in many cases have been in actual operation for 
several months. Mr. Slusser tells me that he cannot hope by admin- 
istrative action to effect such savings during the fiscal year 1955 as 
this cut seems to contemplate. He will, of course, be glad to go into 
this matter with you further if you wish. 

This is Mr. Slusser, Mr. Chairman. 


SUBSIDY PAYMENTS 


Senator Sartonstauty. This fund for your contributions is in con- 
nection with operating funds under public housing, equalizing the 
expenses, when the operating expenses are bigger than the income, is 
that right? 

Mr. St ussER. That is right. This is the subsidy payment. 

Senator SauronsratL. That is the subsidy payment that comes in 
connection with the building of the houses and then, after they are 
built, if the income is $100 and expenses are $150 the Federal Govern- 
ment contributes that $50 in excess, is that right ? 

Mr. Strusser. Not necessarily all of it. Practically this would be 
true, but we have a limit on the amount of subsidy that can be paid. 


TOTAL NEW HOUSES 


Senator SavronsraLu. Last year the Senate recommended 35,000 
new houses and it was a conference report of 20,000 that came out. 

Mr. Susser. Right. 

Senator Sarronstauu. This year the President recommended 35,000. 
The House brings over 35,000 under the law. 
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Mr. Coir. That is correct. 

Senator SavTonsraLL. Now do you want this $5,150,000 in order to 
keep your payments up to the localities in connection with those 
houses ¢ 

Mr. Suusser. Right. 

Senator Mayspank. Not those houses. 

Mr. Stusser. Well—— 

Senator Satvonsrau.. Not those houses but the present—— 

Mr. Franvz. Those constructed under past years’ authorizations. 

Senator SavronstauL. To be more clear on that, how far are you 
behind now ¢ 

Mr. Franvrz. The projects on which contributions will be paid next 
year have already been completed and occupied. 

Senator SaLrronsraLu. In some of these cases like in the merchant 
marine I know we are 3 or 4 or 5 years behind in our payments that 
are due—in the housing, are we all up in our payments ? 

Mr. Franrz. These payments are current and are required by law 
to be current. 

Senator SALvTronsTaLy. What you estimate is then that unless you 
get this $5,150,000 or a total of $69,100,000, you will not be able to 
make your payments this year? 

Mr. Franrz. Next year. 

Senator Savronsrat. In the next fiscal year? 

Mr. Franrz. Yes, sir. 

Senator Savronsrat,. If you don’t—that is a legal obligation—you 
would have to come back on a supplemental ? 

Mr. Frantz. Yes. 

Senator Savronsraut.. Did you have to come back on a supplemental 
this year? 

Mr. Franz. Yes, sir; $10,800,000 is in the third supplemental re- 
ported, I believe by the committee yesterday, for this current year, to 
restore funds which were cut out of the bill for this year. 

Senator Sarronsta.y. So that this is an amount on existing obliga- 
tions and estimated obligations that will come due within the next 
fiscal year. 

Mr. Franz. That is correct. 

Senator Savronsrautn. That is based on an accountant’s analysis or 
how is that estimate made? 

Mr. Leany. The appropriation is based on a project-by-project 
compilation, representing budgets approved by the PHA. In addi- 
tion, roughly one-third of the amount represents first payments on 
new projects which will become eligible for their first annual contri- 
bution. 

Nothing we can do now could reduce the payments on the first new 
projects, representing as I mentioned one-third of our total appro- 
priation estimate. On the remaining two-thirds of the projects, some 
of them have already finished their fiscal years. Some projects, 
roughly a fourth, ended their fiscal year this past March 31, and the 

contribution for them will be paid in July, August, or September out 
of the 1955 appropriation. As you can see, other projects have fin- 
ished up to 10 months of their fiscal year so far, some others 7 months, 
and a 4 months. Much as we would like to induce additional econ- 
omies, I do not see that anything we did would have any appreciable 
effect on next year’s money needs. 
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Senator SALTONSTALL. It is money you figure out is due on the in- 
come and operating experience basis of these various projects in 
existence ¢ 


Mr. Leany. Yes, sit 
COMPLIANCE INSPECTORS 


Senator Sattonsrau.. That is part of the work of these inspectors 
you are going to Ae in ¢ 

Mr. Corz. No, s 

Senator ene, That is different? 

Mr. Coin. Yes, sir. 

Senator SALTONSTALL. How are these things inspected ¢ 

Mr. Coxe. The inspectors that I have been talking about are com 
pliance inspectors having to do with irregularities or violations of 
regulations. This is another matter. 

Senator SALTONSTALL, Supposing a community, community desig- 
nated as X, not to name any communities; supposing community X 
says the Federal Government: owes it on a certain housing project, a 
thousand dollars, what evidence have you that you really do owe 
that ? 

Mr. Stusser. In the first place, there are contract obligations and 
estimates of the construction costs, cost of land and all that to be 
determined. 

That is primarily a matter for the local housing authority and we 
do principally supervising work over the planning and building. 

Inspection of the buildings going up is done partly through con 
tractual relationships with the architect who has to have inspectors. 
Then we put our project engineer on the project and we have traveling 
engineers to follow construction work. 

Senator SavToNstat.. After the buildings are built and they are 
being lived in, what happens? 

Mr. Stusser. It is under the control of the local authority. 

Senator SarronstaLn. I understand that but they send a bill 
you? 

Mr. Stiusser. For what? 

Senator SALTONSTALL, Don’t they send a bill to you for the operat- 
Ing expenses that exceed the income? 


AUDIT OF ACCOUNTS 


Mr. Stiusser. No, we send auditors in to audit their fiseal accounts 
to find out what moneys they have spent for the various operations 
maintenance and management charges. 

Senator SaironsTAui. Yes. 

Mr. Leany. Each year local housing authorities submit to us finan- 
cial statements reflecting income and expenses. 

Senator Marpank. You will have then a statement filed somewhat 
similar to the ones the highway departments file with the Federal 
Government ¢ 

Senator SaurronstatL. Where they said we have had to repair the 
plumbing in house No. 24, what evidence have you that that plumbing 
has been repaired in house 24? 
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Mr. Leany. We do not examine their operations in such fine detail, 
but we do audit the local authority’s books each year. 

Senator SatronsratL. You take their record, their word, on their 
own inspection, and simply audit their books? 

Mr. Leauy. Yes, sir-—— 

Mr. Stusser. With this exception, that if the budget request shows 
an increase in cost we would send our engineer to find out why there 
was so much money being spent in one particular maintenance item. 

Senator Maybank. They are the public bodies, State, county, or 
city, not an individual. 

Mr. Stusser. That is right. 

Senator SALronstaLL. How do you know the rent is enough ? 


INCOME LIMITS 


Mr. Stusser. We establish income limits and rent schedules for the 
property. 

Senator Marsan. I have had some complaints lately about some 
projects that have vacancies but because of the income that you must 
have to get into one of these projects certain people have been put 
out and no people have been put in their place. In other words, the 
income of many individuals has risen during the past few years. 
You are looking carefully into those rents, those rates of rents, so 
you can fill projects? 

Mr. Siusser. Yes. 


VACANCIES DUE TO INCOME LIMITATION 


Senator Maynanx. I know one project with 40 vacancies, and I was 
told it could be filled except for the limitation on the income. They 
were built for the poor, and it has been a worry in my mind as to 
how you can work it out. The income of so many people fortunately 
has increased—-not as much as the cost of living, but, nevertheless, 
it has increased—and now they are being put out, or being suggested 
to be put out by the law, which is right, because they were built for 
the lower income people. It seems that will need revision. 

Mr. Stusser. We are studying it. We are operating low-income 
housing. 

Senator Maysank. I said so. 

Mr. Susser. If we start breaking through the income limits it 
means that we are getting out of the low-income field. 

Senator Mayank. I did not have any suggestion. The Govern- 
ment has these houses—not the Government, but the communities— 
and by agreement with the Government the people cannot go in be- 
cause their income is beyond what is allowable to be in them. 

Mr. Stusser. We are making studies now where it is possible some 
of the projects may be overprogramed. There will have to be a pro- 
gram of liquidation to bring it back to normal. 

Senator Maysankx. The Government is losing money by it, and I 
do not know the answer. 

Senator Sauronstat.. Now, Mr. Cole, that covers all the changes 
in the Housing and Home Finance Agency requested by you, does 
it not! 


Mr. Corz. No, sir. 





Senat 
penses | 


guage ¢ 
(The 


OrF! 


(Estima 


(1) P 
“$26,230 
(2) FE 
“costs 0! 
nation 0 
(3) P 
proved t 


The BH 

“Reve 
the bill 
a separ 
The lan 
such pu 
encoura 
those p 
that six 
ministe 
recomm 
by Pub 
Congres 
Housin; 
the Rec 
Lanhar 
commu! 
first ad 
War M 
plannir 
advanc 

“In a 
for the 
sions 0) 
stead 
1936, a 
Lanhal 
Include 
author’ 
1951, b 
contin 
liquida 
that it 
creatio 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 667 


Senator SavronsraLti. We are coming to the Housing—— 
Mr. Fran'rz. In connection with the appropriation title; that is cor- 
rect, Mr. Chairman. 


OFFICE OF THE ADMINISTRATOR 
REVOLVING FUND (LIQUIDATING PROGRAMS) 


Senator SautronsraLL. Now we will turn to the administrative ex- 
penses of the corporation. The first request there you make is lan- 
guage change in the revolving fund liquidating program. 

(The justification covering revolving fund follows:) 


OFFICE OF THE ADMINISTRATOR, REVOLVING FUND ( LIQUIDATING PROGRAMS) 


(Estimate, $26,230,000; 1953—actual, $0; H. R. 8583—bill, $20,000,000; H. R. 
8583—act, $20,000,000 ) 


(House Hearings, pt. 3, pp. 2253 through 2356) 


(1) Page 62, line 22, strike out “$20,000,000” and insert in lien thereof 
“$26,230,000”, the estimate, or an increase of $6,230,000 in the limitation 

(2) Page 62, line 3, after the words “exclusive of”, insert the following: 
“costs of services performed on a contract or fee basis in connection with termi- 
nation of contracts and legal services on a contract or fee basis and of”. 

(3) Page 62, line 4, after the comma, insert the following: “any services ap- 
proved by the Federal National Mortgage Association”. 


COMMENTS IN HOUSE REPORT 


The House report includes the following on pages 17 and 18: 

“Revolving fund, liquidating programs.—The committee report accompanying 
the bill last year authorized the Administrator to establish under his jurisdiction 
a separate section to handle liquidation activities for programs in liquidation. 
The language proposed in the budget this year establishes a revolving fund for 
such purpose. The committee approves of this step in the right direction and 
encourages the administrator to take whatever steps are necessary to liquidate 
those programs which are no longer necessary. The budget language proposes 
that six programs which are in a stage of liquidation be consolidated and ad- 
ministered by this single revolving fund. The programs included in the budget 
recommendation are as follows: (1) The Alaska housing program established 
by Publie Law 52, 81st Congress, as amended by Public Law 531 of the 82d 
Congress, (2) loans for prefabricated housing which was transferred to the 
Housing and Home Finance Agency by Reorganization Plan No. 23 of 1950, from 
the Reconstruction Finance Corporation, (3) war public works authorized by the 
Lanham Act before and during World War ITI to serve defense needs, (4) defense 
community facilities authorized by Public Law 139 of the 82d Congress, (5) the 
first advance planning for non-Federal public works authorized by title 5 of the 
War Mobilization and Reconversion Act of 1944, and (6) the second advance 
planning authorized by Public Law 352 of the 8ist Congress to make additional 
advances on similar public works. 

“In addition to these programs the committee has included language to provide 
for the transfer of the public war housing program authorized under the provi- 
sions of the Lanham Act before and during World War IT, the Subsistence Home- 
stead and Greentowns program operated under section 3 of the act of June 29, 
1936, and the veterans’ reuse housing program undertaken under title 5 of the 
Lanham Act from the Public Housing Administration to this revolving fund. 
Included in the transfer of the public war housing is the defense-housing program 
authorized by the Defense Housing and Community Facilities and Services Act of 
1951, but it is understood that this program is not ready for liquidation and will be 
continued to be managed under the fund until the earliest date it is ready for 
liquidation. In making these transfers the committee again emphasizes the fact 
that it believes that liquidation can be accomplished more efficiently by the 
creation of a liquidation’section which has that as its primary purpose. 
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“The amounts for administrative expenses for the various programs have been 
adjusted to provide the revolving fund with adequate administrative and non- 
administrative funds to administer these activities. In this connection a limita- 
tion of $5,940,000 has been placed on administrative costs and $20 million on the 
total available for nonadministrative purposes.” 


JUSTIFICATION 


The limitation of $20 million proposed by the House committee refers primarily 
to three programs operated by the Public Housing Administration: 
1. Subsistence Homesteads and Greentowns. 
2. Public war housing, including defense housing developed under title 
Ill of the Defense Housing and Community Facilities and Services Act of 
1951. 
3. Veterans’ reuse housing. 
















Certain of the expenses of the above programs were previously subject to a 
nonadministrative expense limitation of the Public Housing Administration. 
The attached table I shows a 3-year comparison of these expenses arranged by 
function. 


Direct project management operations 

The largest portion of the limitation ($23,200,000) concerns the operation of 
directly operated housing projects, 

Of this amount, $25,047,100 is required for operating expenses of the public 
war housing program. Payments in lieu of taxes and utilities account for 43 
percent of total operating expenses. These are items which are more or less 
fixed in amount and are not subject to managerial control. The balance, or 
$13,080,300, is required for the many other necessary services and activities, 
including collection of rents, supervision of operations, janitorial services, mainte- 
nance of structures, heating, plumbing and gas systems. garbage and trash 
removals, and the many other items involved in the operation of such projects. 

Any reduction in the limitation must necessarily be taken from funds for the 
above operations. A further reduction of the already curtailed maintenance 
program will result in accelerating the deterioration of the projects, severe iocal 
criticism, and the development of many hazards to the health and safety of the 
tenants. 

The Public Housing Administration has been expediting disposition of these 
nnits where possible. However, as of February 28, 1954, there were over 42,000 
units of World War II housing which had not been released for disposition by the 
Department of Defense because of continuing defense needs. Another 14,000 
units of defense housing constructed recently under Public Law 139 requires about 
$3,600,000 of the total $23 million in operating expenses listed above. 















Disposition 


The expenses in this category cover the direct cost of disposition including 
surveys, appraisals, advertising, FHA appraisal fees, demolition, leased-land 
restoration, reconditioning, and ponadministrative expenses incident to relin- 
quishment of temporaries and transfer of permanent war housing to low-rent use. 
This expense covers both leased projects and directly operated projects and is 
estimated at $2,920,060 in 1955. 

The largest item is for the reconditioning of projects to be sold to individuals. 
In a great many cases such projects cannot be sold until they have been put in 
condition to meet local building codes. This is particularly true of roadways 
and utility systems. 

The attached table II shows the actual and estimated number of units disposed 
of for 3 years, and actual disposition during the current fiscal year. The pro- 
gramed disposition of public war housing during fiscal years 1954 and 1955 will 
result in the elimination of more than half of the dwellings which were on hand 
July 1, 1953. 

Any reduction of the funds available for disposition expenses would seriously 
retard the disposition program. 
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Tabie I.—Comparison of actual and estimated expenses 
Actual, Estimate Estimate, 
1953 1954 1955 


Direct project management operations 


Subsistence homesteads and greentowns $492, 881 $39, 300 0 
Publie war housing 25, 840, 118 25, 489, 581 $23, 047, 100 
Veterans’ reuse housing 618, 796 41, 000 152, 900 

Total direct management operations 26, 951, 705 26, 069, 881 23, 200, 000 


Disposition expense 


Subsistence homesteads and greentowns 51, 992 &, 500 0 
Public war housing 500, 667 2, 280, 000 2, 890, 000 
Veterans’ reuse housing 75, 627 70, 000 30, 000 

Total disposition expense 628. 286 2, 358, 500 2 920. 000 


Mortgage servicing expense 


Subsistence homesteads and greentowns 0 OOF i8, 000 
Publie war housing 0 a) KK) 02. 000 
Total mortgage servicing expense 0 39, 000 119, 000 
Total expenses covered by limitation 27, 580, 081 28, 467, 381 26, 230, 000 
TABLE II.—Disposition workload, method of disposition by program 


Actual Estimate : Estimate 
1989 1954 to Feb. 28, sons 
i i 1954 
Subsistence homesteads and greentowns: Permanents 
sold 1, 507 59 l 
Public war housing 
Permanents sold 3, 008 16, 000 69 25, 000 
Permanents transferred to low-rent use 7, 960 7, 500 10, 394 7, 500 
Temporaries transferred to local bodies 35, 276 20, 000 0, 744 18, 000 
Temporaries sold, demolished or otherwise dis 
posed of 9, 909 10, 000 8, 057 17, 500 
Total 56, 153 53, 500 28, 774 68, 000 
Veterans’ reuse 
Transferred to local bodies 5, 844 2 500 1. 50¢ 1, 000 
Disposition by removal or other measures | 3, 647 1, 500 4, 992 5, 000 
9, 491 4, 000 6, 588 | 6, 000 
Deel 
Total : tees Kens 67, 151 57, 559 35, 377 74, 003 


(2) Costs of services on a contract or fee basis 


This amendment would add to the bill certain language recommended in the 
budget but not included in the bill as reported and passed in the House. The 
language recommended would exclude from the administrative expense limita- 
tion “costs of services performed on a contract or fee basis in connection with 
termination of contracts and legal services on a contract or fee basis.” 

Language of this nature is desirable to assure that the Agency will be in a 
position to protect the interests of the Government in the event of unforeseen 
difficulties in the liquidation of the assets covered by the revolving fund. 

The administrative expense authorization proposed for the bud_et year does 
not make allowance for the unusual costs which may be incurred in the event that 
large loans secured by many pieces of collateral should be foreclosed. Costs of 
this nature are unpredictable and are not assumed to occur when operations for 
future periods are projected. 

With reference to the first part of the exclusion; i. e., costs in connection with 
termination of contracts—the most common item has been care and preservation 
of property—for example, the employment of a watchman to protect acquired 
property pending sale or other disposal. 
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The second part of the exclusion refers to legal services on a contract or fee 
basis. In the past, fee counsel has been employed in connection with the pre- 
fabricated-housing program mainly to assist United States attorneys of the De- 
partment of Justice in litigation which sometimes involves substantial sums of 
money and complex legal questions. For example, the liquidation of a large 
prefab concern in California involved a claim in excess of $5 million in fore- 
closure, bankruptey, and condemnation proceedings. 
























(3) Payments to mortgage servicing agents 


The langcuage submitted in the budget with respect to the revolving fund for 
liquidating programs included authority, which has been carried in authorizing 
language in the independent offices appropriation acts for several years, to 
make use of the facilities of certain kinds of banks, and make payments for such 
facilities and services without regard to limitations on administrative expense. 
This language was approved by the House and is included in the bill. 

However, the budget submission contemplated only the liquidating programs 
now vested in the Office of the Administrator, and did not cover the liquidation 
of the war and emergency housing programs. For this reason, the types of 
hanks described in the language are those normally equipped to perform serv- 
ices in connection with the special loan programs being liquidated by the Office, 
especially the prefabricated housing loan program. 

In reporting and passing H. R. 8583, the House added to the revolving fund 
the liquidation of the war and emergency housing programs, as well as the 
final liquidation of the subsistence homesteads and Greentowns program. This 
operation will include the servicing of a substantial number of mortgages on 
individual residential properties. The types of lending institutions covered by 
the language of the House bill normally do not engage extensively in the servic- 
ing of home mortgages. Accordingly, this amendment would extend the authority 
in order to permit the Administrator to utilize the services and facilities of 
“any servicer approved by the Federal National Mortgage Association.” Ap- 
proved servicers handling FNMA mortgages are located throughout the country, 
and this language would permit mortgages in connection with the liquidation of 
housing programs to be placed with such servicers for handling on a fee basis 
rather than by employees on the Government payroll. 












REQUEST FOR LIMITATION INCREASE 







Senator SaLtonstatL. What is that language change? 
Mr. Core. The language change is on page 
Senator SavronstaLu. Page 62 line 22 of the House bill. 

Mr. Frantz. Line 22 is the dollar amount of the limitation which 
we are requesting be increased from $20 million, which is the amount 
of the House bill to $26,230,000 which is the total amount of the 
budget estimate for those purposes. 

Senator SavronstTaLi. How much did the House cut you? 

Mr. Frantz. $6,230,000. 

Senator SaLTonsTauy. That was a cut in the amount you could use 
for what purpose ? 

Mr. Franz. Let me say in general, Senator, that covers all of the 
normal operating, maintenance and disposition expenses of the various 
programs covered by this liquidating revolving fund, including war 
and emergency housing. 

Senator Sarronstaty. You say that the $20 million limitation is 
about $6 million short? 

Mr. Frantz. About $6 million short of the budget estimate. 

Senator SarronstatL. You would like to have that whole proviso 
stricken out? 

Mr. Frantz. We have suggested restoration of the amount of the 
budget estimate increasing the figure to $26,230,000. 

Senator Sarronsratu. Will you repeat very briefly what that money 
is used for? 
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DESCRIPTION OF PROGRAM 


Mr. Frantz. For the operation, maintenance, and disposition pri- 
marily of the war and emergency housing. There are smaller items 
but that is the bulk. The largest costs involved are P yayments in lieu 
of taxes, payments of costs of utilities, payments of operating costs 
in connection with housing projects, and payments of disposition 
costs. That activity is largely handled by Mr. Slusser and PHA and 
they can give you details on it. 

Senator Satronsrauu. The statement of Mr. Cole says you will try 
to dispose of 74,000 units. 

Mr. Susser. Yes, sir. 

Senator SattonsTaty. And these expenses go to an average of 
80,500 units in some 275 projects, is that correct ¢ 

Mr. Siusser. Yes, sir. 

Senator SALTronsTALL. You say you want $6 million more to do that 
than the House gave you? 

Mr. Stusser. It breaks down that way. 

Senator SarronsTati. You say the breakdown. It is in the state- 
ment? If you do not get all that 





DIRECT OPERATION 


Mr. Susser. It brings us down to $13 million and if you take the 
$6 million for direct operation, what we call direct operation, if you 
take the $6 million away you have cut us just in half for the operation 
of the properties; which in my opinion very seriously impairs the 
future disposition of the properties because you cannot keep up the 
maintenance. 

Senator SavtonsTaLtu. You cannot pay the bills you will owe the 
local communities ? 

Mr. Stusser. Well, we will have to cut down the staff and other 
costs to this amount of money. 

Senator SaLtronstaLt. Have you anything more to say on that? 

Mr. Cote. I want to add to Mr. Slusser’s comment on that. We 
have gone into this item very carefully. Knowing Mr. Slusser’s 
methods of management, I am quite satisfied that this amount is 
essential. 

Senator Sarronstatu. There again it is a question essentially of 
how much, whether you are going to be able to keep your property 
in repair and pay your local communities ? 

Mr. Corr. Yes, that is right. 

Senator Satronstautu. That is a question of an estimate. The 
House may be right and you may be right but you think your judg- 
ment is based on a little more experience. 

Mr. Core. Well, they have had a lot of experience. 


OPERATION OF PROJECTS 


Mr. Leany. $23 million of this estimate is for the operation of 
projects which are operated with Federal employees, in other words, 
direct Federal expenditures, 

$10 million of that $23 represents fixed costs such as payments 
in lieu of taxes and utilities—which means that the difference, namely, 
$13 million is where the reduction would be applied. If we had to 

457465443 
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reduce our expenditures by $6 million, we would have to take it out 
of the $13 million, which, in effect, means we hav» to reduce our 
project staffs by one-half, our cost of materials and supplies, and 
contracts for painting and things like thaf. It would not be possible 
to operate the program in that fashion. 


DISPOSITION OF PROPERTTES 


Senator SaLronstTaLu. Are you getting rid of these houses as fast 
as you can? 

Mr. Leany. Yes, sir. We expect this fiscal year and next to reduce 
the war housing program by half. 


ABSENCE OF CORRUPTION 


Senator Maypank. Let me ask one question on public housing. 
There has not come to the attention of the HHFA or any other agency 
of the Housing Authority any wrongdoings among the public housing 
officials, has there? 

Mr. Svusser. I know of none. 

Senator Mayspank. And you have audited the books as you 
suggested ? 

Mr. Susser. That is right, sir. 

Senator Mayran«. I have never seen any report of it in the papers 
or anything. I wondered if there has been any but there have been no 
complaints. ; 

Mr. Svusser. I hope not. 

Senator Maypank. I mean from individuals. 

Mr. StussEr. No, sir. May I correct myself to say that now and 
then we have found some one individual—minor instances—and that 
has always been prosecuted ? 

Senator Maypank. There has been nothing wrong. 

Mr. Stusser. No large-scale trouble. 

Senator Mayrnank. The individual would be complaining about his 
rent or something of that nature or declaring that someone was dis- 
honest. 

Mr. Stusser. I thought you meant the individual, that there may 
have been some wrong 

Senator Marsan. The community owns it—TI can understand it— 
the community owns the public housing project ; you have never heard 
of anything corrupt about it? 

Mr. StussEr. Not that I know of. 

Senator Maysank. Who audits the books? 

Mr. Suusser. The auditors, 

Senator Maysank. That would show it, would it not ? 

Mr. Srusser. Yes, it would. 

Senator Maypanx. You said if they got too great a repair bill, for 
instance, you sent your engineer? 

Mr. Srusser. Yes. 

Mr. Coir. May I interrupt, Senator? In any program which has 
many projects or a great operation—great volume of operation—you 
will find some complaints. And you will find isolated instances of 
abuses. I will say to you in response to what I think is the import 
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of your inquiry that we know of no complaints of such a nature that 
are broad in volume or that show a pattern of abuses. 

Senator MaynanKk. In the Public Housing Administration ¢ 

Mr. Coix. That is right. 

Mr. Frrzparrick. Aproximately 2 years ago, Senator, there was 1 
case which came to the attention of the Commissioner and Adminis- 
trator involving irregularity. An investigation was made, the mat- 
ter was brought to the attention of the Department of Justice, the in- 
dividual concerned was indicted, tried, and convicted. 

In the entire time of the slum-clearance program as I can recall, 
we have had 2 cases which have come to our attention which have 
been investigated, 1 of which did not involve criminal irregularity. 


LANGUAGE CHANGES 


Senator SALTONSTALL. Now the next amendment that you propose 
is on page 62, line 3, where you want inserted: 

‘osts of services performed on a contract or fee basis in connection with termina 
tion of contracts and legal services on a contract or fee basis and of 
estimated $12,450. 

Are those the words you want put in ¢ 

Mr. Corn. Yes. 

Senator SAvronsrauy. ‘That is the language you want to permit you 
to do this on a fee basis ? 

Mr. Core. In some instances, yes, sir. It is rather a technical amend- 
ment. 

Mr. Frantz. It has been used primarily for the employment of 
fee counsel to assist the Department of Justice in connection with 
bankruptcy proceedings. 

Senator SauvronsraLu. That is a purely technical amendment. 

Mr. Franrz. Yes. 

Senator SauronstaLL. Do you know why the House left it out? 

Mr. Franrz. I do not. We have had that language in the act for 
the last 2 or 3 years and it is in the 1954 act. 

Senator Savronsrat,. The next amendment is page 62, line 4, 
where you want to add: 

Any services approved by the Federal National Mortgage Association. 

Is that correct ? 

That is again an effort to have the services do the work where they 
can properly do it instead of your own employees? 

Mr. Coin. That. is right. 

Senator SALronsraLL. Is that an insertion you are asking since the 
House or was that asked of the House and they refused it? 

Mr. Franvrz. That is new language not presented to the House. It 
is here now primarily because of the change that the House made in 
adding the housing activity to this revolving fund. 

Senator Sauronsratn. I see. Now that takes care of the language 
changes in the revolving fund program, liquidating program ? 

Mr. Franvz. That is correct. 
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Home Loan Banx Boarp 


Senator Sarronstati. You want $12,000 or the budget amount 
added—no, that has been withdrawn—the $12,000 that you wish added 
to the Home Loan Bank Board has been withdrawn and you are not 
aes ag it ? 

Mr. Coiz. That is correct. 


4 


FeperaAL Houstnc ADMINISTRATION 
ADMINISTRATIVE EXPENSES 


Senator SarronstaLt. Now we come to the Federal Housing Ad- 
ministration. 
(The justification follows :) 


FEDERAL HovusINe ADMINISTRATION 


(Estimate, $5,350,000 ; bill, $5,000,000) 
(House hearing, p. 2164) 


The Federal Housing Administration requests the following changes in the 
appropriation bill (H. R. 8583) as reported to the House: 

(1) Page 65, line 8, strike out the figure “$5,000,000” and insert in lieu thereof 
“$5,350,000"—the estimate, an increase of $350,000 in the authorization above 
the amcunt allowed by the House committee. 

(2) Page 65, line 19, strike out the figure “$500” and insert in lieu thereof 
“$1,500.” 

HOUSE REPORT 


The House of Representatives report on the bill, page 19, is as follows: 

“The bill contains authorization for use of $5 million of funds of the agency 
for administrative expenses, which is a reduction of $350,000 in the budget esti- 
mate and a decrease of $322,800 in the authorization for 1954. In 1954 this 
administration was threatened with the possibility of a mild backlog of work 
and was given an increased authorization. The backlog has now been elimi- 
nated and the amount provided, while less than 1954, is a substantial increase 
over 1953 and will enable the administration to carry out its program at a satis- 
factory level of operation.” 

JUSTIFICATION 


(1) Administrative expenses 

2age 65, line 8, strike out the figure “$5,000,000” and insert in lieu thereof 
“$5,350,000"—the estimate, an increase of $350,000 in the authorization above 
the amount allowed by the House committee. 

The reduction to $5 million for administrative expenses provided in the House 
bill will place FHA in the fiseal year 1955 in an even worse position than it 
was in the fiscal year 1953, when about 475,000 title I loans reported for insur- 
ance were backlogged at the end of the fiscal year and more than $5 million 
in insurance premiums due the FHA were outstanding and could not be collected 
during the year because of lack of personnel, and when auditing, investigations, 
and other key functions were seriously in arrears. 

While the House bill would provide approximately $155,000 more than actual 
expenses in the fiscal year 1953, the current firm contracts for rent and utilities 
are approximately $103,000 in excess of rents for the fiscal year 1953, and the 
average salary has risen (largely due to automatic within-grade salary advance- 
ments) $64 per employee, causing an unavoidable increase of approximately 
$50,000 in the cost of maintaining a staff comparable to that maintained in the 
fiscal year 1953. Moreover, FHA will be forced to move on or before the expira- 
tion of its lease June 30, 1955, from space now occupied by the principal head- 
quarters offices and the cost of such move has been conservatively estimated at 
approximately $7,000. In the aggregate these 3 items alone more than offset the 
entire difference between the $5 million provided by the House bill and the actual 
expenses for the fiscal year 1953. 
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As a result every division in the headquarters office would have to be cut to 
a point at or below the staff employed in the fiscal year 1953. Moreover, insur- 
ance in force will have risen to approximately $18.5 billion at the beginning of the 
fiscal year 1955 as compared to $15 billion at the beginning of the fiscal year 
1953 so that a substantially heavier mortgage servicing workload will have to be 
carried with less staff. Under these circumstances all of the problems and back- 
logs which developed under the 1953 budget would recur and be intensified in 1955 
under the budget provided in the House bill. 

In that year, in addition to the 475,000 title I notes which were backlogged 
at the end of the year and the more than $5 million in insurance premiums 
which were due but could not be collected because of the shortage of personnel, 
there were serious conditions of backlogs and deferred work in virtually every 
phase of FHA headquarters operations under the administrative budget. Only 
10 percent of the operating statements on rental projects covered by insured 
mortgages could be analyzed. The statute of limitations ran on about half of 
the investigation cases docketed. The auditing program was seriously in ar- 
rears. Some classes of audits which should be made at least biannually were 
not made at all in the fiscal year 1953. 

FHA has now repaid all of the capital advanced by the United States Treas- 
ury. FHA has now called all of its callable debentures, effective July 1, and 
will then be virtually out of debt to the public. FHA income from fees and 
premiums in the fiscal year 1955 is estimated at approximately $132.6 million 
while its total operating expenses, administrative and nonadministrative, under 
the budget estimates as presented would total $29,350,000. The amount of the 
cut in question represents only twenty-six one-hundredths of 1 percent of the 
fees and premiums to be collected, but it represents the margin between an ef- 
fective administration of the program and a seriously disrupted operation. 

(2) Limitation on newspapers and periodicals 

Page 65, line 19, strike out the figure “$500” and insert in lieu thereof “$1,500”. 

FHA requires technical and financial periodicals to keep its actuarial, engi- 
neering, architectural, and other technical staffs abrenst of current developments 
directly relating to FHA construction standards, insuring operations and mort- 
gage market conditions. The limitation of $500 will provide inadequate funds 
for this purpose and would impose a handicap on the efficiency of the actuarial 
and technical staffs entirely disproportionate to the $1,000 expense involved. 
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REQUEST FOR RESTORATION OF HOUSE CUT 


Senator Satronstaty. You request here $350,000 to be returned to 
the amount of the budget and you request certain language changes. 
$350,000 is for 70 man-years of employment. 

Mr. Corr. Yes. May I read two paragraphs which I think are 
important in this connection ? 

Senator SauronsTauu. Yes. 

Mr. Cote. I want to stress the special importance that I attach to 
this item. The events of the last few days have focused everyone’s 
attention on the abuses and irregularities that have existed in con- 
nection with the FHA program. These are important, of course, and 
vigorous steps are being taken, as you know, to correct them, but at 
the same time we cannot afford to lose sight of the very basic and con- 
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structive role that the FHA can and must play in our national housing 
economy. It is my full intent and purpose that the FHA shall emerge 
from its present troubled period a sounder, stronger, organization, 
making an even more vital contribution to the process of housing the 
American people well. 

Let me direct the attention of the committee to the fact that over 
the past several years the FHA has lost through successive budget 
reductions about 20 percent of its central office staff devoted to the 
basic planning, supervision, and control of its several programs. 
During that same time, its workload—especially as measured by the 
volume of insurance in force—has constantly increased. I think that 
under the present conditions it is peculiarly important that the new 
management of FHA be given everv opportunity to strengthen and 
improve operations on a basis that will fully reestablish the confidence 
of the Congress and the public in this important part of the national- 
housing program. For that reason, I most strongly urge the com- 
mittee to approve the full amount of the budget request. 

Senator Sarronstati. You are asking for new men in your agency 
here for general supervision. This is to put back 

Mr. Corr. This is the FHA. 

Senator Sattonstaui. This is the FHA. Where will those men be 
working? 

Mr. Coir. Where will they be working? 

Senator SarronsTauu. Yes. 

Mr. Bazan. They are presently working there. This is a request 
for enough money to retain the present staff or almost the present staff. 
There are now 880 employees and there would be an average employ- 
ment under this request of 875. 

Senator Sautonstauy. They are all in Washington? 

Mr. Bazan. Yes, sir. This includes the auditing work and the ac- 
counting work and general administration of the program from Wash- 
ington and supervision of underwriting matters and other operations. 
It is the central headquarters operation that is involved here, sir. 





INCREASE OVER FISCAL 1954 


Senator Sarronstatn. This appropriation compares with last 
year—it is a little more than what you had last year if you get this. 

Mr. Bazan. It is about $27,000 more than last year. I have here a 
little chart which TI think illustrates the problem in this connection. 
It shows in July 1950 we had 1,050 employees in this work and insur- 
ance in force was $11,253 million. At the end of 1953 we were down to 
820 employees and insurance in force had risen to $16,670 million. We 
have now tried to recoup a little of the lost control that happened at 
that time and that is all the budget estimate provides, an average 
employment of 875, sir. 

Senator Sarronstauy. Senator Maybank, do you have any questions 
on that item ? 

Mr. Maynank. No. The only thing is I have to leave the hearing in 
a couple of minutes because the Banking Committee has all the bank- 
ers before it for hearing this afternoon and I have to go there. 
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NUMBER OF LOW RENT UNITS 


Senator SaLronsTaLu. The chairman would like to go very briefly 
into this 35,000 houses. 

There is no request made of the Senate in connection with those. 

Mr. Cote. On the appropiration measure, sir / 

Senator SALTONSTALL. Yes. 

Mr. Corr. This pipeline after a great deal of struggling we under- 
stood last year, you had in the pipeline last year approximately 55,000 
houses. In that pipeline you took over we will say, we allowed you to 
take over 20,000 houses. That left a certain balance in the pipeline 
contracted for but there was no way of building them. Now if we al- 
low 35,000 houses this year in the appropriation bill, go through the 
House, no change in the Senate, that means there will be 35,000 houses 
built. 

Mr. Core. Authorized to be built. Those are binding contracts. 

Senator SarronsraLt. How many will that leave in the pipeline? 

Mr. Cotx. None after all that is done, unless the law is changed. 

Senator SaLronsTaLL. Now if we want to put some new ones in the 
pipeline so that the program will be continuing, do we have to make 
any change in the appropriation bill? 

Mr. Coxz. No; not in the appropriation bill. 

Senator Satronsrautu. So that what the Chair wants to know is— 
and there was great agitation by some Members of the Senate last year 
because of the language put in in the conference report, very difficult 
language to agree upon—and the Chair and Senator Maybank both 
assured the Senate that this was not a cessation of the program but 
would depend upon the report of the Housing Administrator, to wit, 
yourself ¢ 

Mr. Coxe. Yes. 

Senator SarronsTaLL. Have you made that report? 

Mr. Corr. Yes; I have. 

Senator SatTonsratL. And that report counts for what; what does 
that suggest ? 

Mr. Coz. We have recommended the 35,000 units per year for the 
next 4 years. 

Senator Sarronstaty. Then that will mean that 35,000 houses will 
go into the pipeline to be constructed. Does that mean we can legally 
contract for 35,000 houses more? 


BASIC LEGISLATION 


Mr. Core. Not unless the law is changed—not unless the Banking 
and Currency Committee and Congress change the law. The limita- 
tion is still in effect which would not permit any construction beyond 
the 35,000 under contract. 

Senator Satronstatu. Now then have you requested of the Bank- 
ing Committees extensions ? 

Mr. Corr. Yes. 

Senator SarroNstatu. Where is that bill pending? 

Mr. Corz. In the Senate Banking and Currency Committee. Hear- 
ings have been had and they will within a short time take it under 
consideration in executive session. 
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Senator Sauronstatn. Senator Maybank, do you agree with that 
statement ¢ 

Senator Maynanx. Absolutely. You do not need any appropria- 
tion to carry on, all you need is authorization by the Banking and 
Currency Committee of the reenactment of the law of 1949 with the 
amendment I have before your committee or substituting the recom- 
mendation of 35.000 a vear. 

Mr. Corr. I would like to have Mr. Frantz explain or make another 
comment on the appropriation bill. 



























HOUSE REDUCTION IN PILA ADMINISTRATIVE BUDGET 





Mr. Frantz. The House committee did reduce the administra- 
tive budget for PHA by $950,000 when they took out any authority 
to make future contracts, so that if the legislative bill in the Banking 
and Currency committee should authorize a future pipeline, there 
would be a supplemental 

Senator Maysank. You would have to ask that in a supplemental in 
my judgment. I think the first thing to do is get the so-called pipe- 
line back in either by putting back the 1949 law or by substituting the 
President’s program which Mr. Cole testified before the Banking 
Committee on behalf of and before the House committee but I do 
not think it would be the part of wisdom—and if I am wrong I hope 
you will correct me—for us to put in an appropriation as 
that the Banking Committee and the House will pass a certain law 
and the President will sign it. 

Mr. Frantz. We do not suggest it. 

Senator Maynank. I can recognize your need for additional funds 
provided the law passed and that is nine-hundred-some-thousand 
dollars, 





PREPARED STATEMENT 


Mr, Corr. May I interrupt? Mr. Mason, present Acting Commis- 
sioner of the Federal Housing Administration, is here and he has a 
statement to put in the record. 

Senator SaLronstaLL. Without objection that will be done. 

(The statement referred to follows:) 


STATEMENT oF NorMAN P. Mason, AcTiInc COMMISSIONER, FEDERAL HovsIne 
ADMINISTRATION 
























Mr. Chairman and members of the committee, I have been with the Federal 
Housing Administration only about a week and naturally am not acquainted with 
the details of FHA’s problems, but I will try to give you briefly what seem to 
me at this point in my experience to be FHA’s budgetary objectives and some of 
the rroblems that have come to my attention in this short time. 

FHA has two continuing budgetary objectives. First, to keep abreast of its 
new business and other current workload, particularly new applications for 
mortgage insurance being received and processed in the field and inspections on 
properties under construction pursuant to FHA commitments. The second con- 
tinuing and extremely important budgetary objective is to maintain an adequate 
administrative and supervisory force in the headquarters office to control and 
direct operations in the field, to conduct audits, investigations, and examina- 
tions: to be sure at all times insofar as it is possible that sound practices, as 
prescribed, are being followed in the field; that the risks that FHA is insuring 
are sound risks; and that problems and cases requiring investigation and cor- 
rective action are explored promptly and remedied without delay. 

The first of these problems—that of keeping abreast of new business in the 
field and other current workload—is mainly a problem under the nonadministra- 
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tive: budget for which the House allowed the full amount requested by the 
President. I might say in this connection, however, that the estimate was based 
upon an assumed volume of 900,000 nonfarm housing starts and an FHA volume 
of 424,000 unit applications. The current annual rate of activity under both of 
these categories is substantially in excess of the estimates before the committee 
for the fiscal year 1955. Nonfarm housing starts have been running at a season- 
ally adjusted rate of about 1.1 million and in February were at an annual rate 
of approximately 1.2 million. FHA unit applications for mortgage insurance 
have been increasing in recent months and in March were at a seasonally ad- 
justed annual rate of about 570,000 as compared with the 424,000 provided for in 
the budget estimates. I mention this to bring the committee abreast of the 
current workload picture. 

I think this situation illustrates the problem to which the budget flexibility 
provision approved in October 1949 was addressed. Here we are, in other words, 
only a little more than 2 months away from the beginning of a fiscal year con- 
sidering a budget which will provide for 424,000 unit applications when the 
volume of business is now running at an adjusted annual rate of about 570,000. 
Of course I am new in the Government, but as a businessman the ability to adjust 
your budget to current operating conditions as they develop seems to me to be 
commonsense and I recommend that this committee consider restoring budget 
flexibility in accordance with the recommendation of the President’s Advisory 
Committee. This would require the deletion of the dollar limitation on non- 
administrative expenses contained in the appropriation bill which would auto- 
matically restore the operation of Public Law 387 of October 25, 1949, which 
limited those expenses to 35 percent of the fees and premiums collected in the 
preceding fiscal year. 

The problem which I want to emphasize to the committee today is that of 
supervision and control of our operations from the headquarters office under the 
administrative budget. This is a very serious problem. The House reduced the 
budget estimate for administrative expenses from $5,350,000 to $5 million. This 
would put FHA back in a seriously understaffed condition and would weaken 
FHA’s all-important controls over operations. It would also cause a recurrence 
of the backlogs in current operations which prevailed in 1953 when FHA was 
operating with an average administrative staff of about 820. The estimate calls 
for an average employment of 875. This full staff is needed to keep current. 

In the fiscal year 1953 a backlog of 475,000 title I notes developed. These were 
notes which had been reported for insurance but which FHA did not have ade- 
quate staff to put on the books and collect the premiums. At June 30 there were 
more than $5 million in insurance premiums due FHA but not collected by reason 
of this backlog. During the current year the backlog has been wiped out and the 
1955 budget would provide for keeping current with this work. I believe that is 
very important. 

Let me give you a few other examples that have come to my attention which 
I think will show why FHA needs the full $5,350,000 recommended by the Presi- 
dent for administrative expenses. First, in the field of auditing, the budget esti- 
mate of $5,350,000 would provide for audits of 981 mortgagees on a biennial basis. 
Coverage once in 2 years of these mortgagees which receive no other State or 
Federal supervision seems to me imperative. Since the budget was prepared 
the number of these mortgagees has risen to 1,010. This year we will be able to 
audit only about one-fifth of those mortgagees. The House allowance for 1955 
would provide even less. A similar situation prevails with respect to audits of 
rental brokers’ accounts and current financial activities of mortgagor corpora- 
tions, particularly those in prospect of default or operating under modification 
agreements. 

Another problem is that of maintaining continuing administrative review over 
multifamily housing projects on which FHA has insured mortgages. There are 
now some 8,000 projects operating under insured mortgages. The staff of the 
Division charged with continuing review of their operations, as well as problems 
in connection with new business, now numbers only 44 employees. This is only 
10 more than the staff of 34 which this division had in 1946 when there were 
only 365 insured rental projects. The budget estimate would increase this staff 
to 49, certainly in our judgment a minimum figure. 

This year FHA increased the staff of the title I Division, under the adminis- 
trative budget, from 22 to 25, providing additional financial representatives to 
strengthen supervision and control over title I lending operations. The 1955 
budget of $5,350,000 would provide for continuing this staff. These financial 
representatives call on lending institutions whose claim ratios are high or whose 
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operations give some other indication of the need for special attention. They 
also call on new lendors entering the field. They examine the credit practices 
of the lending institutions, their dealer-control methods, their collection prac- 
tices on defaulted notes, and the adequacy of their servicing in the territory in 
which they operate. They reduce claims and strengthen the program. They 
are an important cog in the system of control which FHA should maintain at all 
times over its operations. I think funds should be provide: for continuing at 
least this number of title I financial representatives. 

I have just cited some of the problems that confront us to give you an indica- 
tion of the seriousness of our need for the full $5,350,000 recommended by the 
President. I believe the need is very great and I urge that the committee re- 
store the FHA administrative budget to the full estimate of $5,390,000 for the 
fiscal year 1955. 

Before I close, let me say just a word about anticipated income and expenses 
under the budget estimates. Under the estimates FHA expects to collect $132.6 
million in fees and premiums during 1955. The estimated operating expenses, 
administrative and nonadministrative, total $29,350,000. During the current 
year FHA completed the capital repayment to the United States Treasury au- 
thorized by the Congress last year. The repayment totaled $65.5 million in prin- 
cipal and $20.4 million in interest. 

Thank you. I shall endeavor to answer any questions which the committee 
may have. 


PURCHASE OF NEWSPAPERS AND PERIODICALS 


Senator Sarronstaty. Mr. Cole, do you or any of your assistants 
have anything more to put in the record with relation to newspapers? 

Mr. Corr. There is a small item with respect to periodicals. 

Senator Maypank. I think we should have an executive session on 
that, Mr. Chairman. The press is all in here. 

Senator Sattonstatu. While the press are here, we will be in favor 
of it. 

Mr. Cotz. That is a small increase of $1,000. 

Senator Savronstatn. Yes; but it is a thousand more than you 
received this year. 


NONADMINISTRATIVE EXPENSES 


Mr. Cotz. That is correct. Then on page 65, lines 19 to 22, we sug- 
gested to your committee it would be'a very wise and farsighted pre- 
caution to eliminate the limitation on nonadministrative expenses. 
This relates to flexibility in the operating budget of the FHA which 
must expand and contract with the volume of insuring operations. 
How to deal with the unpredictable character of this volume from the 
budgetary standpoint has been a matter of great concern. Mortgage 
insurance activity may be affected by legislation and changes in Gov- 
ernment policies, as well as by general or localized business and eco- 
nomic conditions. 

NEED FOR BUDGET FLEXIBILITY 


Let me give you an example of the need for the type of flexibility I 
am talking about. The budget estimate for operating expenses in 
1955—the so-called “nonadministrative expenses”—was prepared prior 
to September 15, 1953. It was based upon economic assumptions 
which were laid down early in the summer of 1953. At that time the 
most realistic estimate of housing construction starts for the fiscal 
year 1955 was pegged at 900,000 units. Accordingly, the FHA budget 
program provided for a reduced volume of unit applications and for 
insurance written, together with the necessary reductions in expense. 
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Since, times have changed. The mortgage market has improved. 
It now appears that last summer’s estimate of 900,000 is not a realistic 
figure and that starts will be well above that level even if the effects of 
pending housing legislation are ignored. The result is that FHA 
might, unless timely action is taken, be faced with a budget crisis next 
year and lack the necessary staff to do an adequate job. I know that 
would be something we would all want to avoid. 

As I have indicated, this is not a new problem. The need for 
some degree of operating-budget flexibility was recognized by the 
Congress in passing Public Law 387 in October 1949. This act 
provided, in effect, that certain expenses of the FHA related to the 
examination and insurance of loans and expenses in connection with 
claims should be considered as nonadministrative expenses. Such 
expenses could not be incurred in any fiscal year—without further 
authorization by the Congress—in an amount exceeding 35 percent 
of the income received by the FHA from premiums and fees col- 
lected during the preceding year. The FHA operated under this 
flexibility formula for only 2 fiscal years—1950 and 1951—before 
the Congress reimposed the limitation on operating expenses at levels 
substantially below those permitted by the statutory formula. This 
change was accomplished by a limiting proviso in the annual appro- 
priation act such as now appears on page 65. 

In light of the information being brought to our attention con- 
cerning FHA operations of the past few years, it seems the matter 
of budget flexibility takes on added importance. We must not per- 
mit serious shortages of staff to develop, nor large backlogs of prec- 
essing or claims work, nor permit through budgetary restrictions 
the omission of any essential activity in the management of a sound 
program of mortgage insurance. 

In my judgment, it would be a wise step to take to remove the 
limitation on the nonadministrative operating expenses of the FHA 
and to return to the principle of flexibility contained in Public 
Law 887. Essential controls and safeguards against the misuse of 
the authority would normally be the responsibility of my office and 
the Bureau of the Budget. 

Senator SattronstaLu. You had $26,500,000 last year and the House 
gave you $24 million this year. 

Mr. Bazan. Yes. 

Senator SatronstaLL. What you would like to do is cut it all out; 
but if you did not cut it all out, what would be the limitation you 
would like to have? 

Mr. Bazan. The House has allowed the full amount of the budget 
estimate that was submitted by the President, but it was based on 
the assumption that there would be only 900,000 units started in the 
fiscal year 1955. At this juncture that seems to have been a too low 
assumption. It was also assumed that there would be only 424,000 
FHA unit applications. Right at this moment, a little over 2 months 
from the beginning of the new fiscal year, we are running at an annual 
rate of 570,000 unit applications, seasonally adjusted, so that unless 
the volume drops off very suddenly and very seriously we will have 
an inadequate budget—— 

Senator Maysank. The chairman asked you how much? 

Mr. Bazan. I will say we would need at least $214 million more 
than the $24 million provided by the House. 
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Senator Maysankg. $26.25 million or $26.5 million, if business keeps 
up as it is. 

Mr. Bazan. Yes. 

Senator MaypanKk. Because the estimate was based on the starts of 
900,000, of which 425 were FHA. 

Mr. Bazan. If 1 may state a more precise figure; we have made 
a tentative estimate that is $2,800,000 in excess of the $24 million 
allowance. 

(The justification follows :) 


FrepeErRAL HousinG ADMINISTRATION 
(Estimate, $24 million; proposed by committee, $24 million; in act, $24 million) 
(House hearings, pt. 3, pp. 2164 ff.) 


Page 65, lines 19 through 22, strike out the proviso reading “: Provided further, 
That expenditures for nonadministrative expenses classified by section 2 of 
Public Law 387, approved October 25, 1949, shall not exceed $24,000,000”, 


HOUSE REPORT 
(No pertinent excerpts.) 
JUSTIFICATION 


This amendment, if approved, would serve to elminate the limitation imposed 
in the annual appropriation act on the nonadministrative operating expenses of 
the FHA. It would effectively restore the degree of budget flexibility provided by 
the Congress in Public Law 387, approved October 25, 1949. 

This act provided, in substance, that certain defined expenses of the FHA re- 
lated to the examination and insurance of loans and expenses in connection with 
claims should be considered as nonadministrative expenses. Such costs could 
not be incurred in any fiscal year—without further action by the Congress—in 
an amount exceeding 35 percent of the income received by the FHA from pre- 
miums and fees collected during the preceding year. 

The FHA operated under this flexibility formula for only 2 fiscal years—1950 
and 1951—before the Congress reimposed the limitation on operating expenses 
at levels substantially below those permitted by the statutory formula. This 
change was accomplished by the insertion of the limiting proviso which this 
amendment seeks to have deleted. 

The following table shows fee and premium income during recent years, the 
maximum amount available for operating expenses under the terms of Public 
Law 387, and the actual and estimated nonadministrative expenses of the FHA: 


Comparison of FHA fee and premium income and ‘‘nonadministrative”’ expenses 
1948-55 


[Dollars in millions] 
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The need for operating budget flexibility is well illustrated by the budget 
request now before the Congress for consideration. The estimate for operating 
expenses in 1955—the so-called nonadministrative expenses—was prepared prior 
to September 15, 1953. It was based upon economic assumptions which were 
established for the Agency’s guidance earlier in the summer of 1953. One of the 
principal assumptions stated that housing construction starts during the fiscal 
year 1955 would be at the level of 900,000 units. Accordingly, the FILA budget 
program provided for a reduced volume of unit: applications, for a lower volume 
of insurance written, and for appropriate reductious in expense, 

Sinee the estimate was prepared, conditions in the mortgage market have 
changed. It now appears that 900,000 starts is not a realistic figure and that 
housing starts will exceed that level even if the effects of the new programs 
contemplated in the pending housing legislation are ignored. The net result 
of this overturn of one of the basic budget assumptions is that the FHA operating 
budget may prove inadequate to meet the demands that will be placed upon the 
FHA processing staff, 

The importance of budget flexibility takes on added significance in the light of 
the information which is currently being developed concerning FHA operations 
of the past several years. To prevent a recurrence of the present situation, steps 
should be taken to assure that serious shortages of staff will not develop, that 
large backlogs of processing or claims work will not accrue, and that no essential 
activity will be omitted through budgetary restrictions from the management 
of a sound program of mortgage insurance, 

If the Congress adopts this amendment and permits the degree of operating 
flexibility authorized by Public Law 3887, several control points will continue 
to operate. Essential controls and safeguards against the misuse of the authority 
would be exercised by the Housing and Home Finance Administrator, by the 
Bureau of the Budget, by the General Accounting Office, and by the Congress 
itself. 


PUBLIC HOUSING ADMINISTRATION, TECHNICAL AMENDMENT 


Senator SavtonsTaty. Is there another suggestion of a language 
change on Public Housing Administration, page 66 ? 

Mr. Corr. Yes. 

(The justification referred to follows :) 


Pusitic Housing ADMINISTRATION 
(Estimate, $7,900,000; proposed by committee, $6,950,000; in act, $6,950,000) 
(House hearings, pt. 3, pp. 2253 ff.) 


(1) Page 66, line 1, after the word “by”, strike the words “or pursuant to”. 
(2) Page 66, line 21, after the word “by”, strike the words “or pursuant to”. 


HOUBE REPORT 
(No pertinent reference. ) 
JUSTIFICATION 


The language of the bill is so worded as to establish a single control on the 
amount of funds which the Public Housing Administration may spend with 
respect to the functions administered by it. The primary function is the 
administration of the low-rent-housing program under the United States Housing 
Act of 1987, as amended. Among other activities performed by the PHA, how- 
ever, are certain delegated functions, the largest of which is the management 
and disposition of certain housing projects constructed under the Lanham and 
related acts. These functions are performed under delegation of authority from 
the Housing and Home Finance Administrator. 

The budget program for the Office of the Administrator contemplated the 
establishment of a revolving fund for the liquidation of six programs presently 
vested in the OA. The Honse committee in reporting the bill to the House 
of Representatives, and the House in passing H. R. 8583, added to the revolving 
fund the liquidation of war and emergency housing programs, as well as the 
final liquidation of the subsistence homesteads and Greentowns program. 
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There has not been sufficient time to explore this proposal or to determine 
what organization and administrative arrangements are necessary to accelerate 
the program of housing disposition as desired by the House committee. The 
Agency accepts this direction, but it must be emphasized that for some con- 
siderable period of time after June 30, 1954, disposition operations will have 
to be continued to be carried out substantially under the existing arrangements. 
Funds made available to the Administrator by the authorizing language of the 
revolving fund will have to be transferred to PHA to enable that agency to 
perform the functions. 

The purpose of the technical amendments is to make clear that the PHA will 
be able to utilize such transferred funds in addition to the amounts specifically 
appropriated and authorized for the use of the Agency. Adoption of the 
amendments would have the effect of authorizing PHA to accept allocations 
from the Administrator to carry out such functions as he may assign to it for 
operation. 


UTILIZATION OF TRANSFERRED FUNDS 


Senator Sarronstauu. All right. 

Mr. Corr. May I comment on this, sir? The budget program for 
the Office of the Administrator contemplated the establishment of a 
revolving fund for the liquidation of six programs presently vested 
inthe OA. The House committee, in reporting the bill to the House, 
and the House in passing H. R. 8583, added to the revolving fund 
the liquidation of war and emergency housing programs, as well as 
the final liquidation of the subsistence homesteads and Greentowns 
program. 

There has not been sufficient time to explore this proposal or to 
determine what organization and administrative arrangements are 
necessary to accelerate the program of housing disposition as desired 
by the House committee. The agency accepts this direction to accel- 
erate the program, but it must be emphasized that for some consider- 
able period of time after June 30, 1954, disposition operations will 
have to be continued to be carried out substantially under existing 
arrangements. Funds made available to the Administrator by the 
authorizing language of the revolving fund will have to be trans- 
ferred to PHA and enable that agency to perform the functions. 

Under the language of the bill as passed by the House, it is doubt- 
ful whether PHA could legally spend any funds for these purposes 
after June 30, 1954. The purpose of the technical amendments is 
to make clear that the PHA will be able to utilize such transferred 
funds in addition to the amounts specifically appropriated and au- 
thorized for the use of the agency. Adoption of the amendments 
would have the effect of authorizing PHA to accept allocations from 
the Administrator to carry out such functions as he may assign to it 
for operation. 

Senator SartonstaLy. That is really a technical amendment that 
has resulted from a study of the House bill, the way the House carried 
it out? 

Mr. Frantz. That is correct, Senator. It would not affect the total 
amount of money spent; it would merely affect the way it might be 
handled. 

Senator Sattonstaui. Do you have anything else, Mr. Cole? 

Mr. Cote. No; I think that is all, Mr. Chairman. 

Senator Sarronsraty. Senator Maybank, do you have anything? 

Senator Maynank. No further questions, Mr. Chairman. 
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PREPARED STATEMENT 


Mr. Cote. Mr. Chairman, if I may interpose, I would like to have 
Mr. Slusser’s statement made a part of the record. 

Senator Satronstauy. That will be done. 

(Statement referred to is as follows:) 


STATEMENT BY CHARLES FE. SLUSSER, COMMISSIONER, PUBLIC HOUSING 
ADMINISTRATION 


Mr. Chairman and gentlemen, I am pleased to appear before you today for the 
first time. I would like to submit a short statement covering two major points, 
after which we will endeavor to answer any questions which the comumittee 
may have. 

The first subject of the statement concerns the House reduction of the Public 
Housing Administration’s request for the appropriation of funds for payment 
of annual contributions on low-rent public-housing projects, Our estimated 
needs for fiscal 1955 total $69,100,000. The House reduced this amount to 
$63,950,000 with the following admonition: 

“The only way to make a saving in this item is for the Public Housing Admin- 
istration to do its utmost in encouraging economies by local housing authorities, 
and in its review of their budget to compel them to operate economically and 
reduce in some measure the amount of annual contributions required.” 

Mr. Chairman, I believe it is my clear duty to take every possible step to insure 
that low-rent projects are operated at the lowest possible cost consistent with 
good management. 

We will endeavor to strengthen our review of local authority annual budgets 
and further restrict operating costs. 

I might mention that there are some who say we are too demanding and 
restrictive in the field of budget operations. I do not think so. 

I have asked that everything possible be done to tighten our budgetary policies 
and to improve our methods and techniques of reviewing local authority budget 
submissions. I feel certain that we can and will effect some additional 
economies. 

The unfortunate fact, however, is that any economies brought about by our 
future actions will have no effect on the amount of money needed for annual 
contribution payments in fiscal 1955. 

This is true for two reasons: 

1. About one-third of the appropriation will be used on projects which will 
become eligible to receive contributions for the first time in fiscal 1955. The 
amounts which are applied to the reduction of this initial contribution are 
either already fixed or cannot be changed by any administrative action on our 
part. 

2. The remaining two-thirds of the appropriation required will be applied to 
projects which have been in full operation for a number of years. Annual con- 
tributions are paid several months after the close of a project’s fiscal year. Thus, 
for example, payments which we will make in July, August, and September, will 
cover a number of projects whose fiscal years ended this past March 31. Simi- 
larly, the remaining projects have already completed a substantial part of their 
operations under budgets which have already been reviewed and approved. I am 
certain that, with the small amount of time remaining, we could effect no appre 
ciable reductions in the amount of annual contribution payments required for 
fiscal 1955. 

I want to assure you again, however, that we will expand our efforts to promote 
economy in local authority operations. I know that savings can be made and 
we expect to make them. 

The second major point which I want to discuss briefly concerns the President’s 
program for construction of additional low-rent public housing units. 

The President’s budget, delivered to the Congress in January, included a pro- 
posal to enter into annual contribution contracts for 35,000 units in 1955 and 
to authorize the commencement of contruction of a like number. 

The House Appropriations Committee recommended language which would 
permit no additional contributions contracts and which provided for the author- 
ization of 20,000 units to commence construction—out of existing contributions 
contracts. During the floor debate the committee proviso was stricken on a 
point of order. Hense the bill as passed by the House contains no provisions con- 
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cerning new low-rent public housing units. We thus will find ourselves with 
about 33,000 units under annual contributions contracts this coming June 30, 
which may, under existing law, be placed under construction. Local problems, 
such as the clearing of slum sites, program timing, ete., eliminate the probability 
of commencing construction of all 33,009 units in 1955. However, the Dill 
as passed by the House provides administrative expense funds for the com- 
mencement of construction of 20,000 units. 

The President's program calls for the construction of 35,000 low-rent public 
housing units annually for 4 years, during which time other alternative housing 
methods will be given a thorouch testing. Before the end of the 4-year period 
the continuance of the low-rent program will be reexamined in the light of the 
experience and success of the alternative methods. 

The House has considered and passed the 1954 housing bill without any 
provisions for additional! low-rent public housing. If the 1954 act as passed by 
the Congress includes new development activity in the low-rent housing pro- 
gram, we will submit a supplemental request for an increase in our admin- 
istrative expenses commensurate with the additional workload to be handled. 

I and members of my staff are here to help you with any questions you may 
have. 


NATIONAL ASSOCIATION FOR ADVANCEMENT OF COLORED PEOPLE 


STATEMENT OF CLARENCE MITCHELL, DIRECTOR, WASHINGTON 
BUREAU, NATIONAL ASSOCIATION FOR THE ADVANCEMENT OF 
COLORED PEOPLE, WASHINGTON, D. C. 


SUPPORT OF PUBLIC HOUSING PROGRAM 


Senator Sarronstatt. Mr. Clarence Mitchell, do you wish to make 
a statement ? 

Mr. Mircueiy. Yes; I do, Senator. 

Senator, Iam Clarence Mitchell, director of the Washington bureau 
of the National Association for the Advancement of Colored People. 
I originally asked for time to submit a brief statement, which I would 
like to do at this point. It is only two pages. 

It is not necessary to read it because we know how friendly you are 
on the matter of public housing. That is what it deals with princi- 
pally. 

Senator SarronstaLu. You mean this is the so-called 35,000 houses? 

Mr. Mireuets. That is correct. 

Senator Savronstati. There are seven different titles. 

Mr, Mrrcne t, I, like you, had some problem on that pipeline ques- 
tion. I was under the impression that it would be necessary for this 
committee to do something in the way of changing the language in 
order to make it possible to continue putting units in this so-called 
pipeline. Therefore my testimony recommends that. 

But I just heard the Administrator say that they were going to try 
to handle it through the Banking and Currency Committee. Never- 
theless, I woul | like to submit this statement. 

Senator SaLronstati. We will be glad to receive the statement. 

(The statement referred to follows :) 


STATEMENT OF CLARENCE MITCHELL, DirecTOR oF THE NAACP’s WASHINGTON 
SUREAU 


Mr. Chairman and members of the subcommittee, I am Clarence Mitchell, 
director of the Washington bureau of the National Association for the Advance- 
ment of Colored People. We are here to urge that your committee clarify the 
present confusion in the field of public housing. You can do this by authorizing 
the construction of 140,000 new public-housing units for the next 4 years, as 
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proposed by President Eisenhower. This will not meet the need, of course, but 
it will be a good beginning. 

Almost 1 years ago to the day we appeared before this subcommittee on the 
same mission of asking that drastic House curtailment of the public-housing 
program be corrected in the Senate. The members of this subcommittee were 
most sympathetic and we hope that you will again restore reason to the appropri- 
ation process by voting for public housing. 

The picture we presented on the need is the same as it was last year. It is 
still impossible to see how we can have a productive slum-clearance and re- 
development program without public housing. 

Last year, we testified that 53 slum-clearance and community-redevelopment 
prejects, under title I of the Housingf Act of 1949, were displacing or would 
displace approximately 41,600 and that 60 percent were colored. About one- 
half of these families, according to conservative HHFA estimates, would be 
eligible for public heusing. This picture has not changed very much. 

We are advised that approximately 71,000 families will be displaced under title 
I programs approved as of February 1954. Of these, approximately 35,000 are 
eligible for public housing 

This year, there is one added feature that comes to the mind of anyone who 
is interested in public housing, It has to do with the current FHA scandal. Year 
after year, the public-housing program has heen scuttled by the same persons 
who showered every possible advantage on FHA. 

We realize that your subcommittee has shown a greater sense of fair play in 
handling appropriations for housing. Therefore, we shall not burden you with 
our views on the discriminatory attitude of some Members of the House. How- 
ever, we would like to have the record show that, if these Members of the House 
had been as diligent in scrutinizing the affairs of FHA as they were in cutting 
public housing, we would not, today, be faced with the scandalous revelations 
that are on the front pages of the newspapers. 

We believe that the public should realize that, in the eyes of some House Mem- 
bers, the chief sin of the public-housing program is that it helps the weak and the 
humble. They also seem to believe that the chief virtue of FHA is that it enjoys 
the support of the rich and the powerful. 


PHILLIPS AMENDMENT 


Senator Sauronstat,. The Chair understands that it is the ques- 
tion of authorization of new legislation that is now pending. So it is 
the suggestion of the Chair of this committee that you get in touch 
with Senator Capehart. 

Mr. Mircne ti. We have done that. 

1 would also like to say that we would not make any comment on the 
Phillips amendment because it had not come to our attention the way 
it did this morning, after listening to the mayor of New York and then 
hearing these people from Baltimore come over. 

Frankly, Mr. Chairman, we have a very serious prob lem—and by 
“we” I mean the colored people of the United States—in this title I 
program. 

To be honest with you, if I understand these projects that are af- 
fected correctly, it would be a very good thing if they could not go 
ahead with the program in Baltimore and the program in Birming- 
ham. 

The reason I say that is that both of those programs are highly dis- 
criminatory. When we adjourned for lunch I went back to my office 
and picked up a diagram of one of the Baltimore redevelopment 
proposals that I would like to leave with you. 

Over there they are using a term which, of course, would be familiar 
to you. They say they are planning to build a so-called Beacon Hill 
area. They don’t mean the kind of Beacon Hill which you have in 
Boston. What they propose there is an area which will eliminate 
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colored people from certain residential areas so that the area will be 
all white. 


If I may, Mr. Chairman, I would like to approach you just to show 
you this map. 

This is a rough outline of the area. Here are some substantial 
housing units that are occupied by colored people. Over here are 
also some substantial housing units occupied by white people. These 
irregular lines have been caused because the city has so drawn demoli- 
tion area as to leave these white housing units and destroy the colored 
housing units. Here they are going to leave a white church, which is 
a very fine place; they are going to leave a white warehouse. 

But here is a colored church which is every bit as historic as the 
white church, and also a colored church which is just as historic as 
this white church. These two are going to be torn down. 

If that program was operating correctly, we say the good housing 
that could be salvaged would be maintained, regardless of who is liv- 
ing in it, colored or white. The good churches would be salvaged, 
regardless of whether they are colored or white; but the way this is 
drawn, it is deliberately an effort to use Federal funds to clear out an 
area of colored people and so arrange it that it will be an all-white 
operation. 

BIRMINGHAM SITUATION 

And that is exactly what is happening in Birmingham. They’ve 
got a situation in Birmingham where some 1214 city blocks are being 
cleared out for the purpose of building a medical center. That, too, 
is a very fine thing. But when the medical center is completed, first 
the Negroes will not be able to move back into the area to live; next, 
all of the hospital facilities will be segregated, even to the extent that 
if a colored doctor has a patient who wants to go in there, he can’t 
take him in unless the white doctor agrees to be the doctor responsible 
for the patient. 

If Birmingham wants to do that and if Baltimore wants to do that, 
that is fine. But we say they shouldn’t have Federal assistance with 
which to do it. 

We have made plea after plea to Mr. Cole and to Mr. Follin, the 
people who have charge of this administratively. They are fine 
people as individuals, I might say, but they have been arbitrary in 
going right ahead with this thing regardless of what or who was 
affected. 


I think that what is behind their reasoning was brought out by your 
questions this morning, Mr. Chairman. 


REHOUSING SLUM-AREA RESIDENTS 


You may remember when Mr. Moses was on the stand and when 
Judge Rosenman was on, you asked repeatedly what happens to the 
people that these developments are going to displace. And always 
what happened to the people was a secondary consideration with them. 
The first thing Mr. Follen thinks of and all these others that we have 
talked with is get rid of the slum area. 

We say fine, but what is going to happen to the people? 

Now, I heard them say this morning that we don’t approve any of 
these projects unless the people are taken care of. Well, I know from 
personal experience that that is not the truth. 
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In Baltimore they are not doing it, and they are not doing it in Bir- 
mingham. And so far as I know, they have no clear-cut way of being 
absolutely certain that when these displacements c»me about, individ- 
uals will be rehoused. 

I certainly could not say we favor the Phillips.amendment,, but I 
really believe something ought to be done in this committee to see to it 
that this is tightened up, so that these officials can’t just arbitrarily go 
ahead and put people out of the neighborhoods, for the purpose of not 
improving the neighborhood necessarily, but for the purpose of re- 
ducing the land area which is available for people of minority groups. 


PROBLEM FOR LEGISLATIVE COMMITTEE 


Senator Satronstauu. Mr. Mitchell, the Chair is glad to hear your 
statement. The Chair says, in all earnestness, if he is going to be true 
to his statement this morning in not allowing the New Yorkers to dis- 
cuss Columbus Circle, he must be equally true and not allow discussion 
of individual projects. Otherwise, we will get into 85 projects all 
through the country. 

The Banking and Currency Committee is considering amendments 
to these laws at the present time, and while the present Chair would 
not want to pass the buck on any problem, the cals question before us 
in this committee is: Shall the Phillips amendment or rider be elimi- 
nated ¢ 

Obviously, from this testimony, it will cause:complications if it is 
not eliminated. The effects are obviously not thoroughly considered. 

If that is true—and that is the only question before us—this Chair 
would respectfully suggest that if you have complaints about the way 
this law is being administered or think that there ought to be changes 
in the fundamental law, that is a problem for the Banking and Cur- 
rency Committee. 

Mr. Mitcue.t. With equal respect, Mr. Chairman, I would like to 
say that whenever we have a problem of this kind we go from one 
administrator, from one committee to the other, up and down the line, 
and we never get a solution. 

We have 3 court cases now and we have 3 more that we are going 
to file in different parts of the country on this question. 

So far as your committee is concerned, it seems to me this is very 
pertinent, because what we are raising is not the individual problems, 
we cited them only as examples, but what we are raising is the funda- 
mental» policy question, and that is, as»you asked this morning: Is 
there any real way that these people are taken care of when they are 
displaced under these projects? And the answer is “No.” 

Therefore, it would seem to me that while you might not want to 
keep the whole language of the Phillips amendment, certainly some 
parts of it ought to be maintained to guard against that situation. 

Senator Savronsraty. Mr. Follin, are you prepared to say any- 
thing ¢ 

Mr. Foun. Senator, 1 would be glad to say a good deal if you have 
time. I don’t imagine you have time to go into all these things. 

Senator Sauronstaty. Mr. Mitchell asked the question: “Are the 
peaple being taken care of ¢” 

Mr. Foun. Senator, by and large, yes; individual cases, probably 
no. I would be surprised if the thing were perfect or anywhere near 
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perfect. We are making a close study of it. I have a meeting in my 
office Friday of this week—that Mr. Mitchell is going to attend, by the 
way—for the purpose of exploring this thing further, of hearing the 
complaints, which are many, I will admit, and seeing if there are ways 
in which we can take care of it. 

Primarily it is a local problem, of course. These are local projects; 
these are not Federal projects. The law requires that the people dis- 
placed— 
shall be rehoused in decent, safe, and sanitary housing. 

That is quoted right out of the law. So the locality has that responsi- 
bility. 

We have a responsibility, too. Obviously, we can’t see to each 
family that is displaced being relocated. I mean the budget which we 
would present to you, sir, would be way out of proportion to any 
reasonable amount if we had to do over what the local communities 
do. 

Now, it may be that there are some ways that this thing could be 
tightened up. Iam very much concerned about it. 

{ want to tell you that Mr. Cole has repeatedly said in his speeches, 
as I have, that this is an obligation that must be assumed and carried 
out by the local comunities, or we simply can’t give them the kind of 
assistance which this bill grants. 

One thing that would help us if we had it would be actual evidence. 
We have a lot of charges made but we never get the facts that we can 
go into and investigate. 

Mr. Mitchell said right here today that relocation was not being 
carried on properly in Birmingham. 

Now, the Birmingham project has barely started. If he has any 
evidence on Birmingham we would be very glad to have it, sir, be- 
cause we can look into it and it may lead to a reform of what they 
are doing. 

I can’t imagine how they could have had enough experience yet so 
that they could be either commended or condemned—either one. 

He also referred to Baltimore. Mr. Steiner, who is here, is head of 
the redevelopment in Baltimore. Perhaps you would like to have 
him say a few words on the Baltimore situation. 

Mr. Mrreweti. Could I say, Mr. Chairman, before we leave Bir- 
mingham, I am just amazed to hear him saying we don’t have evidence. 
We have prepared our papers for the suit we are taking to court in 
Birmingham. We have some 83 specific complainants. We could 
have gotten maybe 183. 

What the answer is is that Mr. Follin is in Washington. We go 
down to these areas. It so happens that I live in Baltimore and there- 
fore I have a first-hand knowledge of the situation there. We go down 
to these specific areas and we are able to tell exactly what is happening 
to these people. 

So far none of the housing agencies have come up with a single 
illustration of how the people have been properly rehoused when they 
were displaced by this type of program. 


WAVERLY PROJECT, BALTIMORE 


For example, over in Baltimore there is a Waverly project. In that 
area 50 percent of the people were colored, 50 percent were white. 
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When they were displaced the colored people just sort of wandered 
around the city. Some of them got hooked in bad housing deals. We 
have had to represent a number of them in court. And it has just 
been a very carelessly arranged situation. 

But when you go to these officials, they say, “Well, we haven’t any 
evidence that these people were not properly taken care of.” 

It seems to me there ought to be something in the regulation that 
says definitely the city must show what has happened to these 350 fam- 
ilies, or whatever it is, that were displaced. 

Mr. Fouuin. Mr. Chairman, if I might, our records do show that ; we 
have records. But the complaints that are made that they are not 
done, there is never any substantiation on that. Do you see the point? 

Senator SatronstraLu. Yes. 

I might say again it is not fair to all those people who came down 
from New York this morning if we get into individual questions. 


ADMINISTRATION OF INDIVIDUAL PROJECTS 


I say this to you, Mr. Mitchell: You apparently have a meeting on 
Friday. As the Chair sees it, it is a question of administration in 
these individual projects. If there is any change in the law, the Chair 
earnestly requests that you take it up with the authorizing group, 
which is the Banking and Currency Committee. There is nothing 
this committee can do except to eliminate or amend the rider. 

Mr. Mircne.y. I would respectfully suggest, Mr. Chairman, that the 
rider should be properly amended to take care of this situation under 
the law. We have been in the Banking and Currency Committee in 
the House and Senate, and we haven’t any strong indication that we 
are going to get relief. We have been to all these administrative 
people and there is no indication of relief. We get the same story 
Mr. Follin said here today, that there is nothing wrong and we have 
not furnished the proof. 

Of course, if the committee is not going to do anything about it, 
that is all. But I will say the only way to handle it is to have some 
revision in the language. 

Senator Sauronsratu. The Chair will say that if you have a sugges- 
tion of an amendment to the Phillips rider that you believe should be 
put in rather than the elimination or leaving in of the rider, we will be 
glad to receive it. 

(The information referred to appears on p. 821.) 

Mr. Mrrcnent. Thank you, Mr. Chairman. 

Mr. Srerner. Mr. Chairman, may I make a very brief statement? 

Senator Sauronstatu. We are getting into what the Chair asked 
the New York people this morning not to do. 

Mr. Srerner. I would like to respectfully suggest that the Chair 
has heard certain matters here this afternoon relative to my city, and 
I would like to make about a three-sentence statement if I may. 

Senator Satronstauu. All right. 


BALTIMORE REDEVELOPMENT COMMISSION 


Mr. Sterner. I would simply like to say, Mr. Chairman, that as 
Mr. Mitchell has said, he has been to Mr. Cole, he has been to the 
various administrative officers, he has been to the various committees 
of the House and the Senate relative to the situation in Baltimore. 
Mr. Mitchell has said that he lives in Baltimore. 
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I have been director of the Baltimore Redevelopment Commission 
for over 8 years. I have never had an opportunity to meet Mr. 
Mitchell, and I am sure that if he would care to take up these matters 
with the Baltimore Redevelopment Commission, which is made-up of 
very fine public-spirited men in our city, they would be glad to hear 
him and discuss the matter with him in detail. 

Mr. Mircnett. I would like to say, Mr. Chairman, in this situation 
it happens that Mrs. Mitchell is a lawyer in Baltimore. I spend all 
of my waking and working hours in Washington. I am sure that 
Mrs. Mitchell knows Mr. Steiner and has presented these problems to 
his committee, as has our local branch. 

Senator Sauronstat,. When will Mrs. Mitchell see this gentleman 
and this committee? 

Mr. MitcHe.y. We will see him at any time. 

Senator Sauronstaty. Make a date when you will meet him. 

Mr. Mircue.t. I will see him tomorrow, if necessary. 

Mr. Sterner. Our committee would be glad to give them as much 
time as they want. 

Senator SautonsraALt. When do they meet? 

Mr. Sterner. 2:30 in the afternoon on the third Monday of each 
month. 

Senator SauttonstaLy. What is next Monday? 

Mr. Sterner. They have just had the meeting the day before yester- 
day for this month. 

Senator Sauronstatt. Would you be will to meet with them by 
yourself and get the time and perhaps make an appointment for him 
with the full commission if it would be helpful ? 

Mr. Srerner. Yes, sir. 

I would also like to add, if I may, Mr. Chairman, that I know Mr. 
Mitchell’s wife. I have met her and seen her at public meetings, but 
I have never seen her in the office of my commission. 

Senator Savrtonstati. When will you have a special meeting? 

Mr. Mircueiti. We will do it any time he says. 

Senator Sattonsratt. You name the time. 

Mr. Sterner. It isa matter of looking at calendars, and I am sure we 
can look at a calendar in the morning and settle that. 

Senator Sauronstat.. How about 10 o’clock Friday morning? 

Mr. Mrrcuett. I have to be with Mr. Follin at that time. 

Mr. Sterner. I will do it tomorrow, Mr. Chairman. 

Senator SauTonsraty. 10 o’clock tomorrow morning. 

Mr. Mrrcuetu. I will do that. 

I would not want to leave you under any illusion that we expect to 
get relief, because I don’t think we will. 

Senator Sarronsraty. You are a pretty good pleader. 

Now, that is at 10 o’clock tomorrow morning, in Mr. Steiner’s office. 

Mr. Sterner. That is the Redevelopment Commission in the Mu- 
nicipal Office Building. 

Senator Satronstatu. Will you or Mrs. Mitchell be there? 

Mr. Mrrenetx. Both of us will be there. 

Senator Sartonstauu. Fine. 

If there is nothing further, the subcommittee will recess until 
2 o’clock tomorrow afternoon. 

(Whereupon, at 3:40 p. m., Wednesday, April 21, 1954, the hearing 
was recessed, to reconvene at 2 p. m., Thursday, April 22, 1954.) 
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THURSDAY, APRIL 22, 1954 


Untrep Srares SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met, pursuant to recess, at 2 p. m., in room F-39, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommit- 
tee), presiding. 
Present: Senators Saltonstall, Hill, and Robertson. 


ATOMIC ENERGY COMMISSION 


STATEMENT OF HON. ARTHUR V. WATKINS, A UNITED STATES 
SENATOR FROM THE STATE OF UTAH 


CONSTRUCTION OF URANIUM ACCESS ROADS 


Senator Sa.ronstTatu. The committee will come to order. 

We have Senator Watkins here with relation to the Atomic Energy 
Commission appropriation; is that correct, Senator ? 

Senator Watkins. That isright. I have a second one to make with 
respect to appropriations for the Subversive Activities Control Board. 

Senator Sarronstrauy, All right. 

Senator Warktns. Gentlemen, I appreciate this opportunity to 
present this jointly prepared statement concerning the appropriations 
for the Atomic Energy Commission as they affect the problem of 
access roads to uranium mining areas. 

In the past, funds for the construction of uranium access roads have 
been requested in the budget of the Bureau of Public Roads of the 
Department of Commerce. This year, however, the Department of 
Commerce informed the AEC that since the need for these roads 
generated outside the regular program of the Department, they 
should be financed by the agencies having primary interest. The 
Department further indicated that it had approval of this stand by 
the Bureau of the Budget and submitted a request for departmental 
funds without any request for construction of uranium access roads. 


AMOUNT REQUESTED 


This is the reason, therefore, why representatives of the Atomic 
Energy Commission have appeared before this committee to request 
that the sum of $2,500,000 be authorized for construction of uranium 
access roads. The request carried a provision that authority be 
granted to transfer these funds to the Bureau of Public Roads, De- 
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partment of Commerce, which would act as a service agency in 
supervising the construction of those roads, 

During the Malone subcommittee hearing in Salt Lake City several 
months ago, a representative of the AEC testified that the Commission 
hoped to double the domestic production of uranium ore during 1954. 
This new production goal, made possible by recent discoveries on the 
Colorado Plateau, points up the urgent need for roads to get the ore 
from the mines to processing plants. 

We have no wish to take up your time repeating the information 
offered by the AEC to justify the expenditure of these funds. We 
feel that you will agree that the program is vitally necessary and 
that the facts speak for themselves. 

However, because of the proximity to the producing area and our 
familiarity with the terrain and the road conditions of the Utah 
portion of the Colorado Plateau, we wanted to give you our personal 
assurances that the program requested is sound and essential. 

It so happens that the majority of the country’s producing uranium 
mines are located in one of the most sparsely settled and isolated 
areas in the country—the Colorado Plateau section of Utah and 
Colorado, near the junction of the borders of 4 neighboring States, 
known as the “4 corners” area. 

Few roads cross this area. Those that do were primarily built 
for jeep or pickup truck travel required in the support of a ranch- 
farm economy. 

The entire area is heavily eroded, making road construction and 
maintenance difficult and expensive. However, most of the uranium- 
access roads that have been built have been largely bulldozer roads 
produced from local materials at a minimum expense. 


CONTRIBUTION OF LOCAL INTERESTS 


The State and local governments have contributed in the construc- 
tion of past access-road programs to the extent of a half million 
dollars. Similar participation is provided for in this legislative 
request, with the participating States expected to make up the dif- 
ference between $2,500,000 and $3,100,000, which the AEC estimates 
is the minimum amount required on the basis of the ore-production 
program presently outlined. 

We might add, that the uranium miner himself also participates 
in access-road building. The Federal-States access roads merely 
provide access to a given mining area. From these feeder roads the 
individual miner has to build roads to his own mine, often at a cost 
of thousands of dollars. 

The Nation’s increasing production of uranium ore has come from 
several hundred producing mines, many of them small, isolated dig- 
gings, operated by a few prospectors and miners. Many of these 
small operators are losing money, and few companies have the 
resources to do any more than they are in the way of road con- 
struction. The States, too, are faced with an increasing burden of 
maintenance on these roads, which are used almost exclusively by 
uranium trucks and a few ranch vehicles. The participation of the 
Federal Government, therefore, is vital to the continued expansion 
of the domestic uranium industry. 
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This authorization is, of course, of particular interest to our State 
of Utah, which, with Colorado, is now the center of present uranium 
production in the United States. However, uranium exploration is 
going forward in most Western States and in many other areas. 
Every y area possessing potential uranium deposits, and all persons 
interested in the security of our Nation, therefore, should be greatly 
interested in provisions being made for the construction of access 
roads. 

We respectfully urge that favorable attention be given to the re- 
quest for access road funds in the Atomic Energy Commission’s 
budget. 

The statement is signed by me, by Senator Wallace F. Bennett, and 
by Congressman Douglas R. Stringfellow. This uranium-producing 
area in Utah is in the First Congressional District represented by 
Congressman Stringfellow. 

Senator Sarronstatn. May we ask you this question? Is this 
request approved by the AEC Commission ? 

Senator Warkrns. I think it is. 

Senator Sauronstraut. They have, of course, a very, very substan- 
tial amount of money. 

Senator Warxrns. As I understand it, they have to have the special 
authorization to turn this over to the Bureau of Public Roads. 

Senator Sautronstau. If there was a language change that per- 
mitted the construction of access roads out of the AEC operating 
expenses of $1,093,000,000, you would be satisfied ? 

Senator Warxrys. If we get the money to build those roads, yes, 
and I am sure they would approve it and I think they have ap- 
proved it. 

Senator Sarronstaty. Was there any money in the Commerce De 
partment appropriation for these roads that was stricken out ? 

Senator Warkrns. I am not sure anything was stricken out. I 
think we have contacted them and found out that they do not have 
the money. No appropriation was prepared for that. 


TRANSFER AUTHORITY REQUESTED 








Senator SarronstaLty. What you want is authority for them to 
build these roads? 

Senator Watkins. That is right, and to transfer the money to the 
Commerce Department to their Bureau of Public Roads. 

Senator Sarronstatt. You think $2.5 million is the proper 
amount ? 

Senator Warxrns. I think it is not more than enough, but I think 
it is absolutely needed, all of it. 

Senator Sarronstaty. Where did you get that estimate? 

Senator Warxrns. I think it came from the Atomic Energy Com- 
mission or the Bureau of Public Roads. 

Senator Sautronstaui. It was given to you? 

Senator Warxrns. Yes; I did not get this out of thin air. 

Senator SatronstaLu. This was not a personal investigation on 
your part then? 

Senator Warkrns. It was on the part of my staff. I have a staff 
man very well acquainted with that area and he has been working on 
it for some time. 
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Senator Sauronsratit. What the committee will do will be to in- 
vestigate and see whether the Atomic Energy Commission has the 
funds and the authorization to build the roads. That would be satis- 
factory to you? 

Senator Warkins. That is right. If they have the funds so they 
can transfer them and get them in their general apne that 
is all right with us, but they will not be able te get that money to the 
agency that builds roads unless there is some authority for it. 

Senator SavrtonstraLt. The Conimission has now requested the full 
amount of the appropriation allowed by the budget for operating 
expenses. 

Senator Warkins. I am not so sure whether they had anything in 
there for roads or not. We have an expanding mining development 
down in that area recently, large discoveries in southeastern Utah. It 
is one of the most rugged sections in the United States. The moun- 
tains are not so high, but they are cut up by erosion. They are cut up 
by the Colorado River with natural deep canyons and natural bridges 
down in southeastern Utah. 

Senator Sauronstrauu. Thank you. 





































Supversitve AcCtTiviries Conrrot Boarp 
PREPARED STATEMENT 


Senator SavronstTatL. You wished to speak on the Subversive Ac- 
tivities Control Board ? 

Senator Warktns. Yes; a short statement on the matter of the 
appropriations requested by the Subversive Activities Control Board. 

Senator Savronstatyi. We will be happy to place your statement in 
the record. 

(The statement referred to follows:) 


STATEMENT OF ARTHUR V. WATKINS RELATIVE TO THE INDEPENDENT OFFICES 
APPROPRIATION BILL 





Gentlemen, I address my remarks particularly to the request heretofore made 
by the members of the Subversive Activities Control Board for reinclusion of 
the $69,000 which was cut by the House from their budget request for fiscal 
1955. 

It seems to me that to allow this modest amount to go unrestored, would be to 
penalize a frugal agency whose scope and importance is increasing steadily. 

I use the word “frugal,” because a reading of testimony given before the House 
Appropriations Committee impressed me that here is an agency that had funds 
authorized to employ six hearing examiners, but which failed to hire any during 
fiscal 1953 because there was no need for them at that time. This type of 
frugality, which we expect but frequently fail to find in Federal agencies, re- 
sulted in a carryover of about $81,000 from the Board’s authorization last year. 

It appears to me that this carryover must have unduly influenced the House 
committee’s action in cutting the Board’s budget for this year. However, it is 
clear from the Attorney General’s recent report to the Nation that conditions 
have changed in recent months for the requirements to be placed upon the Sub- 
versive Activities Control Board. The Attorney General had this to say con- 
cerning the Board: 

“Within the past year, the Department of Justice has charged 12 front or- 
ganizations with being under the controi of the Communist movement. It has 
asked the Subversive Activities Control Board to require them to register and 
to comply with the law. In addition, the FBI has under investigation some 200 
known or suspected front or Communist affiliated organizations.” 

This statement clearly indicates that the Board is faced with a constantly 
increasing workload, now that cases have started to roll from the Department of 
Justice. And it seems evident to me that the hearing examiners which were 
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not required when the Board was getting started, soon will be urgently needed. 
This estimate is made not only from Mr. Brownell’s report but also from personal 
knowledge and interest acquired on this subject as a member of the Internal 

Security Subcommittee of the Senate Judiciary Committee. 

In the House hearings, Board Chairman Herbert reported that, based on an 
average of 8-man months per case, the 12 cases now before the Board will occupy 
the Board, as now constituted, well beyond the end of fiscal 1955, even if no addi- 
tional petitions are filed. Furthermore, he reported that the Department of 
Justice has indicated that several more cases will be filed before the end of the 
eurrent fiscal year. 

This, it seems to me, is a point that must be considered in dealing with funds 
for this agency. It cannot initiate cases and therefore has no control over its 
workload. However, its work is so important to national security that it must 
be ready to handle the cases with dispatch once they come before it. 

For this reason, the Board contemplated the hiring of 2 hearing examiners 
under the budget of $300,000 authorized for fiscal 1954 and permit them to have 4 
examiners, if needed, but agency officials have indicated they could get by with 
2 additional examiners for the time being, so I am willing to let the amount stand 
at $300,000, as requested of the House. To its credit, the Board has demonstrated 
its willingness not to hire additional personnel unless needed. 

Gentlemen, in the interests of national security, I hope that the effectiveness of 
the Subversive Activities Control Board will not be undercut or hampered by the 
lack of sufficient funds to take care of its mounting workload. And so I respect- 
fully request that you examine the testimony of members of the Board who have 
appeared before you and weigh carefully their modest recommendation for the 
restoration of those funds cut from their budget request for fiscal 1955. 

In conclusion, I wish to point out that even with the restoration of the $69,000, 
the Board will be operating in fiscal 1955 on a smaller amount than authorized 
for last year. , 


BOARD FUNCTION 


Senator Warktns. May I say, Mr. Chairman, and Senator Hill, 
that I am a member of the Internal Security Subcommittee of the 
Senate and I know the objectives of the Internal Security Act which 
set up this Board. The Board has not been able to function at full 
speed even though there is a heavy demand for its activities because 
of conditions that existed at one time in the Attorney General’s office, 
I understand. 

These matters have to be processed by the Attorney General’s office 
and brought before the Board and then the Board considers them. 

Last year they did have more money than they used. I point that 
out in my statement. 

RESTORATION REQUESTED 


I address my remarks particularly to the request heretofore made by 
the members of the Subversive Activties Control Board for reinclusion 
of the $69,000 which was cut by the House from their budget request 
for fiscal 1955. 

It seems to me that to allow this modest amount to go unrestored 
would be to penalize a frugal agency whose scope and importance 
is increasing steadily. 

T use the word “frugal” because a reading of testimony given before 
the House Appropriations Committee impressed me that here is an 
agency that had funds authorized to employ six hearing examiners, but 
which failed to hire any during fiscal 1953 because there was.no need 
for them at that time. 

Senator Satronstaty. Might the chairman interrupt you? 

Senator Watkins. Yes. 

Senator Savronsratu. Are you right in your assumption? The 
Chair understands that the House allowed $ $150,000 plus $81,000 of 
unobligated funds as of June 30. 
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The Subversive Activities Control Board asks for $35,000 more and 
a language change which would give them the full amount of the 
budget. Is that your understanding? 

Senator Watkins. Whatever they asked for I am supporting. 
There may be some difference of opinion. 

Senator Savronstauy. That is correct. What you want is to have 
them get the full amount of the budget? 

Senator Warxins. That is right. I want them to get the full 
amount. 

Senator Sartonstatu. They got started slow. 

Senator Watkins. They got started slow and one reason why they 
did not use the money last year, as I understand, was because these 
cases have to be brought before them by the Attorney General and 
the Attorney General is handicapped. He did not have the staff or 
money—I do not know the exact reason. However, they did not get 
the cases before them. Now they are coming in and they need them 
and they request only enough to take care of two examiners. So it will 
be clear to the committee, this Board was set up to give these people a 
hearing where they can have their counsel cross-examine witnesses to 
determine whether or not these various organizations are within the 
term of this act, whether they are Communist-front organizations or 
whether they are subversive in their setups. 

This gives them their day in court. Many of them claim that they 
do not have that before congressional committees, but here we have an 
organization set up to hear them in a judicial manner where they can 
have their own attorneys present their cases, take appeals, and all 
that sort of thing. They have been clamoring for that type of thing 
and I think it is only fair to these organizations that have been more 
or less on the Attorney General’s list in the past. 

I think it is only fair that they be given their day in court now to 
meet the charges made against them and also give the Government an 
opportunity to give its evidence. The decisions, of course, can be re- 
viewed in the courts. 

The Board itself should be more or less directing this activity rather 
than all of them sitting as hearing officers. They need at least two and 
that is a very modest number to start with. 

However, at the rate it has been going it will take years and years 
and years to get around to all these organizations that I understand are 
now being processed. At least, the cases are being processed to present 
to this Board. 

The reason they did not use it last year was because they did not have 
the cases before them as the Attorney General’s office was not in a po- 
sition to bring them, but I understand that that situation is being cor- 
rected and they will be there. 

Senator Savronstatyu. We heard the Subversive Activities Control 
Board. They requested the full amount of the budget and they made 
a very good case along the lines which you have just mentioned. 

Senator Warxrns. I wanted to emphasize that because I am on the 
other end up here in the committee which considers these matters and 
has for its purpose the investigation from the congressional angle. 

Many of these matters later go before the Board and I am pointing out 
that the people in the past have claimed they have never had a fair 
deal before these committees. Here we have a board set up by the 

Congress itself, finally getting around to giving them the type of hear- 
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ing they think that they are entitled to. I think that ought to be done 
because large numbers of them are on a list and they do not believe they 
ought to be there. The only way to get off, I guess, is to have these 
hearings and have it determined judicially. 
Senator SatronstaLu. We appreciate your coming before us and, of 
course, your whole statement has been made a part of the record. 
Senator Warkins. Thank you. 


TENNESSEE VALLEY AUTHORITY 
AMERICAN PUBLIC POWER ASSOCIATION 


STATEMENT OF ALEX RADIN, GENERAL MANAGER, AMERICAN 
PUBLIC POWER ASSOCIATION 


SUPPORT OF REQUEST FOR ADDITIONAL GENERATING UNITS 


Senator SaLronsTaLL. We have the continuation of the TVA public 
witnesses. The Chair is informed that Senators Kefauver and Gore 
who were to testify are not available this afternoon. 

Mr. C. P. Street of the Associated General Contractors of America 
has filed a statement. We have Mr. Radin, general manager of the 
American Public Power Association. Is he here? 

Mr. Rapin. Yes, sir. 

Senator Satronstatn. We have Mr. Angus McDonald of the Na- 
tional Farmers’ Union. Is he here? 

Mr. McDonanp. Yes, sir. 

Senator SatronstatL. Then, Mr. Radin, will you step forward and 
tell us what you want? 

Mr. Rapin. Thank you, sir. 

Senator SaLtronsTaLL. Have you a prepared statement ? 

Mr. Raprn. Yes, I do. 

Senator SaLtronsTaLL. Perhaps we can put that in the record and 
then you can speak briefly if you will. 

(The statement referred to follows :) 


STATEMENT BY ALEX RADIN, GENERAL MANAGER, AMERICAN PusBLIC POWER 
AssocraTION, TVA APPROPRIATIONS 


My name is Alex Radin. I am general manager of the American Public Power 
Association, 1757 K Street NW., Washington, D.C. The American Public Power 
Association is a national trade organization representing over 700 local publicly 
owned electric utilities in 38 States and Puerto Rico. By far the majority of our 
members are municipally owned electric utilities, but also included in the mem- 
bership of the association are public utility districts, State-owned electric sys- 
tems and rural-electric cooperatives. No Federal electric systems, such as the 
Tennessee Valley Authority or Bonneville Power Administration, are members 
of the association. 

The purpose of my appearance before your committee today is to support the 
request for additional generating units for TVA made in behalf of the municipal 
and cooperative distributors of TVA power on April 19 by Mr. 8S. R. Finley, 
a spokesman for the Tennessee Valley Public Power Association and a director 
and former president of the American Public Power Association. 

The concern which our organization has with the TVA is the concern which all 
electric power systems—public and private—have with the question of power 
supply. All electric utilities have a basic public responsibility in supplying 
adequate power for the future needs of the areas they serve. This is true 
whether the systems are owned by a private corporation, a municipality, a county, 
or a cooperative. 
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In the case of our members systems in the Tennessee Valley area, they have 
the public obligation of meeting the needs of the areas they serve. By various 
acts of Congress and contractual obligations, they also must depend solely upon 
TVA for their power supply. Hence, their ability to carry out their obligations 
to their consumers depends entirely upon the question of whether TVA will be 
able to expand its generating capacity sufficiently to serve the expected load 
growth of the municipal and co-op distributors. 

Unfortunately, the TVA budget for the 1955 fiscal year, as approved by the 
House, does not provide sufficient funds for an adequate expansion of power 
facilities. Even assuming that 500,000 kilowatts of Atomic Energy Commission 
load is removed from TVA, as proposed by the administration, TVA by the end 
of 1956 will have a reserve of only 2.6 percent of its generating capacity and by 
the end of 1957 will have a deficiency of 0.2 percent of its generating capacity. 
This contrasts with the reserve of at least 10 percent to 15 percent which power 
systems normally should have for sound operating practices. 

And may I repeat: This slim reserve in 1956 and a deficiency in 1957 assumes 
that TVA will be relieved of 500,000 kilowatts of AEC load, and that no new 
defense loads will be undertaken by TVA. Although private power systems, 
like public power systems, require 3 years to build new generating eapacity, 
AEC has not yet consummated any arrangement with a private power company 
to take over this load, although I understand this matter will be discussed before 
your committee next week. 

In connection with the estimates which might be made before your committee 
next week as to the cost of supplying the AEC load by private power companies, 
I would like to take the liberty of calling to your attention some significant in- 
formation. which has. been. placed in the record at various points regarding the 
costs incurred thus far in the TVA steam plant at Shawnee and a similar unit 
being built at Joppa by a group of five private utilities (Electric Energy, Inc.), 
both plants being used to supply power to the AEC installation at Paducah, Ky. 

With regard to the kilowatt-hour cost of the Shawnee plant, Mr. Clapp testi- 
fied recently before the Independent Offices Subcommittee of the House Appro- 
priations Committee (p. 2424 of the hearings) that the cost per kilowatt-hour 
of Shawnee power to the AEC is 3.63 mills. 

The most recent available public information on the cost to the Government, 
per kilowatt-hour, of power being supplied to AEC from the Joppa plant is 4.16 
mills per kilowatt hour. This information was given to your committee, last 
year by Mr. Gordon Dean, at that time chairman of the Atomic Energy Commis- 
sion (see p. 36 of hearings). 

However, since Mr. Dean’s testimony, Mr. R. W. Cook, assistant general mana 
ger for manufacturing of the AKC, has testified before the Independent Offices 
Subcommittee of the House Appropriations Committee with regard to further 
cost increases which have heen incurred at the Joppa plant since Mr. Dean 
testified before your committee last year. As a matter of fact. Mr. Cook testi- 
fied that the costs of the Joppa plant have increased by $58 million, or almost 
50 percent, over the estimates made by the private companies at the time the con 
tract between AEC and the utilities was entered into. It is therefore safe 
to assume that the 4,16 mills per kilowatt-hour rate mentioned last year by Mr. 
Dean has increased subsequently. 

Assuming, however, that these are the current rates (3.63 mills for the Shawnee 
plant snd 4.16 mills for the Joppa plant), the Government is saving about 
$5,300,000 a year in its power bill for the Shawnee plant alone. 

Moreover, in view of the importance of timing in the atomic energy program, 
I am snre that the Congress and officials of the AEC are also particularly mind- 
ful of the fact that the TVA units at the Shawnee plant began supplying power 
to the AKC installation at Paducah much nearer to schedule than the correspond- 
ing private utility plant at Joppa The record is clear that this delay in the 
private utility schedule can be attributed in part to poor management on the part 
of the private power companies For on July 31, 1953, Electric Energy. Inc.., 
the private power company combine, announced it had canceled its contract with 
Yhasco Services, general contractor for the plant, “in order to permit reorgani- 
zation of the construction project so that the station can be completed on more 
efficient and economical basis.” The reorganization was necessary, according to 
J. W.'’MecAfee, president of Electrie Energy, Inc., as reported in the, Paducah 
Sun-Democrat, “because of the lack of productivity and consequent increased 
costs characterizing the work so far.” 

It is clear, therefore, that the Government, for its huge power requirements 
for the atomic energy program, thus far not only has received a better deal, 
pricewise, from TVA, but also has a more reliable source of power. 
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At a time when economy in Government operations is being sought so vigor 
ously, it is difficult to understand why the Government should make such strenu 
ous efforts to relieve itself of a lower cost source of power and seek out an ar 
rangement which past experience has shown will result in a higher power bill 
to the Government. 

With regard to the question of overall load growth, it is pertinent to note 
that, although the increase in load in the TVA area has been at a more accel- 
erated pace than that in other sections of the country, a healthy load growth 
likewise has been and is today being experienced by all utilities, publicly and 
privately owned, in every part of the country, and especially by the private 
power companies which are neighbors of the T'VA. 

In this regard, it is of particular interest to note an article on page 20 of the 
Wall Street Journal of last Thursday, April 15, 1954. Describing the general 
increase in electric consumption for the first quarter of this year, the article 
stated : 

“Several companies with the largest gains in the first quarter are in the 
South, where new industries, along with rising residential and commercial 
demand due to air conditioning, have built up electricity sales. Most of these 
utilities have depended less on industrial sales than companies in the North and 
Northeast. 

“Middle South Utilities, Inc., operating in Louisiana, Arkansas, and Missis- 
sippi, varies somewhat from the general southern picture. Last year nearly 
half its sales volume in kilowatt-hours (28 percent in dollars) went to industry 
Yet its first quarter output rose 16 percent over the 1953 level. 

“Kentucky Utilities Co. had a still larger gain for the quarter—26 percent 
A large part of that increase, however, was because it is temporarily supplying 
power for the Atomic Energy Commission’s plant at Paducah, Ky., while a gen 
erating station to serve that plant is being built at Joppa, Il. 

“Mlorida Power & Light Co., Florida Power Corp., and Virginia Electric & 
Power Co. are other southern companies that turned up gains of 10 percent or 
better in first quarter production. Their normal proportion of industrial sales 
s relatively low, in the 25 percent to 40 percent range.” 

According to the annual statistical issue (January 25, 1954) of the Electrica 
World, the electric utilities added 12.8 percent to their capacity in 1953, and 
plan to add 14.4 percent in 1954, 10.7 percent in 1955 and 7 percent in 1956, or 
an average of 11.2 percent each year for this 4-year period, 

One of the notable characteristics of the electric industry is that forecasts 
of future demands for power have consistently been too conservative. The Fed 
eral Power Commission, regarded by many in the industry as too optimistic in 
its projections of power requirements, made a forecast in 1947 for the following 
5 years. Actual demand exceeded their estimate by 50 percent. This cannot 
be explained by the unexpected industrial demands imposed by the Korean 
mobilization program, although that contributed to the heavier demand. Resi 
dential and rural loads, as well as those of the small nonresidential users such 
as trade and service establishments, were grossly underestimated. Actual load 
for these classes of consumers exceeded the forecasted demand by about 35 
percent. 

Likewise, the semiannual surveys conducted by the Edison Electric Institute, 
national trade organization of the privately owned power companiés, have 
repeatedly underestimated requirements during the postwar period. Over the 
vears, actual demands have also exceeded TVA’s long-range estimates. 

The necessity for continued expansion of the generating facilities in the 
Tennessee Valley, therefore, is not unique. It is a condition characteristic 
of all the Nation’s electric systems, whether publicly or privately owned. The 
addition being requested by the power distributors in the valley is of a minimum 
order, since it allows only for a normal reserve 

One of the foremost concerns of the Congress today—and rightfully so—is 
the potentially explosive international situation. The experiences of World 
War II and the more recent fighting in Korea are still fresh in the minds of all 
Americans, and we are watching with anxiety the portentious situation in Indo- 
china and other parts of the world. We are also mindful of the key role which 
electric’ power has played—and is playing today—in the electrochemical and 
electrometallurgical industries, in the manufacture of the atomic and hydrogen 
bombs, and in countless other industries that are so essential to our national 
defense. 

In 1941, shortly before Pearl Harbor, a former Chairman of TVA, who had 
repeatedly been urging the necessity for increased power supply for national- 
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defense needs, said, “The time for nibbling cautiously at power supply is long 
since past.” 

But a few days after this statement was made, the president of the private 
utility trade organization, the Edison Electric Institute, who had been mini- 
mizing the importance of power expansion for defense, declared, “* * * allega- 
tion of power shortage is unwarranted; * * * I believe the power situation will 
be found to have been adequately provided for.” 

During the war, TVA’s policy of looking ahead to future needs and providing 
a reservoir of power paid off. Because it had an availability of power, the TVA 
area was chosen to play a key role in the development of the atomic bomb and 
the production of aluminum and many other heavy power-consuming defense 
materials. 

In the light of the vital role played by electric power, can we afford today 
to place an arbitrary ceiling on the expansion of the electric system which by 
1956 will be devoting more than 50 percent of its output to the national defense? 
At a time when new and improved techniques in defense industries may sud- 
denly bring about the need for substantially more power, are we to deny these 
industries of necessary power, or even interrupt their power supply? Are we to 
halt the development of one of our Nation’s great assets by devising makeshift 
arrangements which will take the least advantage of a fully integrated power 
system 7 

In the Nation’s own self-interest I would hope not. Continued orderly ex- 
pansion of the power system of TVA is not only a wise and prudent investment 
which will be repaid in full to the United States Government; it is essential 
for the future economic growth of the area and for the protection of our national- 
defense interests. 


JENERAL STATEMENT 


Mr. Raprn. If it is agreeable with you, sir, I would like to just read 
portions of it and skip some portions of it. It is not terribly long. 

Senator Satronstau. All right, sir. 

Mr. Rapin. i appreciate very much this opportunity to be heard 


by this committee, Senator. My name is Alex Radin. I am general 
manager of the American Public Power Association, 1757 K Street 
NW, Washington, D. C. 

The American Public Power Association is a national trade organi- 
zation representing over 700 local publicly owned electric utilities in 
38 States and Puerto Rico. By far the majority of our members are 
municipally owned electric utilities, but aiso included in the member- 
ship of the Association are public utility districts, State-owned electric 
systems, and rural cooperatives. 

No Federal electric systems, such as the Tennessee Valley Authority 
or Bonneville Power Administration, are members of the association. 

The purpose of my appearance before your committee today is to 
support the request for additional generating units for TVA made 
in behalf of the municipal and cooperative distributors of TVA power 
on April 19, Mr. S. R. Finley, a spokesman for the Tennessee Valley 
Public Power Association and a director and former president of 
the American Public Power Association. 

The concern which our organization has with the TVA is the 
concern which all electric power systems—public and private—have 
with the question of power supply. All electric utilities have a basic 
public responsibility in supplying adequate power for the future needs 
of the areas they serve. i iis is true whether the systems are owned 
by a private corporation, a municipality, a county, or a cooperative. 

In the case of our member systems in the Tennessee Valley area, 
they have the public obligation of meeting the needs of the areas they 
serve, 
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FUNDS NEEDED FOR ADEQUATE EXPANSION OF POWER FACILITIES 


Unfortunately, the TVA budget for the 1955 fiscal year, as ap- 
proved by the House, does not provide sufficient funds for an adequate 
expansion of power facilities. Even assuming that 500,000 kilowatts 
of Atomic Energy Commission load is removed from TVA, as pro- 
posed by the administration, TVA by the end of 1956 will have a 
reserve of only 2.6 percent of its generating capacity and by the end 
of 1957 will have a deficiency of 0.2 percent of its generating capacity. 
This contrasts with the reserve of at least 10 to 15 percent which power 
systems normally should have for sound operating practices. 

‘ And may I repeat: This slim reserve in 1956 and a deficiency in 
1957 assumes that TVA will be relieved of 500,000 kilowatts of AEC 
load, and that no new defense loads will be undertaken by TVA. 

Although private power systems, like public power systems, require 
3 years to build new generating capacity, AEC has not yet consum- 
mated any arrangement with a private power company to take over 
this load, although I understand this matter will be discussed before 
your committee next week. 


KILOWATT-HOUR COST TO GOVERNMENT 


In connection with the estimates which might be made before your 
committee next week as to the cost of supplying the AEC load by pri- 
vate power companies, I would like to take the liberty of calling to 
your attention some significant information which has been placed in 
the record at various points regarding the costs incurred thus far in the 
TVA steam plant at Shawnee and a similar unit being built at Joppa 
by a group of five private utilities—Electric Energy, Inc.—both 
plants being used to supply power to the AEC installation at Pa- 
ducah, Ky. 

With regard to the kilowatt-hour cost of the Shawnee plant, Mr. 
Clapp testified recently before the Independent Offices Subcommittee 
of the House Appropriations Committee—page 2424 of the hearing— 
that the cost per kilowatt-hour of Shawnee power to the AEC is 3.63 
mills. 

The most recent available public information on the cost to the 
Government, per kilowatt-hour, of power being supplied to AEC from 
the Joppa plan is 4.16 mills per kilowatt-hour. This information was 
given to your committee last year by Mr. Gordon Dean, at that time 
Chairman of the Atomic Energy Commission. (See p. 36 of 
hearings. ) 

However, since Mr. Dean’s testimony, Mr. R. W. Cook, assistant 
general manager for manufacturing of the AEC, has testified before 
the Independent Offices Subcommittee of the House Appropriations 
Committee with regard to further cost increases which have been in- 
curred at the Joppa plant since Mr. Dean testified before your com- 
mittee last year. 

As a matter of fact, Mr. Cook testified that the costs of the Joppa 
plant have increased by $58 million, or almost 50 percent, over the 
estimates made by the private companies at the time the contract 
between AEC and the utilities was entered into. It is therefore safe to 
assume that the 4.19 mills per kilowatt hour rate mentioned last year 
by Mr. Dean has increased subsequently. 

45746—54——_45 
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Assuming, however, that these are the current rates (3.63 mills for 
the Shawnee plant and 4.16 mills for the Joppa plant), the Govern- 
ment is saving about $5,300,000 a year in its power bill for the Shawnee 
plant alone. 

Moreover, in view of the importance of timing in the atomic energy 
program, [ am sure that the Congress and officials of the AEC are also 
particularly mindful of the fact that the TVA units at the Shawnee 
plant began supplying power to the AEC installation at Paducah 
much nearer to schedule than the corresponding private utility plant 
at Joppa. 

CANCELLATION OF POWER CONTRACT 


The record is clear that this delay in the private utility schedule can 
be attributed in part to poor management on the part of the private 
power companies. For on July 31, 1953, Electric Energy, Inc., the 
private power company combine, announced it had canceled its con- 
tract with Ebasco Services, general contractor for the plant— 
in order to permit reorganization of the construction project so that the station 
can be completed on more eflicient and economical basis, 

The reorganization was necessary, according to J. W. McAfee, 
president of E. E., Inc., as reported in the Paducah Sun-Democrat, 
“because of the lack of productivity and consequent increased costs 
characterizing the work so far.” 

It is clear, therefore, that the Government, for its huge power re- 
quirements for the atomic-energy program, thus far not only has 
received a better deal, pricewise, from TVA, but also a more reliable 
source of power. 

At a time when economy in Government operations is being sought 
so vigorously, it is difficult to understand why the Government should 
make such strenuous efforts to relieve itself of a lower cost source 
of power and seek out an arrangement which past experience has 
shown will result in a higher power bill to the Government. 

One of the notable characteristics of the electric industry is that 
forecasts of future demands for power have consistently been too con- 
servative. The Federal Power Commission, regarded by many in 
the industry as too optimistic in its projections of power requirements, 
made a forecast in 1947 for the following 5 years. 


POWER REQUIREMENTS UNDERESTIMATED 


Actual demand exceeded their estimate by 50 percent. This cannot 
be explained by the unexpected industrial demands imposed by the 
Korean mobilization program, although that contributed to the heav- 
ier demand. Residential and rural loads, as well as those of the small 
nonresidential users such as trade and service establishments, were 
grossly underestimated. Actual load for these classes of consumers 
exceeded the forecasted demand by about 35 percent. 

Likewise, the semiannual surveys conducted by the Edison Electric 
Institute, national trade organization of the privately owned power 
companies, have repeatedly underestimated requirements during the 
postwar period. Over the years, actual demands have also exceeded 
TVA’s long-range estimates. 

The necessity for continued expansion of the generating facilities 
in the Tennessee Valley, therefore, is not unique. It is a condition 
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characteristic of all the Nation’s electric systems, whether publicly or 
privately owned. The addition being requested by the power dis- 
tributors in the valley is of a minimum order, since it allows only for 
a normal reserve. 

One of the foremost concerns of the Congress today—and right- 
fully so—is the potentially explosive international situation. The 
experiences of World War II and the more recent fighting in Korea 
are still fresh in the minds of all Americans, and we are watching with 
anxiety the portentous situation in Indochina and other parts of the 
world. 

KEY ROLE OF ELECTRIC POWER 


We are also mindful of the key role which electric power has 
played—and is playing today—in the electrochemical and electro- 
metallurgical industries, in the manufacture of the atomic and hydro- 
gen bombs, and in countless other industries that are so essential to 
our national defense. 

In 1941, shortly before Pearl Harbor, a former Chairman of TVA, 
who had repeatedly been urging the necessity for increased power 
supply for national-defense needs, said— 

The time for nibbling cautiously at power supply is long since past. 

But a few days after this statement was made, the president of the 
private utility trade organization, the Edison Electric Institute, who 
had been minimizing the importance of power expansion for defense, 
declared— 


allegation of power shortage is unwarranted I believe the power situation 


will be found to have been adequately provided for. 

During the war, TV A’s policy of looking ahead to future needs and 
providing a reservoir of power paid off. Because it had an availability 
of power, the TVA area was chosen to play a key role in the develop 
ment of the atomic bomb and the production of aluminum and many 
other heavy-power-consuming defense materials. 

In the light of the vital role played by electric power, can we afford 
today to place an arvitrary ceiling on the expansion of the electric 
system which by 1956 will be devoting more than 50 percent of i 
output to the national defense ¢ 

At a time when new and improved techniques in defense industries 
may suddenly bring about the need for substantially more power, are 
we to deny these industries of necessary power, or even interrupt their 
power supply’ Are we to halt the development of one of our Nation’s 
great assets by devising makeshift arrangements which will take the 
least advantage of a fully integrated power system ? 

In the Nation’s own self-interest, I would hope not. Continued 
orderly expansion of the power system of TVA is not only a wise and 
prudent investment which will be repaid in full to the United States 
Government; it is essential for the future economic growth of the area 
and for the protection of our national-defense interests. 

Senator Sauronstatt. Thank you very much, Mr. Radin. We 
appreciate your coming before us. 











706 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


DIXIE-YATES PROPOSAL 


Senator Hitz. Mr. Radin, I noted with much interest your refer- 
ence to comparative costs between the TVA Shawnee plant and the 
Joppa E. E. I. plant, both of which plants were constructed to supply 
power to the AEC. This subcommittee will next week hear testimony 
from the AEC, the Budget Bureau, and the TVA on a proposal by 
private power companies commonly known as Dixie-Yates group to 
supply power for AEC. In that connection, it might well be wise for 
this committee to go thoroughly into this matter of the Shawnee 
plant, the Joppa plant, and this question which you have so well 
raised here today, the comparative cost to the taxpayers of the United 
States for this power for the AEC which is for the defense of the 
United States. 

Mr. Rapin. I think it would be very well to do so in view of the 
higher costs, above the estimates particularly in the Joppa plant. 

Senator Hitt. The cost went to $15 million over the estimate. 

Mr. Ravin. That is right. 

Senator Hiii. Under a cost-plus contract. 

Mr. Rapin. That is right. 

Senator SarronstaLy. Mr. Angus McDonald of the National Farm- 
ers Union. 

NATIONAL FARMERS UNION 


STATEMENT OF ANGUS McDONALD, ASSISTANT LEGISLATIVE 
REPRESENTATIVE OF THE NATIONAL FARMERS UNION 


PREPARED STATEMENT AND RESOLUTIONS 


Mr. McDonald, we will put your statement in the record. Do you 

care to speak briefly, or would you rather read your statement ? 

Mr. McDonaxp. I would prefer to summarize it if it pleases the 
committee, 

Senator Sarronstati. The Chair believes that would be helpful. 
We will put the statement in in full if you will summarize it. I notice 
this is the statement of James G. Patton. 

Mr. McDona.p. I have submitted here, Mr. Chairman, the state- 
ment of our national president in regard to the TVA appropriations 
as well as attached the recent resolutions adopted by the National 
Farmers Union at their biannual convention in Denver, Colo., March 
14 to 19, of this year. If I may, as I said, Mr. Chairman, I would 
like just to touch very briefly by way of summary on the statement 
submitted here. 

Senator SaLronstaLL. Without objection Mr. Patton’s statement 
and the resolutions will be placed and Mr. McDonald will now sum- 
marize them. 

(The statement and resolutions follow :) 

STATEMENT or JAMES G. PATTON, PRESIDENT OF NATIONAL FARMERS UNION, 


RELATIVE TO 1955 Fiscar, YEAR APPROPRIATIONS FOR THE TENNESSEE VALLEY 
AUTHORITY 


Mr. Chairman and members of the committee, I would like first to call your 
attention to the historic position of the National Farmers Union in regard to 
valley authorities and multiple-purpose resource development. I will not burden 
the record with the resolutions adopted by the National Farmers Union in past 
years. I call attention to resolutions relating to the rural electrification and 
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Federal power program adopted by the National Farmers Union at its recent 
biennial convention held in Denver, Colorado, March 14-19, 1954. I would 
appreciate it if the entire body of these resolutions be printed in the record. 
(See Exhibit A attached.) 

I call attention to that part of the resolutions which asserts that the Federal 
Government should be responsible for “that portion of regional power supply 
required to meet the expanding needs of present or future nonprofit electrical 
systems and to support sound expansion of the regional economy.” This par- 
ticular resolution is implemented by a furzher resolution, and I quote: “Con- 
struction by Federal agencies of steam electric stations and transmission lines 
necessary to firm hydropower and meet power requirements of service areas and 
to carry that power to load centers.” This principle of Federal duty and re- 
sponsibility is further indicated in subsequent resolutions. 

Opponents of the building of hydroelectric and steam plant facilities by the 
Federal Government have alleged that public power programs are unfair to 
private industry. They have alleged that TVA secures funds for development 
through interest-free loans and that because of this favoritism they cannot 
compete with TVA power. I call attention to the statement of one of the execu- 
tives of the Arkansas Power & Light Co. printed on page 2897 of the hearings 
on this bill before the House Appropriations Committee this year. Mr. Moses 
said (referring to all Tennessee Valley installations and particularly their 
expansion): “I think it is coming out of the public purse and eventually out 
of the taxpayers’ pocket.” 

I call attention to statistics compiled by the Federal Power Commission 
relating to electric power projects approved for tax certificates. It appears 
from these statistics that Mr. Moses’ Arkansas Power & Light Co. has been 
granted tax subsidies for the building of power stations, transmission lines, 
steam plants, and other facilities to the amount of $33,973,046. I also refer to 
a statement made by the president of Niagara Mohawk Power Corp.: “* * * At 
the outset, I want to say that we are ready, willing, and able to make the Niagara 
Falls development without the help of 1 cent of any taxpayer’s money.” (Ref.: 
Hearings before subcommittee of the Senate Committee on Public Works, 82d 
Cong., Ist sess. on 8. 517, S. 1963, and S. 2021. p. 123.) While this latter 
quotation does not relate to the Tennessee Valley Authority, I think it is typical 
of statements made by private utilities executives in regard to taxation and 
subsidies. The record reveals that these executives are not reluctant to be the 
beneficiaries of taxation subsidies despite their statements before congressional 
committees, 

Hearings before the House Appropriations Committee indicate that the Con- 
gress is much concerned with that part of the President’s budget message which 
suggested that ways be explored to secure 500,000 to 600,000 kilowatts of firm 
power from private power companies no later than the fall of 1957. The Pres- 
ident suggested that the 500,000 kilowatts of power now supplied by TVA for 
atomic energy programs should be replaced by electric power furnished by the 
private utilities so that the expanding needs of industrial, residential, and farm 
consumers of TVA power would be satisfied. 

The House hearings reveal that the utilities have responded to this suggestion 
by bringing forward proposals to provide this additional power. According to 
the testimony before the committee, page 2555, under this proposal “The plan 
was that sales taxes and excise taxes would be reimbursed by the AEC in their 
entirety and all other taxes would be reimbursed in proportion to the AEC con- 
tract capacity as it bears on the total capacity, which they would erect in their 
new facilities.” 

What puzzles us in the Farmers Union is why the private utilities who de- 
nounce year after year subsidies, tax exemptions, and other benefits which they 
claim cooperatives and public bodies receive, are themselves not averse to receiv- 
ing huge subsidies from the United States Treasury. Actually, we do not be- 
lieve that cooperatives and public bodies are subsidized or receive any special 
favoritism. Under the plan for TVA which was worked out many years ago and 
which is similar to other plans, the Government receives over a period of years 
all of the money which it has invested in hydroelectric and steam plant facilities. 
In the instance of TVA, the Government over a period of 40 years will receive into 
the Federal Treasury all of the money that has been invested in TVA and at the 
end of the period the Federal Government will still own the facilities. This 
seems to us very good business indeed. 
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TVA has also been producing a rate of return which compares favorably to 
that. of privately-owned facilities. If 2 percent of all money invested in TVA 
was set aside as an interest charge after payment of State and county taxes, 
there would still remain a substantial profit to the Federal Government. It has 
been suggested that the Tennessee Valley Authority pays no Federal income tax 
and is therefore in a more favored position than private corporations. I suggest 
that TVA in effect pays a 100 percent income tax since all of its profits go back 
into the Federal Treasury. Insofar as TVA is concerned, the way you look at in- 
terest, income taxes, and subsidies is largely a matter of semantics. The question 
to be considered is whether or not the TVA fulfills the needs of the people, 
whether it is run in a business-like manner, and whether it brings into the United 
States Treasury additional funds. Figures furnished by the Tennessee Valley 
Authority indicate that TVA has been and will be a good investment for the Gov- 
ernment if it continues to be administered as authorized by the original Tennessee 
Valley Authority Act. 

This administration has been rightly concerned with economy. It has at- 
tempted to improve the efficiency of various agencies by getting more out of the 
taxpayer's dollar. It appears that the atomic energy program has benefited 
greatly from the vast amounts of electric power it is using. Within a short 
period of time, AEC will be consuming about half of all the power generated at 
TVA installations. AEC has a need for a further expansions of its program. 
It has consequently entered into arrangements both with TVA and with private 
utilities for the purchase of additional power. AEC has contracted with Elec- 
tric Energy Inc. on a cost-plus basis for the generation of power at Joppa, 
Ill. Contracts have also been entered into in regard to a plant built by TVA 
just across the river at Paducah, Ky. It is significant that the private power 
company estimated in the beginning that it would cost around $139 million to 
build the plant, then later revised its figures to $197 million. Rates paid for 
this power will be based on cost of the facilities. TVA will deliver power under 
its contract at a much cheaper rate since it entered into a so-called commodity 
eontract and not a cost-plus one. Experience of the Federal Government with 
private utilities and with Federal agencies has generally followed this line. 
Almost invariably electric power produced by private utilities is much more 
expensive than power generated in Federal installations. 

Evidence developed at the House hearing and in previous hearings leaves no 
doubt in our mind that a great deal of expansion is needed at the present time 
in the Federal public power program. Gordon Clapp, Administrator of TVA, 
told the committee: 

“Mr. Ciapp. We foresee demands in 1956 and 1957 for more (power) than we 
will be producing. 

“Mr. ANpREWs. What will the situation be if construction of both steam units 
and hydroelectric units is stopped and the demand continues to rise? 

“Mr. Ciapp, If the situation is allowed to develop that way, the plants already 
there that are expanding, and the prospective new plants will be on notice that 
they will be unable to get power in the Tennessee Valley, and the industrial 
development would begin to taper off, slow down, and stop. 

“Mr. ANpreWs. As a matter of fact, there is only one source from which the 
people in that area can acquire power and that is the TVA, is it not? 

“Mr. Ciapp. That is right.” 

We urge the committee to seriously consider the overall needs of the Nation 
and the people in the Tennessee Valley. Our atomic energy program must not 
be allowed to lag. It must go full steam ahead. It is vital to our national 
security. Likewise the prosperity of farmers, city dwellers, and industry is 
dependent on an acceleration of the public power program. Under this admin- 
istration that program has been allowed to slow down almost to a dead stop. 
The building of hydroelectric dams and steam plants would not only take up 
the slack in employment, but would indirectly affect the entire economy. 
Farmers could continue to improve their efficiency and numerous electric ap- 
pliance industries would also benefit. We urge the committee to restore the 
funds which were eliminated from the President’s budget. We urge the com- 
mittee to consider seriously the proposal to build a steam plant at Fulton, 
Tenn. And, finally, we urge the committee to scrutinize very carefully the 
proposals of private industry to furnish power to the atomic energy program at 
high rates while at the same time demanding huge tax subsidies. 
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Exuisir A 


(Resolutions relating to the rural electrification and Federal power program 
adopted by the National Farmers Union at its biennial convention held in 
Denver, Colo., March 14-19, 1954) 


28. RURAL ELECTRIFICATION AND THE FEDERAL POWER PROGRAM 


(a) To fulfill the responsibility of the Federal Government for assuring an 
electric power program that fully serves the people’s needs, we favor the fol- 
lowing principles: 

(1) Establishment by Congress of the principle of l’ederal utility responsi- 
bility for that portion of regional power supply required to meet the expanding 
needs of present or future nonprofit electric systems and to support sound 
expansion of the regional economy. 

(2) Legal provisions requiring that preference be given to public and cooper- 
ative nonprofit agencies in sale of wholesale energy produced by Federal projects 
must not be impaired. 

(3) Establishment by Congress of regional development agencies which will 
recognize hydroelectric development as a primary objective of multiple-purpose 
river basin programs, but will also provide for the optimum conservation and 
development of all values, including flood control, navigation, irrigation, recre- 
ation, and others. 

(4) Construction by Federal agencies of steam-electric stations and trans- 
mission lines necessary to firm hydro-power and meet power requirements of 
services areas, and to carry that power to load centers. 

(5) Limitation on the discretion of the Federal Power Commission to grant 
licenses for private development wherever they conflict with a Federal program. 

(6) Full technical and financial support for the vertical as well as horizontal 
expansion of the rural electric program, including: 

Assistance to generation and transmission cooperatives where needed to pro- 
vide the member cooperatives with an abundant power supply in the future; 
financial and technical assistance in acquisition programs; and 

Removal of population limitations on communities which rural electric coop- 
eratives may serve, which are creating serious problems in connection with 
annexations and community growth, and which deprive communities of a free 
choice as to who shall serve them. 

(7) Establishment by Congress of interregional wholesale power supply grids 
interconnecting Federal hydroelectric systems, Atomic Energy Commission nu- 
clear powerplants, local public and cooperative generating facilities, and private 
electric systems, with adequate provision to protect the preference and with- 
drawal clauses. 

(8) More active Federal development of atomic power by the Atomic Energy 
Commission in cooperation with the program of the proposed interregional grids. 
Atomic power so developed should be marketed as an element in the general 
power supply from the Federal grids under the general Federal responsibility set 
forth in this statement. 

(9) Federal legislation to disallow as costs in ratemaking any funds expended 
by any electric or other utility engaged in interstate commerce and enjoying guar- 
anteed profits without economic risk while operating as a private monopoly under 
franchise privileges granted by the public, to finance or engage in either directly 
or indirectly, any activity designed to influence political action at either local, 
State, or national levels of government, or to create public opinion for or against 
any such actions. This legislation should be enforced by the Federal Power 
Commission and State utility commissions. The Internal Revenue Act should 
also be amended to preclude the charging off of expenditures for institutional 
advertising, contributions to organizations, or other public relations activities, to 
expenses as deductions for tax purposes. Owners of electric utility companies 
should not be privileged to advance their personal political prejudices and inter- 
ests by the expenditure of tax-free income which is collected from rate payers 
above and beyond the legal fair rate of return. 

(10) Federal legislation requiring that benefits from accelerated tax amortiza- 
tion be passed on to consumers. 

(b) We are opposed to the following: 

(1) The Interior Department’s new power policy. 

(2) The Missouri Basin power marketing criteria which penalizes public power 
systems and farmer-owned electric cooperatives. 
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(3) Violation of the Federal preference clause by long-term contracts, including 
wheeling agreements with private utilties without withdrawal provisions to pro- 
tect preference customers, such as already negotiated by Bonneville Power Ad- 
ministration and those proposed in the Missouri Basin. 

(4) The cutback of REA loan programs and crippling of its technical assistance 
programs. 

(5) Any alterations of established credit policies of REA which might impair 
the financial feasibility of the cooperatives, thereby curtailing any necessary 
System improvements and expansion of service to unserved consumers. 

(6) Federal withdrawal of opposition to the licensing of private power dams at 
Hells Canyon which will ignore tremendous downstream power benefits and 
great secondary flood control, irrigation, navigation, recration, and other con- 
servation benefits. 

(7) Federal withdrawal of opposition to private power dam license on the 
Kings River in California. 

(8) Surrender to the private utilities of public power from the Central Valley 
project in California and destruction of the Federal preference provislons by dis- 
posal of Central Valley properties to the State. 

(9) Repeal ef the 160-acre limitation on the use of water in Federal irrigation 
projects in the Federal reclamation law. 

(10) The shameful repudiation of legal contracts between Southwest Power 
Administration and REA generating and transmission cooperatives. 

(11) The proposed giveaway of Niagara Falls to five power companies, and 
the licensing of a New York State development on the St. Lawrence River with- 
out provision for preference to public and cooperative bodies. 

(12) Failure to maintain an adequate rate of generation installation in the 
Tennessee Valley and the Columbia River Basin. 

(18) The proposed Georgia contract which would establish private monopoly 
tollgates between Federal projects and public preference customers. 

(14) E'imination of new starts and slowdown of projects through unwise 
reductions of Federal investments provided in the annual national budget. 

(15) Retarding of industrial growth by refusal to sell additional power from 
Federal transmission systems directly to new industry. 

(16) Packing of administrative avencies and regulatory bodies and commis- 
sions with enemies of the public power programs. 

(17) Wrecking sound conservation of the past 50 years by removing the Fed- 
eral Government from responsibility for full multiple-purpose development of the 
Nation’s river basins. 

(18) Inequitable allocation of project costs to power by deliberate, unwar- 
ranted, and unfair deflation of other multipurpose use costs so as to increase 
electric rates. 

(19) Proposals for a Federal tax on income of Federal, municipal, and co- 
operatively owned power systems, and to a Federal tax on municipal bonds. 

(c) We insist that during the coming session of Congress authorizations and 
appropriations be made adequate to provide the electric power and transmission 
lines necessary to give substance to the true Federal-local partnership power 
program which is based on legislation dating through a half century. 

(d@) Necessary Federal construction programs should be planned on a 20-year 
basis, with authorization of construction geared to the needs of at least the 6 
succeeding years, and with construction scheduled so as to assure the lowest 
possible construction costs, 

(e) The next session of Congress should approve funds for the construction of 
projects chosen from among those already authorized or planned so as to meet 
the power needs of all areas of the Nation and assure abundant energy for na- 
tional defense and full employment. 

(f) The cause of the Central Valley of California, the New York-New England 
area, Hells Canyon, the Columbia Basin, the Tennessee Valley, the upper Colo- 
rado, including Echo Park, the Missouri, the Southwest, the Southeast, and other 
areas is each the cause of every one of us. Assurance of the continuation of the 
REA program in all areas, including an adequate and expanding generation 
and transmission program for the future, is also the cause of all of us. 

(9) Our Congressmen and Senators must be urged to support Federal develop- 
ment programs in every area. They must be judged on across-the-board sup- 
port of a total national program and not on their votes on local projects alone. 
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GENERAL STATEMENT 


Mr. McDonatp. Thank you. For the record, Mr. Chairman and 
members of the committee, my name is Angus McDonald. I am 
assistant legislative representative of National Farmers Union. 

First, Mr. Chairman, being aware of the crowded schedule of the 
committee, I would like to express my appreciation for being allowed 
to appear here. The National Farmers Union ever since the original 
TVA Act was passed in the early thirties has been 100 percent for the 
Tennessee Valley Authority. 

We have year after year in local, county, and State and national 
conventions passed resolutions which are somewhat along the lines 
of the resolutions attached to this statement. 

In looking over the House hearings which are now available, I 
find many statements by representatives of the utilities asserting 
that TVA enjoys tax advantages and tax subsidies, and so forth, and, 
therefore, is unfair competition to the private utilities. I would like 
to suggest, Mr. Chairman, that in answer to the statement that the 
TVA pays no Federal income tax the entire income of the TVA might 
be considered as a tax, as being subject to a 100 percent income tax. 


REPAYMENT ON INVESTMENT 


It seems to me it is largely a matter of semantics as to how you 
consider the income that comes from the TVA. If you set aside 2 
percent of the income of TVA as an interest charge you would still 
have a substantial profit to the Government. As I understand, as set 
up in the act, one-fortieth of the investment is repaid to the Federal 
Government every year and that at the end of 40 years then the Govern- 
ment will have recovered the entire amount and will still own the 
facilities. 

I suggest that this is very good business. 

I would like to just comment briefly on the matter of costs and on 
the plant which Mr. Radin referred to. It appears that the private 
utilities made estimates of $139 million. That was a cost-plus con- 
tract at the Joppa plant. They finally revised that figure to $197 
million. 

ECONOMY IN PRODUCTION OF TVA POWER 


I think the record shows that generally TVA can produce power 
much cheaper than the private utilities. 

We would like to commend this Administration for its attempts 
to economize, to conduct all of the Government-run enterprises in a 
businesslike manner. We believe, however, that in regard to the pur- 
chase of electric power which is needed in the atomic energy program 
it is very evident that in the interests of economy the Federal Govern- 
ment should develop us much power as possible for that purpose 
through the Tennessee Valley Authority. 

Finally, I would like to say, Mr. Chairman, specifically we are for 
restoration, of course, of the sum—I have forgotten the figure, but 
some millions of dollars—which was subtracted from the President’s 
budget. We suggest that you restore this amount. We also urge you 
to give serious consideration to the proposed contract which the private 
utilities have submitted to the AEC. 
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You will find in our statement reference to this contract and a quo- 
tation to the effect that AEC will repay to the private utilities all 
excise taxes, sales taxes, income taxes, and I believe all other taxes, 
which they pay in lieu of the part of the energy they contribute to the 
program. 

I believe, Mr. Chairman, that concludes my statement. 

Senator Sarronstati. Thank you very much, Mr. McDonald. 

We appreciate your coming. 
We have several statements here which we will put in the record. 
(The statements referred to follow :) 


TENNESSEE CONSERVATION LEAGUE, 
Chattanooga, Tenn., April 16, 1954. 
Hon. Leverett SALTONSTALL, 
Chairman, Subcommittee on Apropriations, Independent Offices Bill, 
United States Senate, Washington, D. C. 

Dear SENATOR SALTONSTALL: Since I cannot attend the hearings of your com- 
mittee, I wish to request the privilege of filing a statement in the record which is 
in connection with the resource development program of the Tennessee Valley 
Authority. 

I should greatly appreciate it if you will enter this statement in the record 
of the hearings and I hope the committee will give it due consideration. 

Respectfully, 
Louis J. WILLtIaMs, 
President-Emeritus. 


Mr. Chairman and members of the committee, my name is Louis J. Williams. 
I am a resident of Chattanooga, in the heart of the Tennessee Valley. 

I am addressing the committee as president-emeritus of the Tennessee Conser- 
vation League and as its authorized spokesman. 

The Tennessee Conservation League is a nonprofit, nonpartisan, statewide or- 
ganization of conservation clubs made up of members in all walks of life and in 
all parts of the State of Tennessee. It has no paid employees, except a part- 
time secretary. Its officers serve without pay as a civic service to their State 
and their communities. 

The league is concerned with the resource development program of the Ten- 
nessee Valley Authority and it is on this subject that I address the committee, 
on the league’s behalf. 

The resource development program of the TVA is a new and a very sound 
approach to the conservation and restoration of the Tennessee Valley’s natural 
resources. It is a most vital factor in the development of the Tennessee River 
and its tributaries. Up until the time TVA was created nowhere else in the 
world had an effort been made to solve the problems of natural resource con- 
servation on a regional basis. To many conservationists the regional basis is 
the only fundamentally sound approach to the solution of these problems. 

Great rivers, such as the Tennesee, flow beyond State lines. The intricate 
problems involved in the management and control of such a stream can be solved 
only when the entire stream and its tributaries are considered together and as 
one. The TVA program touches parts of seven States. What happens on a small 
tributary stream in southwest Virginia can and often does affect the stream 
flow of the main stem at Chattanooga. Indeed, it may even affect the flow of the 
Mississippi as far away as its mouth at New Orleans. 

A major function of the TVA is flood control. Stream flow, to some extent, 
may be controlled by the erection of dams designed to store excess water until 
needed in periods of low flow. But to effectively control the waters of a great 
river, there must be, in addition to the dams, a well-planned watershed develop- 
ment and management program. Forestry is an important facet of such a pro- 
gram. Reforestation and the planting of other soil-anchoring vegetation are 
vital parts of the overall program of river development and control. Restoring 
the productivity of the soil and the proper management and development of farm- 
land are others. 

One of the chief assets of the Tennessee Valley today is a new confidence and 
a new knowledge of the strength of its own resources. This is reflected in the 
steady growth in size and strength of State agencies dealing with natural re 
sources. The TVA, over the past 20 years, has furnished valley States with 
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factual data and leadership in the management of their natural resources. As 
a result, the States have been providing a considerably greater proportion of the 
total funds expended by public agencies concerned with agriculture, forests, 
wildlife, parks, water and minerals. 

In the Tennessee Valley, for example, State funds employed by these agencies 
have increased from less than $5,600,000 in 1934 to nearly $45 million in 1952. To 
further illustrate this trend of State participation, which has always been en- 
couraged by the TVA, in the valley portion of the State of Kentucky, reforesta- 
tion is moving ahead at a rate 23 times that of the rest of the State. Similar 
trends are prevalent in the other valley States. 

During the past 20 years, more than 250 million TV-produced seedlings have 
been used to reforest some 211,000 acres in the valley. But more important 
than the number of trees planted is that they were planted in conformance to 
a master plan designed by TVA to help retard the flow of the Tennessee River. 

Actually, the reforestation program in the valley is carried on by several 
States. But a vital part of this overall reforestation program is the factual data 
furnished by the TVA so that the trees are placed where they are most needed 
and where they will make the greatest contribution to the control of the river. 

The Second Independent Offices Appropriations Act of 1954 reduced the re- 
source development funds of the TVA by about one-half those provided the year 
before. It provided $1,350,000 for this purpose. This is about one-half the amount 
expended last year by one valley State—Georgia—for forestry alone. Three other 
valley States provide annually for forestry a sum equal to or in excess of this 
$1,350,000. 

In the field of stream sanitation, the TVA has done a magnificent job. Asa 
result of the research and studies of water quality made by the TVA, three of 
Tennessee's largest cities, all without sewage treatment facilities 5 years ago, 
either have them now or have plans, including financing, for providing such facili- 
ties in the immediate future. 

I would not presume upon the committee’s time to try to cover the whole re- 
source development program. I have touched on 2 or 3 facets of it in this state- 
ment in the hope that the committee will see the tremendous importance of this 
program to the people of the Tennessee Valley and the Nation. I have the feeling 
that instead of curtailing this vital part of TVA’s activities through a reduction 
in appropriations, ways and means should be sought whereby other sections of 
our Nation would benefit from similar programs. 

As a result of the TVA resource development program, an important section 
of our country, economically ill 20 years, has risen to an area of great strength. 
Moreover, the economic strength of the Nation has been greatly enhanced thereby. 

I respectfully urge the committee to provide the TVA with the funds necessary 
to continue this vital part of its integrated, regional program—one which the 
Congress charged the TVA with the responsibility of carrying on when it created 
the agency. 





AMERICAN FARM BUREAU FEDERATION, 
Washington 1, D. C., April 19, 1954. 
Re appropriations for TVA. 
Hon. LEvERETT SALTONSTATL, 
Chairman, Subcommittee on Independent Offices, 
Senate Committee on Appropriations, 
Senate Office Building, Washington, D. O. 

DraR SENATOR SALTONSTALL: The American Farm Bureau Federation his- 
torically has supported the Tennessee Valley Authority as a desirable method, 
under the circumstances, for the development of the resources of the Tennessee 
Valley area. 

At our most recent annual meeting the voting delegates of the member State 
farm bureaus agreed that “continued appropriations will be required to increase 
power production to serve expanding power needs of the area now served.” 

It is our understanding of the testimony filed with respect to the power de- 
mand and supply situation in the TVA area, that the completion of the plants 
now under construction will provide for meeting the growing power needs of 
the area until 1957 (assuming other sources of power for the Paducah atomic 
power installation become available) but that unless additional provision is 
made for new power facilities that supplies in post-1957 will be inadequate. 
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At a recent meeting of the board of directors action was taken to recommend 
approval of the budget provision of $141 million to continue the present con- 
struction program. While the American Farm Bureau Federation believes that 
additional appropriations will be needed to meet the expanded power require- 
ments of the area after 1957, our board did not feel it had adequate information 
to reach specific conclusions in this connection. Obviously the scope of the new 
construction program will be affected by the size of future requirements of the 
Oak Ridge and Paducah atomic installations, the feasibility of alternative pos- 
sibilities for providing these and other needs, and numerous other related 
questions. 

In view of the uncertainties involved, our board of directors directed that 
a study of the problem be made as a guide for future action. In other words, 
although we favor additional appropriations to increase TVA power capacity, we 
are not in a position today to make specific recommendations with respect to 
the size or timing of such appropriations. 

It will be appreciated if you will incorporate this letter in the official record 
of the hearing, 

Very sincerely, 
MATT TRIGGS, 
Assistant Legislative Director. 


TRENTON, GA., April 15, 1954. 
Hon. Leverett SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, United States Senate: 
We respectfully urge restoration of funds needed for resource development as 
recommended in the TVA appropriation by the President and the Bureau of the 
sudcet. 
Dyer Lumner Co,, 
A. L. DYEr. 


SHEFFIELD, ALA., April 17, 1954. 
Hon, Lister HIr1, 
The United States Senate, 
Washington, D. C. 


Dear SENATOR HILL: May I call your attention to the House appropriations bill 
for TVA now pending before the Senate Appropriations Committee. 

Of particular concern to me as a citizen of the region and as a private prac- 
ticing forester in the region are the funds for the efficacious resource develop- 
ment program of TVA, The $600,000 authorized by the House is inadequate to 
sustain a minimum operating staff, let alone promotion of an effective resource 
program. When one considers that the funds will be allocated to 4 programs in 
7 States, the deficiency becomes apparent, if not absurd (less than $25,000 per 
State per program). Such apportioning of funds does not limit, but actually 
retards resources development established in the region. Conservation activities 
which deal with the biological require sustained activity over a period of years in 
order to produce results, for example, work involving forest research and 
management. 

Your active endorsement and support toward reinstating the President’s and 
Budget Bureau's appropriations is strongly urged. 

Very truly yours, 
Harry E. Murpry. 


Gordon LuMeeER Co., INc., 
Asheville, N. C., April 16, 1954. 
Senator LEVEeRETT SALTONSTALL, 
Senate Office Building, 
Washington, D. C. 


Dear Sir: Last year I addressed you on the subject of the TVA appropriation 
for resource development. Apparently a similar situation with respect to the 
TVA budget has developed again this year. As I understand it H. R. 8583, the 
independent offices appropriations bill which includes the TVA appropriation, 
does not contain a direct appropriation for resource development activities in the 
TVA budget but does authorize the use of corporate funds for this purpose. 

Following the intensive study of the TVA budget last year it is only reasonable 
to assume that the President and the Budget Director gave careful consideration 
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to their recommendations for the next fiscal year. It is my understanding that 
the President’s recommendation contained a direct appropriation for TVA re- 
source development activities. The House of Representatives declined this 
request and instead authorized the use of corporate funds for a portion of the 
original request. To me this approach is not sound for two reasons: First, 
there is no assurance that corporate funds will be available for this important 
activity, and second, by the establishment of such a procedure the Congress 
surrenders a definite measure of control over the use of Federal funds. 

We here in the Tennessee Valley do not consider TVA activities in the field of 
resources development as being a controversial issue. They have been useful, 
effective, and certainly must be considered necessary to the long-range develop- 
ment of this region. 

Without in any way attempting to be presumptuous, may I suggest to you that 
the Congress should not relinquished direct control over these activities, and 
should make a specific appropriation for the resource development program of 
TVA. If the Senate Appropriations Subcommittee will restore the President’s 
request for a direct appropriation, and the Senate will accept your committee's 
recommendation then it is hoped that favorable action will be taken by the con- 
ference committee. 

With appreciation for your efforts in this matter, I am 

Very truly yours, 
Ricnarp A. Woop, 
Vice President. 


THE TENNESSEE VALLEY AUTHORITY AND Force AccouNT CoNsTRUCTION—STATE- 
MENT BY C. P. Srreer, IMMEDIATE PAST PRESIDENT, THE ASSOCIATED GENERAL 
CONTRACTORS OF AMERICA 


My name is C. P. Street, of the McDeVitt & Street Co., Charlotte, N. C., and 
immediate past president of the Associated General Contractors of America. 

I appear as a representative of the more than 6,500 general contractors who are 
seeking to strengthen the high standards of skill, integrity, and responsibility, 
to which the association is dedicated. 

Members of the association annually execute the majority of the construction 
carried out by contract throughout the country, and the majority of the con- 
struction performed for various agencies of the Federal Government. 

The purpose of my appearance today is to recommend that you include in the 
independent offices appropriation bill which you have under consideration an 
amendment to limit the amount of funds which may be expended by the Ten 
nessee Valley Authority for construction work by force account. The effect 
of this amendment would be to increase the amount of TVA construction which 
would be performed in the traditional American way by contract. 

This presentation will be limited to TVA construction operations. While our 
association repeatedly has gone on record as opposing the TVA and other 
proposed valley authorities as contrary to the American way of doing things, 
the entire subject of 'TVA is too broad and controversial for a brief discussion 
here. 

GOVERNMENT IN BUSINESS 


My discussion will be in three principal parts. First, as a representative 
of general contractors throughout the Nation, I want to state the basie prin 
ciple that we do not believe that the Federal Government, or any unit of Govern 
ment, should engage in business activities. 

The TVA, in executing the bulk of its construction work by its own forces, 
is and has been in the construction business since it was started. 

The TVA has constructed dams, hydorelectric, and steam plants, power dis- 
tribution facilities, locks, canals, and other facilities for navigation, and many 
other structures for various uses. 

Almost all of these have been constructed by the authority with its own 
forces. Only a small amount has been constructed by private contractors under 
contract to TVA. 

The TVA is the only major agency of the Federal Government which maintains 
the policy of performing its construction by force account or day labor. Al 
other major agencies take advantage of the benefits to the public which are in the 
contract method of construction. 

We strongly recommend to the Congress that a limitation be placed in this 
appropriation bill to limit the force account operations of TVA as a means of 
getting that agency out of the construction business. 
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BENEFITS OF CONSTRUCTION BY CONTRACT 


While we obviously have a selfish interest as contractors in getting the TVA 
out of the construction business, we do know that the experiences of other 
agencies of the Federal, State, and local governments give abundant evidence 
that expenditures of public funds are safeguarded by the execution of construc- 
tion under the contract method. 

Under the contract method of construction the project is publicly advertised 
and the contract is awarded to the lowest responsible bidder. The advantages 
to the public can be summarized as follows: 

The guaranteed cost of the project is known before construction operations 
start. 

Quality is guaranteed in accordance with the plans and specifications. 

There is completion of the work on schedule. 

The lowest possible cost is secured through free and open competition. 

In preparing the plans and specifications for the bidding, the project is 
planned in advance to fit the needs most effectively. 

There is centralized responsibility for the construction operations. 

The work is carried out through the normal channels of the construction in- 
dustry, which means among other things, that the contractors and those who 
work with them and supply them pay their fair share of Federal, State, and locai 
taxes on their operations. 

With the TVA doing the majority of its own design and construction work 
there are not these advantages to the public. 

One of the strongest forces working for efficiency and economy in the con- 
struction industry is the competition between contractors for the work coming 
on the market. If a contractor does not continuously keep improving his meth- 
ods and efficiency, he does not survive for long in the contracting industry. 

When public works projects are publicly advertised and the contract is 
awarded to the lowest responsible bidder, there is the keenest of competition 
between qualified and competent contractors. The Government secures the 
benefit of this competition. 

With the TVA doing its construction with its own forces, the public does not 
receive the benefit which it could from the competition between good contracting 
organizations. 

Other agencies of the Federal Government as a matter of policy and practice 
earry out their construction by contract. The Bureau of Reclamation, whose 
construction is comparable to that of the TVA, does its work by contract. Com- 
missioner Wilbur A. Dexheimer told the association’s 35th annual convention 
in Los Angeles last month that last year the Bureau executed 98.8 percenc of 
its work by contract, and that the 1.2 percent done by force account was composed 
of small emergency jobs. 

The Corps of Engineers, which also does comparable work to TVA in its civil 
projects, also undertakes its work by contract. 

The Bureau of Public Roads has reported that for the years 1946 through 
1953 the Federal-aid highway construction program was executed 98.9 percent 
by contract and only 1.1 percent in small projects was carried out by force 
account. 

In the construction industry, we are pleased that Rear Adm. J. R. Perry, Chief, 
Bureau of Yards and Docks, United States Navy, can make the following 
statement : 

“TI will say that one of the most useful and inspiring developments of our 
American economy has been the evolution of the American contractor as a pro- 
fessional man of great importance to our national community, of high integrity, 
and possessed of the strictest sense of moral values. 

“My conviction is that the contracting profession will continue to grow in im- 
portance and never shirk its new and ever-expanding responsibilities. The con- 
tractor and the contracting officer can constitute a hard-driving team which 
will safeguard the interests of the American people.” 


3 


cabal 


The 7 
control, 
construc 

As It 
continue 

I pers 
power it 
country 
the publ 
ble cont! 
who wo 
maximu 

Only 
assuram 


The tl 
eontract 
have a d 
area. 

The T 

“All ¢ 
employn 
nance, 0 
vision tl 
nature p 

“In th 
the ques 
his decis 

The sé 
negotiat 
Labor C 
through 

But fe 
has mad 
metropo: 
not with 
of vicini 

“Certs 
the stat 
the tern 
certain t 
it was di 
the wate 
where tl 
within t 

The w 
are actu 
bargaini 
wage rat 

Constr 
vailing i 
observer 
have a g 
tion emp 

The w 
construc 
employe 
demonst 








VA 
her 
nce 
c- 


sed 
zes 


ons 


is 


in- 
ho 
cal 


rk 


yn- 
ng 


th- 


is 
on 
he 


ot 


ng 


ice 
se 
m- 
on 
of 
ed 


vil 


gh 
nt 
‘ce 


ef, 


ng 


ur 
‘- 
ry 


n- 
ch 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 717 


The TVA has now substantially completed its work of constructing flood 
control, navigation, and hydroelectric projects. It is now concentrating its 
construction operations in steam power plants and power transmission facilities. 

As I understand this bill, the funds provided for the fiscal year 1955 are to 
continue the construction of steam plants and transmission facilities. 

I personally do not believe that TVA should be in the business of producing 
power in steam plants, and I am sure that most contractors throughout the 
country would agree with me. But if these plants are to be built, it will be in 
the public interest to have them constructed by contract. There are many capa- 
ble contractors throughout the country experienced in powerplant construction 
who would be glad to compete vigorously for the work and to execute it with 
maximum efficiency. 

Only when TVA projects are constructed by contract can the Congress have 
assurance that the funds for construction are being spent most economically. 


DISRUPTIVE EFFECT OF TVA ON CONSTRUCTION INDUSTRY 


The third reason we recommend that TVA construction work be executed by 
contract is that TVA actions in establishing wage rates and working conditions 
have a disruptive impact on other public work and private construction in a vast 
area. 

The TVA Act, chapter 12 (a), section 831 (b), provides that: 

“All contracts to which the corporation is a party and which require the 
employment of laborers and mechanics in the construction, alteration, mainte- 
nance, or repair of buildings, dams, locks, or other projects, shall contain a pro- 
vision that not less than the prevailing rate of wages for work of a similar 
nature prevailing in the vicinity shall be paid to such laborers and mechanics. 

“In the event any dispute arises as to what are the prevailing rates of wages, 
the question shall be referred to the Secretary of Labor for determination and 
his decision shall be final.” 

The same provisions apply to the force account operations of TVA. The TVA 
negotiates its agreements with what is called the Tennessee Valley Trades and 
Labor Council. When agreed upon, the rates are paid on all TVA projects 
throughout the TVA area. 

But for purposes of determining rates “prevailing” in the “vicinity” the TVA 
has made its own interpretation of the word “vicinity” so that it includes such 
metropolitan areas as Atlanta, Birmingham, Memphis, and Louisville, which are 
not within the Tennessee watershed. The TVA has explained its interpretation 
of vicinity as follows: 

“Certain interpretations had to be agreed upon in the early stages of applying 
the statutory requirements of the TVA Act. TVA and the council agreed that 
the term ‘vicinity’ should include the entire watershed area and in addition, 
certain urban areas in which TVA engages in mass recruitment. From the outset 
it was decided that rates of pay would be applied uniformly on all work within 
the watershed. The uniform rates also apply to cities outside the watershed 
where the prevailing rates in those cities are clearly higher than those prevailing 
within the watershed.” 

The wage rates which TVA establishes in its negotiations are not those which 
are actually prevailing in the vicinity of projects as determined by collective 
bargaining by local groups of unions and construction employers, but reflect high 
wage rates of metropolitan centers outside the TVA area. 

Construction employers are not consulted about wage rates which are pre- 
vailing in various parts of the area, nor have they ever been permitted to sit in as 
observers on TVA negotiations even though the wage rates which TVA established 
have a great influence on the collective-bargaining negotiations which construc- 
tion employers carry on with the unions. 

The wage rates which TVA establishes are generally higher than those paid by 
construction employers, or the effect of the TVA rates creates such pressure for 
employers that they are forced to grant similar increases. A few samples will 
demonstrate the problem faced by construction employers. 
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Lewis M. Steele, president of the A. G. C. Nashville chapter, has furnished the 
following information on Nashville and TVA rates: 














} 
| Nashville rates TVA rates 
Trade r Papen 
1953 | 1954 1953 1954 
Carpenters $2.175 | $2.375| $2375] $2.475 
Bricklayers 3. 025 3.025 3.00 3. 10 
Cement finishers 2.10 | 2. 25 i 2.45 
Ironworkers 2.50 | 2.50 |. 2.65 2.775 
Rod setters 2.35 | 2.35 |] 2. 525 2.65 
Electricians. 2.70 | 2. 85 2.775 | 2.875 
Plumbers. . 2.75 | 2. 85 2. 775 2. 90 
Steamfitters 2.75 2. 85 2.775 2.90 
Plasterers 2.75 2.75 2.75 2. 825 
Roofers, slate and tile. . 1.975 | 2. 10 2.15 2. 20 
Sheet-metal workers 2.35 | 2.475 | 2. 50 2. 625 
Laborers 115 | 1,115 1.30 1,375 
Millwrights 2.175 | 2.375 2.375 2. 55 
Painters, brush 2.10 | 2. 25 2. 375 2. 50 
Mason and plasters tenders. _- 1.30 | £80 «11 ‘ 1. 425 
Operating engineers 2.45 2.50 | 2. 60 2. 725 
Teainsters, 144 to 3 tons 1.35 1.35 | 1.95 1.975 





Mr. Steele added: “TVA wage policy has interfered with Nashville general 
contractors’ wage negotiations every year as unions predicate their demands on 
TVA rates in each negotiation despite the fact that TVA does practically no con- 
struction work in the Nashville area.” 

Homer T. Parks, president of the Chattanooga AGC chapter has furnishea 
information on TVA rates and those negotiated by Chattanooga contractors: 





TVA rate Chattanooga rate 
‘Vrade —_ —— —— 
1951 1952 1953 | 1954 | 1951 | 1952 | 1953 | 1954: 


| | j 





Bricklayers... $2. 7 | $2.915 | $3.00 | $3.10 $2. 75 $2. 875 | $3. 025 |........ 
Painters 2.15 2.275 | 2.375 | 2.50 1.875 | 2.125 | 2.25 |_- 
Tronworkers 2.40 | 2.525 265 | 2.775 | 2.85 | 2.25 | 260 |_._.. . 
Plumbers 2 2. 65 2.775 | 2 | 2.50 | 2.625] 2.85 
Plasterers 2 2. 65 2.75 2.825/ 2.50 | 2.65 | 2.90 

Sheet metal 2 2.35 | 2.50 2625 | 2.25 | 235 | 2.65 
Electricians 2.65 | 2.775| 2.875| 2.375| 270 | 2.75 

Cement finishers 2.20 | 2.26 | 2.38 | 2.48 | 2.05 | 2.20 2. 30 

Shovel operators. __- 2.35 | 2.50 | 2.60 2. 725 2.25 | 2.375] 2.55 
Bulldozer operators 2.10 | 2.20 | 2.25 | 235 | 200 | 2.15 | 2. 30 

| | 





1 Not negotiated, 


Mr. Parks adds: “TVA negotiates annually in November or December with 
rates effective early in January. Local contractors negotiate in February and 
March as is custom generally in the industry with rates effective April or May 
1. * * * Chattanooga and Knoxville contractors have even requested TVA to 
consolidate its negotiations with contractors, but TVA refuses to do so.” 

My latest information is that negotiations are continuing in Chattanooga now 
with most trades demanding 25 cents an hour increase. 

Another example is from information furnished by George D. Wible, chairman 
of the labor relations committee of the AGC Memphis Chapter. The 1954 TVA 
rates compared to the 1954 rates negotiated by employers and approved by the 
Secretary of Labor under the Davis-Bacon Act, as prevailing in the area are: 


Trade TVArate | Memphis rate 
Ironworkers $2. 775 $2. 60 
Operating engineer | 2. 725 | 2. 525 
Laborer 1, 425 | 1. 25 
Carpenters 2.475 2. 375 
Cement masons 2.45 | 2.375 
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Mr. Wible states that the Memphis rates will not change until expiration of 
the contract on March 1, 1955, and he adds: “We deplore the TVA wage policies 
which disturb local labor relations.” 

These examples serve to illustrate that the wage policies and rates estab- 
lished by TVA do have a heavy impact and exert a strong pressure to increase 
wages not only in the TVA area but also in a wide area surrounding the location 
of its operations. 

Traditionally wage rates in construction have been set in the various com- 
munities by the determination of employers, workmen, and their representatives 
in that community. 

The Davis-Bacon Act requires that the Secretary of Labor, in predetermining 
the wage scales for Federal public works projects, shall establish those rates 
which are actually prevailing for similar work in the city, town, village, or other 
civil subdivision of the State. 

We believe that the disruptive effect on all other construction work in the area 
will be eliminated if TVA projects are constructed by contract and the wage 
rates for each project are predetermined by the Secretary of Labor in accord 
with the Davis-Bacon Act. 

We believe that this will have a stabilizing effect on the private construction 
industry in the States affected by TVA, and upon the construction of State and 
local public works in the southeastern part of the Nation. 


RECOMMENDED AMENDMENT 


The amendment which the association proposed to the independent offices 
appropriation bill is as follows: 

“No part of any construction appropriation for the Tennessee Valley Author- 
ity contained in this act shall be available for construction by force account, 
or on a hired-labor basis, except for management and operation, maintenance 
and repairs, engineering and supervision, routine minor construction work, or 
in case of emergencies, local in character, so declared by the Board of Directors 
of the Tennessee Valley Authority.” 

This amendment is taken verbatim, with the exception of a change of names, 
from an amendment which the Congress previously has enacted with respect to 
construction by the Bureau of Reclamation, Bonneville Power Administration, 
and a few others. A similar amendment has been made a part of the appropria- 
tion bills for these agencies since 1948, and restrictions have been continued in 
the Interior Department appropriation bill as it has passed the House this year. 


CONCLUSION 


As stated previously, contractors have an obviously selfish interest in recom- 
mending that TVA construction be executed through the normal channels of 
the construction industry. 

But we also know that the experiences of all other Federal agencies, and of 
State and local governments, have demonstrated that the most economical 
method of constructing public-works projects is construction by contract with 
the contract awarded to the lowest responsible bidder. 

We know that our recommendation is in the public interest. 

For the record I would like to submit copies of pertinent resolutions adopted 
by the last AGC annual convention. 


TRIOPANE GAS, INC., 

Nashvile, Tenn., April 19, 1954. 

Hon. LEVERETT SALTONSTALL, 
United States Senator, Massachusetts, Washington, D. C. 
Dear Srr: I am writing you in regard to the hearines now being held before 
your committee concerning the appropriations for TVA power facilities and 
attached hereto a copy of my letter of April 16 to Senator Allen J. Ellender. of 
Louisiana. I was for many years a constituent of Senator Ellender and felt 
that there might be a closer personal interest on his part for this reso: I 
believe that this letter brings out a number of basic facts concerning the misuse 
of electric generating equipment for home heating which is generally unknown 

to persons outside this area. 

Your attention is invited to the third and fourth paragraphs on page 1 and 
the second paragraph on page 2 of my letter to Senator Ellender which brings 


5746—54——46 
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to light the vastness of this misuse of electrical energy and the ridiculously 
low rate offered especially for home heating. The huge investment in power 
facilities required to supply this unnecessary function must certainly be un- 
known to the great majority of Senators and Congressmen upon whose shoulders 
rests the serious problems and decisions of government. 

Under separate cover I am forwarding a copy of an engineering report on 
electric house heating prepared by Maj. Thomas H. Allen, president of the 
Memphis Power & Light Co. which he read at a meeting of TVA power customers 
in 1950 and which brings out the fallacy and impractibility of electricity for 
house heating. 

We hope that this information will be helpful to you and respectfully urge 
that this phase of electrical power waste be discontinued or greatly restricted. 
Yours respectfully, 


JouN R. Bisz, Jr. 


Apri 16, 1954. 
Hon. ALLEN J. ELLENDER, 


United States Senator, Louisiana, 
Washington, D. C. 


DEAR SENATOR ELLENDER: On several previous ocecasions I have written you 
concerning the wastage of electric power for the heating of homes and other types 
of buildings in the TVA area. Now, with TVA appropriations again before the 
Senate, I am addressing you once more on the same subject. 

In the event that my previous correspondence is not available and in order to 
identify myself, I offer the following information. I am a lifelong Louisianian 
and was for may years the next-door neighbor and close friend of Dr. John K. 
Griffith. My son is presently a second-year resident at Charity Hospital and a 
good friend of your son, Allen. I left Louisiana in 1948 and opened an LP gas 
business in Nashville, Tenn. In the nearly 6 years since coming to ‘Tennessee, I 
have learned much about TVA and its various functions and, inasmuch as we are 
specialists in home and space heating, believe that we can speak with considerable 
authority on this subject. With this background I offer you the following facts 
concerning the misuse or wastage of electric power facilities in space heating. 

In 1951, when I wrote you on the same subject, there were less than 13,000 
homes heated entirely by electricity in this (Davidson) county alone. As of 
April 10, 1954, there were 19,967 homes heated entirely by electricity. This in- 
crease in less than 3 years requires a total of over 100,000 kilowatts generating 
capacity and is used only at peak load periods. In the rest of the area served by 
TVA there are many more thousands of homes that have been built in the last 
3 or 4 years to add to the already large number of homes and buildings heated 
electrically in this area. The hue and cry of the TVA enthusiasts as well as the 
local politicians in the area is for more power to be supplied for industry and 
atomic energy and other legitimate causes, but this power, as soon as furnished, 
is wasted on heating homes. 

Figuring less than 50,000 B. t. u. heat loss as the average to be supplied each 
home using electricity for heat in this area, over 15 kilowatts generator capacity 
is required for each home. The cost per kilowatt of steam power is approximately 
$225, whereas the cost of capital investment per kilowatt of hydroelectric power 
is approximately $520. Therefore, the Government must subsidize each TVA- 
heated home with power facilities in the amount of $3,375 to $7,800 depending on 
the source. If this were done to all 40 million homes in the United States it 
would cost the Government between 140 and 312 billion dollars. Why, then, 
should it be done in TVA area alone? The 120,000 or more homes already being 
heated electrically in this area are using 1,800,000 kilowatts capacity and have 
cost the Government between 400 and 900 million dollars in generating capacity. 
There are hundreds of tourist courts throughout this area heating electrically and 
the Government investment in generating capacity is enormous for this one type 
of heating alone. 

A study of rates charged by Nashville Electric Service, a TVA power customer, 
reveals the fact that the 4-mill rate is offered especially to encourage home heat- 
ing as very few homes will use more than 400 kilowatt-hours per month for 
electric lights, radio, television, cooking, and miscellaneous small appliances, 
which costs $6.50 or an average of 1.625 cents per kilowatt-hour. Then, suddenly, 
the next 1,000 kilowatt-hours is reduced to 4 mills, or less than one-fourth the 
cost of the previous average. This is purely a bait to encourage home heating 
and is totally unjustified and uneconomic. We believe this to be the worst 
example of selected socialism being practiced in America. 
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Proponents of TVA raise a great protest about paying any interest whatever on 
the more than $1 billion invested in generating equipment and point with great 
pride to the fact that during the last 8 years they have paid back $5 million 
each year on this billion dollars. It would take 200 years to retire this debt 
without any interest at this rate. What a sound American way to do business. 
Wouldn't the banks get rich on this kind of business? 

There appears to be actual collusion between other Government agencies such 
as FHA when homes are constructed making it much easier to get a home financed 
using electric heat than using any other form of heat. The correct use of TVA 
power should demand the exact opposite of this policy and whereas, the lowest 
rate possible is offered to entice people into the use of electricity for heating 
purposes, a higher rate should be set for that purpose in order to conserve the use 
of the power facilities. River terminals are available for oil and coal transporta- 
tion at Memphis, Nashville, Chattanooga, and the entire State is transversed by 
natural-gas lines making prices very reasonable for those forms of fuel. Ten- 
nessee’s forests have enormous quantities of wood available and coal is mined 
all over the area. Very few States in the Union are favored by nature with all 
these regular forms of fuel. Why, then, waste electric power facilities for space 
heating? 

I enclose herewith page 33 from this month’s issue of the Butane-Propane News 
which shows the attitude of a conservative privately owned power and light com- 
pany toward the misuse of electricity for heating purposes. When the fact is 
considered that the amount of electricity used for heating homes in Miami would 
be barely a drop in the bucket in this area which is many times colder, it becomes 
evident that electricity for home heating is uneconomical, unwise, and unjustified. 
In conjunction with this article about the Florida Power & Light Co., you will 
probably be interested to know that the president of the Florida Power is Mr. 
McGregor Smith who was president of the Louisiana Power & Light Co. during 
your time in the Louisiana Senate. I am sure that you will remember him. 

We have available a great deal of information concerning TVA should there 
be any particular point on which you would desire further facts. We hope 
that you will see your way clear to take action concerning this particular phase 
of TVA’s operation so that it may be discontinued entirely or curtailed to a very 
large degree. 

Yours very truly, 
JOHN R. Bissz, Jr. 


BELLS, TENN., April 19, 1954. 
Hon. LEVERETT SALTONSTALL, 


Chairman, Appropriations Committee, 
Washington, D. C.: 


My company is one of the many L. P. gas companies that serve Tennessee as 
well as the South. We believe there is a great deal of electric power being wasted 
in Tennessee for heating homes. We stand ready to give our people cheaper 
heat. We want to protest continuation of appropriations to TVA. Private 
businesses cannot pay taxes like we do and compete with unfair competition. 


Home Gas Co., 
E. EB. Pace. 


SUPPORT OF APPROPRIATION FOR TVA 


STATEMENT OF HON. JOHN SHERMAN COOPER, A UNITED STATES 
SENATOR FROM THE STATE OF KENTUCKY 


Senator SatronsTaLL. Senator Cooper, are you ready to proceed ? 

Senator Cooper. Yes, sir. 

Senator SatronstTaL.. The committee welcomes you and looks for- 
ward to your testimony. 

Senator Coorer. Thank you very much, sir. There is not a great 
deal I can add, after listening to the many witnesses who have asked 
the restoration of funds cut by the House, Sitting by you is Senator 
Hill, of Alabama, who is well informed on this subject, as well in- 
formed as anyone in the Senate. 
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Briefly, I do want to direct your attention to the items which were 
reduced Ly the House. I discussed some of the issues at the hearings 
held last year upon appropriations for the Tennessee Valley Authority. 

The final figure which was approved by the committee last year for 
fiscal year 1954 approximated $188 million. Is that not correct? 

Senator Hix. Yes. 

Senator Coorer. The sum itself was a reduction from the amount 
which the officials of TVA claimed was necessary for their expansion 
over subsequent years. The figure of $192 million, which was recom- 
mended by the President in his revised budget, was approximately the 
figure adopted by the Congress. 

I point out that the budget submitted by the President this year 
recommended an appropriation for TVA of $141 million. This 
amount was arrived at after months of study by the Bureau of the 
Budget and was the figure approved by the President. 

Last fall 1 went several times before the Bureau of the Budget on 
the subject of appropriations for TVA. I talked to Mr. Hughes who 
is now the Director of the Bureau of the Budget. I am certain that 
the figures they reached were decided upon after taking into considera- 
tion a good many viewpoints. 


HOUSE ACTION 


The Bureau of the Budget worked out the estimates for the next 
fiscal year after several months of study. The budget recommenda- 
tion of $141 million was estimated by the Bureau of the Budget as the 
amount needed to maintain adequate operation and expand the capac- 
ity of TVA, taking into consideration the necessity of achieving econ- 
omies in Government operations. The House reduced the Budget 
figure by $38 million. I would like to point out several of the items 
which the House reduced. 

First, is the item of $25 million, which was reduced upon the 
ground that it could be taken out of the balances of funds carried 
over from past appropriations. This cut would not represent any 
savings. It does not have anything to do with expenditures for the 
current year. It is either a postponement of needed appropriations, 
or it is an actual slicing of funds which the Congress has made avail- 
able for the Tennessee Valley Authority for future years. 

Nothing is said about reappropriating this amount of $25 million 
later. It can only be regarded as an actual cutting of the funds which 
prior appropriations acts had set up for the orderly development of 
the Tennessee Valley Authority. 





LIMITATION 





ON EXPANSION OF TVA 





With respect to this item the committee cannot escape the fact that 
if it is not restored, this Congress will actually deny to the TVA the 
ability to expand its generating capacity in the next 3 years. I do not 
think that there is any question at all about that. I have talked re- 
cently to the Bureau of the Budget and to the people who worked on 
these figures.. I feel certain that they share my position that all the 
cut amounts to is an actual reduction of the ability of the Tennessee 
Valley Authority to expand its generating capacity over the next 3 
years. If the committee approves this reduction you are doing ex- 
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actly what the officials of the Tennessee Valley Authority and many 
people c harge—that the Congress is preve nting a reasonable expansion 
of the Tennessee V alley Authority. 

Mr. Chairman, I am trying to make the point that the $25 million 
which was cut by the House, upon the theory that it was simply cutting 
out carryover funds, is an actual reduction of funds which other Con- 
gresses have appropriated for the expansion of generating capacity 
of the Tennessee Valley Authority. 

The same argument applies to the $12 million which was cut from 
new funds for powerline extension, upon the theory that the new line 
could be properly paid for from TVA corporate funds. Whatever 
the theory, the actual consequence of the cut will be to take $12 million 
away from funds which would be used either in generating capacity 
or in transmission lines. 

If this is done, it is another instance of the Congress cutting down 
the ability of the Tennessee Valley Authority to properly expand 
and provide for power needs. 


RESTORATION REQUESTED 


Senator Sa.tronstraLtt. What you say, Senator Cooper, is that the 
cutting out of $12 million for transmission facilities, and the cutting 
out of the balance of reserve for contingencies should be restored ? 

Senator Coorer. Without question. ‘In dise ussing these items with 
the Bureau of the Budget last year, I was told that the policy had 
always heen followed, that additions to the main plant of the Tennes- 
see Valley Authority were to be provided by appropriated funds and 


that improvements and extensions within the system were paid for 
by corpor: ate funds. If a new policy is adopted to require the Ten- 
nessee Valley Authority to use $12 million out of its corporate funds 
for powerline extensions and $152,000 for site improvements, by what- 
ever name it is called, its effect is to use up available funds without 
restoring them in any way by appropriation. 


INVESTIGATION OF FUTURE STEAM PLANTS 


Another item, while small, is very important. That is the $125,000 
for investigation of future steam plants. One of the great problems 
before the Appropriations Committee, and actually in all of the con- 
troversy over the Tennessee Valley Authority, relates to its power 
needs. TVA has always had funds to make studies to determine their 
power needs for subsequent years, and to determine the generating 
capacity needed to meet those power needs. 

The item of $125,000, if it was ever needed, certainly is needed now 
when the power needs of TVA are being questioned. The TVA ought 
to have the funds to permit an investigation of power needs. 

Senator Hix. Any good private utility would make those kinds of 
investigations, would they not ? 

Senator Cooper. Certainly. This is a denial to the TVA of the 
opportunity to make necessary studies. 
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RESOURCE DEVELOPMENT AND ADMINISTRATIVE EXPENSES 


The final item I come to is one with which you are familiar. We 
discussed it at great length last year. It is the $600,000 for resource 
development and the $40,000 which goes along with it for administra- 
tive expenses. You will remember, Mr. Chairman, that last year the 
original request for $2,200,000 was stricken by the House. That was 
largely restored in the Senate through an amendment which I intro- 
duced. $1,750,000 was restored. Later in conference, it was reduced 
to $600,000, with some additional funds made available for resource 
development. 

Resource development, as all of those familiar with TVA know, was 
one of the original purposes of the TVA Act. It has been maintained 
and has been of great value to the area. Congress has confirmed its 
value again and again. Last year your distinguished chairman, Sena- 
tor Saltonstall, agreed that funds for this purpose should be restored. 
It would be a great mistake for this yee to eliminate this 
program. 

I recapitulate by saying that I believe these cuts are indefensible. 
We are at a point when Tennessee Valley Authority is under exam- 
ination. It is the statement of the responsible people of the present 
administration that the Tennessee Valley Authority is to be main- 
tained. It is recognized that it is the responsibility of the Congress 
to provide funds for the TVA and its reasonable expansion. The 
Congress itself has so legislated as to make a great area in great part 
dependent upon the Tennessee Valley Authority for its power needs. 


EFFECT OF HOUSE CUTS 


If House cuts are maintained, it will mean these things, in my view : 
First, this Congress would take the first step in 20 years to abolish 
one of the important features of the Tennessee Valley Authority, 
its resource and development fund. 

No. 2, it will create a precedent with respect to items of $12 million 
for powerline extensions and $152,000 for site improvements by mak- 
ing these items additions to the main system payable out of corporate 
funds, rather than from appropriations as they have been heretofore. 
If this precedent is followed we cannot know where it would end. 

Third, and one which I think is absolutely indefensible at a time 
when the power needs are being determined for the future and when 
no certain and fixed sources of power for defense purposes have yet 
been developed in this area, is to arbitrarily undo the action of prior 
Congresses which have made available $25 million of funds for 
expansion. 

If these things happen, the Congress will restrict and actually begin 
to cut down the Tennessee Valley Authority. The $141 million recom- 
mended by the budget is itself a reduction over the claimed needs of the 
Tennessee Valley Authority. 

I hope that this committee will not take this step and that it will 
restore the $38 million cut by the House. 

Senator SatronsTaLt. May the Chair ask you one question? 

Senator Cooper. Yes, sir. 

Senator SarronstaLi. The House states that the carryover into the 
1956 budget is estimated in the 1955 budget at $46.8 million in round 
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figures and the House committee feels that this amount can safely be 
reduced. They took $25 million out. That is the $25 million that 
you have been discussing. If this $46 million is to be carried over and 
they take $25 million out, that still leaves $21 million. 

Senator Hitz. Mr. Chairman, that statement is correct, but they 
take out the things which would reduce it down to about $6 million. 

Senator SALTONSTALL. To $6 million ? 

Senator Hiri. The fund would be reduced down to about $6 million. 

Senator Satronstatu. The contingency fund. 

Senator Hitt. That is right, what you call the reserve. 

Senator SaLronstaLu. What do you think the contingency fund or 
reserve should be? 

Senator Coorrr. I have no idea on that. That is an engineering 
matter. I would say that in practice what is done is this: In prior 
years, the Tennessee Valley Authority has asked for certain appro- 
priations which it believed necessary for reasonable expansion. Those 
demands and those claims were studied by the Bureau of the Budget, 
and the Bureau of the Budget recommended certain sums which it 
believed were reasonably necessary for the expansion of the Tennessee 
Valiley Authority, and the Congress approved those funds. 

After a year under the new administration, with the Bureau of the 
Budget taking a very close look at this situation, it has recommended a 
certain amount, $141 million. If the Congress follows the action of 
the House of Representatives in striking out $25 million of prior 
appropriations, because that is what it amounts to, then it will have 
taken away from the Tennessee Valley Authority the capacity to un- 
dertake the expansion that it had planned, that had been approved 
by the Bureau of the Budget, and had been approved prior to this 
time by the Congress. 

There is no assurance that the cut will be restored by later Con- 
gresses. This Congress would be overruling the judgment of prior 
Congresses, and actually, I would say, would be restricting arbitrarily 
the capacity of the Tennessee Valley Authority to expand its gener- 
ating facilities, and without reason, as I see it, except the fact that 
money that has been appropriated before can be taken aw ay. 

There is no saving in expenditures and it is actually a cut against the 

capacity of the T VA to expand and to meet its needs. 

Senator Sauronstatu. Thank you. 


RESERVE OF CAPITAL ASSETS 


Senator Hix. And this reserve of $46 million is a much smaller 
percentage of the capital assets of the TVA than the average private 
utility carries in its reserves; is that not true? 

Senator Coorrr. Yes. 

Senator Hixu. For instance, we have had a witness representing the 
American Gas & Electric Co. They carry a reserve of some 4 percent 
whereas this reserve of $46 million for the TVA will be a reserve of 
less than 21% percent; is that correct ? 

Senator Cooper. That is correct, as I understand it. I am not an 
authority on engineering matters, but I am certain of this: That if this 
cut which has been made in the House is kept, it is the most indefensible 
cut that has been suggested. 

Senator SartonsTaLy. Thank you very much, Senator Cooper. We 
appreciate your coming. 
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PREPARED STATEMENT 


Is there anybody else who wishes to speak on this TVA program? 
We have no other witnesses listed. We have received a statement from 
Senator Kefauver which we will put in the record. 

(The statement referred to follows:) 


STATEMENT OF SENATOR ESTES KEFAUVER ON BEHALF OF TENNESSEE VALLEY 
AUTHORITY 


Mr. Chairman and members of the committee, I have appeared before this 
committee many times during the past several years in behalf of the Tennessee 
Valley Authority. It is a privilege as well as a moral duty to appear before 
you today in the same cause. 

Gentlemen, the progress of a generation is in jeopardy in the Tennessee Valley. 
Powerfully connected enemies of TVA and all that TVA stands for seem deter- 
mined that we shall move backward instead of ahead. They seem determined 
to inflict mortal wounds upon the agency before the people know what is being 
done, 

It is significant that the Tennessee Valley Authority is not under attack be- 
cause of its failure, but because of its tremendous success. Selfish interests are 
jealous of the great service TVA has performed for the people of the Tennessee 
Valley region and for the Nation as a whole. 

The most recent sustained assault against TVA began in the Congress last 
year, when funds made available for TVA operation were only a little more than 
half of what they had been in the previous year. 

This year, there was a $47 million reduction in the administration’s budget 
request, and the House of Representatives has slashed $38 million below that. 

If the House figure—$103,582,000—is allowed to stand, it will mean a reduc- 
tion of 68 percent over a 2-year period. I do not believe many private organiza- 
tions could survive such drastic contraction. I do not believe the authors of this 
fiscal policy intend that TVA should survive it. 

If they are successful this year, we can expect even more vicious slashes at 
TVA in fiscal 1956. In that case, it might not be long before TVA would 
collapse and its magnificent properties and potential drop into the maw of a 
private power monopoly. 

I am confident that you gentlemen of this committee are not prepared to 
let that happen. 

Spurred and encouraged by TVA, free private enterprise has during the past 
20 years transformed the 7-State Tennessee Valley into a citadel of commercial 
and industrial might. The development of that region has had a tremendous 
impact on the economy of the entire southeastern United States, and has been 
felt throughout the country. I want to emphasize that it has been an addition 
to the total productivity of the Nation—not a draining of any other section 
for the benefit of the valley. 

Because of this rapid development coupled with vast defense needs unparal- 
leled in our national history, the Tennessee Valley is faced with an electric 
power shortage by 1957. The establishment of vast Federal facilities in the 
region, such as the Atomic Energy Commission installations at Oak Ridge and 
Paducah, will be taking 50 percent of the massive power load by this fall. 

Yet, gentlemen, this appropriation bill you are considering does not provide 
for one additional kilowatt of power beyond that already contracted for and 
foresees no additional defense load. Since this appropriation bill was written, 
AEC has asked TVA for an additional 200,000 kilowatts for Oak Ridge. 

For 2 years, the Tennessee Valley Authority has sought approval to expand 
its capacity by the addition of a major steam generating plant at Fulton, Tenn., 
near Memphis. Power from that steam plant had been counted upon to meet 
the projected demand in 1956. 

Mr. Chairman, I am sure the members of this committee realize that electrical 
energy cannot be generated simply by Congress passing an appropriations bill. 
it takes 3 years from the time a plant is started to get power on the transmission 
lines. 

If we started building the Fulton steam plant this morning, it would be well 
into 1957 before it could produce enough electricity to turn over a single lathe, 
or illuminate a single light bulb. 

We already have dallied for a year on this matter. We already have risked 
1 year’s power shortage in the valley because of failure to act in 1953. 
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a 


This year, we have a final opportunity. This is our last chance to head off 
a power shortage that would have wide repercussions in private industry as 
well as affecting those installations of the Atomic Energy Commission so vital 
to our defense. We must go ahead with the Fulton steam plant now. 

Not to do so would put the Congress and the administration in the position 
of shoving an entire great area of our country toward the brink of economic 
catastrophe. 

In order to justify elimination of funds for the steam plant from the 1955 
budget request, the administration suggested a plan by which TVA would be 
relieved of commitments for about 600,000 kilowatts annually to the AEC at 
Paducah. 

The Bureau of the Budget asked the Atomic Energy Commission some time 
ago to negotiate with private utility groups for about 600,000 kilowatts annually 
to replace that supplied by TVA. That request was echoed in the President's 
budget message in January. 

Some very interesting testimony on those negotiations was given last month 
before the House Appropriations Committee. Maj. Gen. D. K. Nichols, AEC gen- 
eral manager, described the offer of two utility companies to form a separate 
company to supply the AEC Paducah plant. 

According to Mr. Nichols, these companies proposed to build a 600,000 kilo- 
watt canacity steam plant in Arkansas, across the Mississippi River from Mem- 
phis. They would enter into a 25-year contract with the AEC to supply the 
power at a base annual charge of about $9,500,000. AEC would he obligated to 
pay all taxes, Federal, State, and local, which might be levied upon the private 
company. 

Then came this interesting proposition: AEC would conclude an agreement with 
TVA, whereby the latter avency would continue to supply that 600,000 kilowatts 
to Paducah plant from the Shawnee steam plant, where power for the AEC 
project is coming from right now. 

The utility companies proposed to construct the new plant at a cost of about 
$200 per kilowatt capacity, or a total of $120 million. The companies proposed 
to recover 75 nercent of the depreciable plant cost during the contract term 

General Nichols said he considered the utility companies’ offer, but he ap- 
parently came to the conclusion that the AEC had better stick to its firm con- 
tract with TVA for the supply of power. 

He estimated that, should the AEC become a party to the contract pronosed 
by those companies, the additional cost to the Government would be $4,038,000 
a year. In other words, such an arrangement would cost the American tax- 
pavers more than $100 million extra over the life of the contract. And the 
utility companies would own a plant-—lock, stock, and barrel—75 percent of the 
cost of which had been paid with tax dollars. 

There are reports, gentlemen, that the private power companies are now 
working on another type of arrangement for AEC. What it will be, T do not 
yet know. I am sure that this committee will find out. I do not believe the 
AEC can find any constant power supply at lower, more advantageous rates 
than those offered it by the Tennessee Valley Authority. But I hope you will 
insist that AEC make its needs known clearly and as accurately as possible— 
and then go ahead and decide, now, what you are going to do about them. 

I want to say that I am not pleading to keep the AEC a TVA customer, 
Should AEC stop buying from TVA right now, that power would not go begging. 
It could be absorbed easily by private buyers in the valley, and not one gen- 
erator would have to be shut down. 

But I do say that it is to the advantage of AFC, to the advantage of the 
Treasury, and the advantage of the taxpaying citizens of this country, that 
AEC keep buying its power from the only certain economical source of supply 
in the valley area. 

Whatever arrangement AEC might be able to make with private utility com- 
panies will be feasible only because TVA plants are already in operation in 
the area where power is needed. 

Mr. Chairman. we have had experience with the private utility companies 
before, in the effort to supply power to the Paducah Atomic Energy plant. 

When the big gaseous diffusion plant was started 3 or 4 vears ago, TVA was 
asked to provide it with the necessary power. (Might I digress here to point 
out that the power used at the Paducah plant would more than meet the needs 
of the entire State of Michigan.) 

TVA started its big Shawnee steam plant to take care of the increased 
demand. Suddenly, TVA was called upon to furnish only half of the Paducah 
plant needs. It seems that a new company, Electric Energy, Inc., had been 
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formed by various private utilities and called upon to supply the other half. So 
Electric Energy, Inc., started its plant on the opposite side of the Ohio River 
at Joppa, Il. 

Now, here is a comparison between the efficient operation of TVA and the 
private firm, which was thought to be a repository of enterprise and good 
management. 

First, EEI canceled its contract with Ebasco Services, its general contractor, 
to permit reorganization and more efficient construction. 

Now, between May of 1951 and June of 19538, the estimated cost of the Joppa 
plant increased 45 percent, from $81 million to $126 million. And the estimated 
cost of kilowatt capacity on the 4 originally planned units increased from $126 in 
1951 to $184 in 1953. Estimates on 2 more units to be installed there run up to 
$198 per kilowatt capacity. 

Meanwhile, TVA, the agency that has been called creeping and socialistic, 
continued its work on the Shawnee steam plant. That 10-unit plant will be com- 
pleted at well within the original estimates, at a rate of kilowatt capacity of 
$147.50—just as originally planned. 


No wonder the operations at Joppa have come to be known as the Ebasco 
fiasco. 

AEC Commissioner Thomas BE. Murray, the man responsible for the private 
power venture at Joppa, recently had this to say about his brain child: “Cer- 
tainly I had hoped that the EEI effort would turn out better. However, 1 benefit 
to the country from this arrangement—the added security which accrues from the 
availability of 2 independent power supplies for this vital production plant—is 
still there.” 

I think, gentlemen, that that, in itself, is an eloquent tribute to Tennessee 
Valley Authority and its place in our national economic scheme. I have always 
felt there is room for public and private power in this economy, and it has been 
TVA’s historic role to be the yardstick for the costs of power and its production. 

I believe it has been one of the tenets of this administration that the Govern- 
ment should not subsidize inefficiency. But we did it and we are still doing it at 
Joppa. Taxpayers, through the Congress and the Atomic Energy Commission, 
are bearing the increased costs of that expensive experiment in power supply 
by private utilities. We will all pay for that Joppa plant, but when we have 
finished paying for it, it will not belong to us. It will belong to EEI. 

But there is a sunny side to the picture. The big TVA plant at Shawnee, with 
its 1,500,000-kilowatt capacity, will pay for itself out of operations. As part of 
the whole TVA development, a portion of its cost is repaid to the Treasury every 
year. Through skillful and efficient management, TVA is able to liquidate its 
indebtedness to the Government, and at the same time make a return higher than 
the rate the Government has to pay for the money it borrows to loan TVA in the 
first place. And when it is all over, the people, through the Government, will 
own TVA and its facilities. 

But IT am not here to explain the financing of TVA. Members of the committee 
are undoubtedly familiar with it already. TVA stands as its own justification, 
having become part and parcel of the American way of doing things. The Presi- 
dent, himself, has promised that TVA will be maintained at maximum efficiency. 

I hope, gentlemen, that in your fairness and wisdom, you will restore the $38 
million cut made by the House of Representatives in the President’s TVA budget 
request. In addition, I ask that you will include an $85 million item for construc- 
tion of the badly needed Fulton steam plant, and the additional units at other 
steam plants which are thoroughly justified but which TVA itself is estopped 
from pleading here by the Budget Bureau’s action in withholding those appro- 
priations while negotiations are sought between AEC and private utilities— 
negotiations which appear very theoretical, to say the least. 


REPORT OF ATOMIC ENERGY COMMISSION 


Senator Sarronsratu. We will consider the TVA hearings closed 
except to receive the report from the Atomic Energy Commission on 
Tuesday next with relation to the contract for power, which we have 
held the record open to receive. 

Senator Hirt. Mr. Chairman, may I ask will that be Tuesday 
morning, or Tuesday afternoon ? 
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Senator SaLronsTaLtu. We are planning now for Tuesday morning, 
subject to whether there is any conflict with the full committee. 

Senator Hii. It will not be before Tuesday morning? 

Senator Saronsta.u. No, it will not. At that time also we hope to 
receive the report on wind tunnels and if we get those two reports we 
will be through with the hearings. 


GENERAL SERVICES ADMINISTRATION 
EFFECT OF CANCELLATION OF CONSTRUCTION CONTRACT 


(See p. 227) 
OFFICH MEMORANDUM 
APRIL 16, 1954. 
To: Commissioner of Emergency Procurement Service. 
From: Commissioner of Public Buildings Service. 
Subject: Emergency Procurement Service Warehouses, Harahan, La. 


The information you requested April 15, 1954, on the Emergency Procurement 
Service warehouses at Harahan, La., is given below: 

The present contract price for the warehouses is $1,555,545. 

The contractor has been paid $834,490 through March. This includes pay- 
ments for materials on the site but not installed. It does not include 10 percent 
retainage. 

The contractor advised by wire April 16, 1954, that the work is 62 percent 
complete and, in addition, materials valued*at $144,000 are on the'site but are 
not installed. On this basis the contractor would be entitled to payment as of 
today of about $1,108,000, less 10 percent retainage. 

The contractor further stated that the buildings would be ready for initial 
use by the Government on June 18, 1954, and all units would be ready for use 
by August 6, 1954. 

Considering all materials on order and cancellation costs with the general 
contractor and his subcontractors and suppliers, it is our opinion that if the job 
were stopped as of today, the $1,555,545 contract could be settled for about 
$1,350,000. This figure might be reduced somewhat if any appreciable salvage 
could be obtained for uninstalled materials. 

W. E. REYNOLps. 


USE OF COMMERCIAL WAREHOUSES FOR STOCKPILING 
(See p. 228) 


The following material is submitted to answer specific questions submitted 
by the committee. 

Many of the questions and, therefore, many of the answers are directed to 
situations which might develop if the Government warehouse construction pro- 
gram were to be continued. 

H. R. 8583 (as passed by the House), page 24, lines 13 and 14, prohibits the 
construction of warehouses or tank storage facilities. GSA has not appealed to 
the Senate committee for relief under this limitation. Consequently, the ques- 
tions posed and the answers submitted relative to the continuation of the con- 
struction program are somewhat academic. 

Apri 8, 1954. 


STATEMENT MApDE By JAY WEIL, JR., PRESIDENT, NEW ORLEANS MERCHANDISE 
WAREHOUSEMEN’S ASSOCIATION, INC., ON THE SUBJECT OF CONSTRUCTION AND 
OPERATION BY GENERAL SERVICES ADMINISTRATION oF 400,000 SQuaRE FEET OF 
WAREHOUSE SPACE AT HARAHAN, La. 


General Services Administration is constructing 400,000 square feet of ware- 
house space at Harahan, La., which is costing the taxpayers approximately 
$1,600,000. The purpose of this statement is to prove conclusively that the con- 
struction of such 400,000 square feet of warehouse space is unwarranted in view 
of the facts presented below: 

1. It is a fact that prior to beginning construction of subject 400,000 square feet 
of warehouse space that no representative from GSA made a concerted effort 
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to determine if the public warehousemen of New Orleans could and would handle 
the storage which GSA contemplated placing in their new buildings. 

2. It is a fact that the public warehousemen of New Orleans now have space 
and have offered this space to GSA for the storage of imported sisal amounting 
to from 25,000 to 30,000 short tons. This is the same amount of tonnage GSA 
plans to store in its buildings at Harahan. 

8. According to GSA officials, after construction of their 400,000 square feet 
of space at Harahan, La., they will require 293,000 square feet of commercial 
warehouse space in New Orleans in which to store 21,000 short tons of siSal. 
This space is available now and has been. 

!. It is the intention of GSA to stop storing in commercial warehouses in 
New Orleans almost immediately and instead store in their new buildings at 
Harahan. Further, it is the intention of GSA to move approximately 19,000 
short tons from commercial warehouses in New Orleans to GSA’s new buildings 
at Harahan at a cost to the Government of not less than $30,000. 

5. It is a fact that GSA intends to operate their space, permitting a con- 
tractor or contractors to handle the merchandise stored in and ont of GSA’s space. 
The contractors in New Orleans have offered to operate the GSA warehouses at 
Harahan as a group on the premise that a lower cost per short ton can be achieved 
but thus far the offer has not been accepted. 

6. According to GSA, they contend that the cost of storing in public warehouses 
is far greater than the costs they have computed. It is a fact that GSA has 
based their computations on storage costs only. There has been no provision by 
GSA for the cost of getting their sisal into storage or out of storage. Without 
these costs, the reason for the difference between the GSA costs and commercial 
costs is obvious since no public warehouseman who is sufficiently familiar with 
the business would divorce his costs in attempting to reach a profit-or-loss figure. 

7. It has been stated by GSA that they are currently paying different rates 
for storage of their sisal in New Orleans. This is difficult to understand as we 
were under the impression that any ageneyv of the Federal Government was 
oblivated to secure the lowest possible rates for storage of merchandise and to 
insist rpon the lowest possible rates in all contracts. 

8. GSA contends that they have some special privilege at Harahan granted 
by the railroad serving that facility which will enable them to secure a refund 
from the railroad for the cost of moving sisal from wharves in the port of 
New Orleans to Harahan. If this is correct, the same privileges should be able 
to he secured by GSA from all railroads servine the port of New Orleans when 
their sisol is shinned from commercial warehouses. 

9. At the present time GSA now has stored in the port of New Orleans 50,000 
short tons of sisal. Space is available from commercial warehousemen for an 
additional 25,000 to 30,000 short tons. On the basis of GSA’s own calculations 
there is no need for the construction of 400.000 square feet of warehouse space 
at Harahan, La. However, since construction has already berun it is the con- 
viction of our industry that the commercial warehousemen of New Orleans who 
have contracts with GSA should be permitted to operate the warehouses at 
Harahan for GSA and thereby stop an agency of the Federal Government from 
competing with private enterprise. 

Respectfully submitted. 


NEw ORLEANS MERCHANDISE WAREHOUSEMEN’S ASSOCIATION, INC. 
By Jay Wett, Jr., President. 


Statement No. 1 


It is a fact that prior to beginning construction of subject 400,000 square feet 
of warehouse space that no representative from GSA made a concerted effort 
to determine if the public warehousemen of New Orieans could and would 
handle the storage which GSA contemplated placing in their new buildings. 
Answer 


No concerted effort was made to reach this determination. This was not done 
for the reason that it had heen determined that jt was cheaper for the Govern- 
ment to construct and onerate its own warehouses than to store the material in 
commercial facilities. This conclusion was embodied in budget presentations to 
Congress and as a result funds for construction were authorized. 


Statement No. 2 


It is a fact that the public warehousemen of New Orleans now have space and 
have offered this space to GSA for the storage of imported sisal amounting to 
from 25,000 to 30,000 short tons. This is the same amount of tonnage GSA 
plans to store in its buildings at Harahan. 


Answer 
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Answer 

The purchase objectives and consumption pattern for cordage fiber as furnished 
to us by the Munitions Board in October 1949 and February 1950, indicated a 
storage space requirement of 178,000 square feet of warehouse space for this 
material in the New Orleans area. This requirement was met by the utilization 
of available Government-owned space at a military establishment location. 

In a letter dated December 17, 1951, the Munitions Board advised us that 
International Harvester, Columbia Rope, and Plymouth Cordage were moving 
all or part of their milling operations to New Orleans. This immediately 
changed the consumption pattern and storage requirement for cordage fiber in 
the area. 

With letters dated March 5 and March 21, 1952, the Munitions Board fur- 
nished new consumption pattern and space requirements in the area which 
reflected a space deficit of 948,000 square feet of space. In its letter of March 5, 
1952, the Munitions Board indicated concurrence in the prompt scheduling of 
construction to meet this deficit, consistent with procurement targets. 

Following this, the details involved in selecting the site and drawing up 
specifications for the two buildings commenced. Requests for bids went forward 
on April 17, 1953. Bids were opened on May 8, 1953, and an award was made on 
June 80, 1953. 

In October 1952 the Munitions Board advised that the overall cordage fiber 
purchase objective had been increased. This pew planning increased the space 
deficit in the area to 1,398,000 square feet which was subsequently reduced to 
1,293,000 square feet through the medium of better space utilization at other 
available Government-owned facilities. 

On the basis of these developments and since no additional Government-owned 
space was available in the area, during the latter part of February and early 
March 1952, requests for offers for storage and handling services were submitted 
to 13 commercial warehousing companies in New Orleans. No reply was re- 
ceived from 2, 6 advised that no space was available, and 5 offered space which 
collectively totaled 27,800 short tons, which is the equivalent of 389,200 square 
feet. 

Following this the space offered was inspected by a Government representa 
tive and found suitable for temporary storage. Three of the warehousemen 
had offered space leased by them at the public commodity wharves while two 
offered space in their own warehouses, 

Owing to the fact that the rates named by these warehousemen were con- 
sidered too high, in the first instance, a contract was entered into with the low 
bidder only covering a total of 15,000 short tons, which is the equivalent of 
210,000 square feet. Subsequently 1 other contractor resubmitted his offer at 
lower prices to cover 4,000 short tons, which is the equivalent of 56,000 square 
feet, and a second contract was entered into. 

Although the space and handling capacity of these 2 facilities met our re- 
quirements until the latter part of August 1952, owing to heavy receipts, it was 
evident that more space and handling capacity was needed. However, at that 
time space in New Orleans was in short supply and pier congestion became so 
bad that it was necessary to obtain commercial space outside of New Orleans 
in order that the fiber could be removed from the New Orleans piers. 


Subsequent to August 1952, the following space has been made 
available by commercial warehousemen in the New Orleans area: 


Ys thaw _. | £quivalent ie ay =" Equivalent 
Date | Short tons | square feet Date | ort tor cunems feet 


September 1952 8, 500 | 119, 000 || October 1953 | 500 21, 000 
October 1952 | 4,000 56,000 || November 1953 | 000 98. 000 
November 1952 1, 200 16, 800 December 1953... 000 | 56. 000 
January 1953 4, 000 56, 000 February 1954 500 | 133. 000 
February 1953 7, 000 98, 000 March 1954. | 000 | 140. 000 
March 1953 10, 000 140, 000 laa <a 
June-July 1953 1, 400 | 19, 600 Total 38, 100 | 153, 400 


| 


It should be noted that the acceptability of space within port areas for long- 
term storage of stockpile materials is subject to the general policy which .was 
established by the Munitions Board on January 18, 1949. This policy was re- 
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affirmed by the Office of Defense Mobilization under date of April 14, 1954, as 
follows: 

“Bulk materials may be stored in port or coastal areas where the consuming 
area is on the coast, or in a general port area, provided, however, the storage 
site should be such that the use of port facilities will not be involved in the ship- 
ment of materials from stockpile to consumer. Such excluded facilities are dock 
warehouses, terminal warehouses and the like. Facilities not usually involved 
in import-export activity may be used for stockpiling in coastal or general port 
areas provided other standards in the criteria are observed.” 

The percentage of available commercial space in New Orleans which might 
be affected by this policy is at present unknown, but will be determined. 


Statement No. 8. 


According to GSA officials, after construction of their 400,000 square feet of 
space at Harahan, La., they will require 293,000 square feet of commercial ware- 
house space in New Orleans in which to store 21,000 short tons of sisal. This space 
is available now and has been. 


Answer 


The additional space requirement of 293,000 square feet after utilization of 
Harahan is correct. No question has been raised about the availability of this 
amount of space. 


Statement No. 4. 

It is the intention of GSA to stop storing in commercial warehouses in New 
Orleans ahmost immediately and instead store in their new buildings at Harahan. 
Further, it is the intention of GSA to move approximately 19,000 short tons from 
commercial warehouses in New Orleans to GSA’s new buildings at Harahan at 
a cost to the Government of not less than $30,000, 


Answer 

When buildings are completed, to the extent of available handling capacity, 
new arrivals will be shipped to Harahan, and other tonnages will be drawn 
down from commercial facilities so as to fully utilize all space. Based on 
estimated cost data currently available, this will reduce storage costs from com- 
mercial rate of about $12 per short ton per year to approximately $6.30. A new 
cost study is underway that may modify these estimated rates. The handling 
and transportation charges which will be involved are one time cost items and 
would not be properly chargeable against yearly storage costs. 


Statement No. 5 


It is a fact that GSA intends to operate their space, permitting a contractor 
or contractors to handle the merchandise stored in and out of GSA’s space. 
The contractors in New Orleans have offered to operate the GSA warehouses at 
Harahan as a group on the premise that a lower cost per short ton can be 
achieved but thus far the offer has not been accepted. 


Answer 

Operation of this facility by New Orleans contractors was suggested by the 
president, New Orleans Merchandise Warehousemen’s Association, in a meeting 
with us on April 5, 1954. Also by letter dated April 13, 1954, he advised GSA 
that the association membership was meeting on April 15, 1954, to discuss this 
matter and that he would advise us of the results of such meeting. 

On April 16 a telegram was received from Leonard A. Kloor, president, New 
Orleans Warehousing Service Corp., making a firm offer (no prices, terms, or 
conditions named) in behalf of certain warehousemen to operate the Harahan 
facility. Copies of Mr. Kloor’s telegram and our reply are attached. 


New ORLEANS, La., April 16, 1954. 
J. E. SALISBURY, 
Director, Storage and Transportation Division, Emergency Procurement 
Service; 

Nineteen public warehousemen with an investment in properties amounting 
to millions of dollars in New Orleans, to wit: Standard Warehouse Co., Inde- 
pendent Warehouse Co., Inc., Orleans. Storage Co., Inc., Riverside. Warehouses, 
Inc., Kentucky Coffee Warehouse, Jackson Warehouses, Inc., Gulf Shipside 
Storage Corp., Terrebonne Warehouse Corp., Maloney Trucking & Storage, Inc., 
Hayes Drayage & Storage, Inc., Calongne Drayage & Storage Co., Shippers 
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Compress Warehouse, Cotton Trade Warehouses, Inc., Hans K. W. Schlegel Co., 
Inc., Dupuy Storage & Forwarding Corp., Commercial Terminal Warehouse 
Co., Inc., Kramer’s Transfer & Storage, Inc., Joseph Jurisich Warehouse, Inc., 
Thomas Trucking & Freight Forwarding, represented by the New Orleans 
Warehousing Service Corp., a legal entity which served various agencies of the 
Government, including FEWA and War Assets Administration, during World 
War II honorably and satisfactorily, hereby make a firm offer to completely 
and solely operate your warehouses now being constructed at Harahan, La 
Please send documents necessary to permit extension of invitation to bid to this 
corporation to my attention at 100 Poydras Street, New Orleans. We invite you 
to send representative immediately to New Orleans to negotiate contract which 
will be mutually satisfactory to Government and ourselves. 
LEONARD A, KLOoor, 
President, New Orleans Warehousing Service Corp 


GENERAL SERVICES ADMINISTRATION, 
EMERGENCY PROCUREMENT SERVICE, 
Washington, D. C., April 19, 1954 
NEW ORLEANS WAREHOUSING SERVICE Corp. 
New Orleans, La. 
(Attention: Mr. Leonard A, Kloor, President.) 


GENTLEMEN: Your telegram of April 16, 1954, requested that we forward such 
documents as are required to be submitted prior to our issuing invitations for 
offers with respect to the storage of material at the Government warehouses at 
Harahan, La. 

Two copies of each of the enclosed forms of security agreement and statement 
of financial information should be completed and returned to me as promptly as 
possible. Please attach a copy of your articles of incorporation and your bylaws 
to the statement of financial information. 

Preparation of the invitation has not yet been completed. It will provide for 
the submission of offers on the basis of the following alternatives: 

(a) Unloading, stowing, and outloading. 

(vb) Unloading, stowing, outloading, and complete operation of the warehouses 
The invitation will permit those submitting offers either to include or to exclude 
transportation of material from New Orleans wharves and warehouses to the 
Harahan location. 

The proposed contract will not be negotiated until after consideration of such 
offers as may be received in response to the invitation. 

Very truly yours, 
H. C. MAULL, Jr., 
Director, Purchase Division. 
Statement No. 6 


According to GSA, they cofitend that the cost of storing in public warehouses 
is far greater than the costs they have computed. It is a fact that GSA has based 
their computations on storage costs only. There has been no provision by GSA 
for the cost of getting their sisal into storage or out of storage. Without these 
costs, the reason for the difference between the GSA costs and commercial costs 
is obvious since no public warehouseman who is sufficiently familiar with the 
business would divorce his costs in attempting to reach a profit or loss figure. 
Answer 

In comparing costs of storing material in commercial facilities versus GSA- 
operated facilities it is a fact that our computations are based on estimated stor 
age costs only reflecting the following elements: Depreciation of buildings, equip 
ment, pallets, and dunnage; protection and maintenance, utilities, salaries of 
employees, and administrative supplies, as well as interest and insurance. The 
commercial costs used for comparison likewise excluded transportation and 
handling. 


Statement No. 7 

It has been stated by GSA that they are currently paying different rates for 
storage of their sisal in New Orleans. This is difficult to understand as we were 
under the impression that any agency of the Federal Government was obligated 
to secure the lowest possible rates for storage of merchandise and to insist upon 
the lowest possible rates in all contracts. 
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Answer 


The Government does, of course, attempt to secure the lowest possible rates 
for storage, but this does not necessarily result in identical rates being obtained. 
GSA is currently paying different rates for similar storage services in New Or- 
leans, as follows: 


Short ton: 
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Per year 
Statement No.8 


GSA contends that they have some special privilege at Harahan granted by the 
railroad serving that facility which will enable them to secure a refund from 
the railroad for the cost of moving sisal from wharves in the port of New Orleans 
to Harahan. If this is correct, the same privileges should be able to be secured 
by GSA from all railroads serving the port of New Orleans when their sisal is 
shipped from commercial warehouses. 







Answer 






Government property does receive special consideration in the application of 
freight rates and/or special privileges regardless of whether stored in commer- 
cial space or Government-owned space, This privilege is not applicable to com- 
mercial freight or traffic since it is made available under section 22 of the Inter- 
state Commerce Act and is for a period in excess of 1 year. 

Statement No. 9 


At the present time GSA now has stored in the port of New Orleans 50,000 
short tons of sisal. Space is available from commercial warehousemen for an 
additional 25,000 to 30,000 short tons. On the basis of GSA’s own calculations 
there is no need for the construction of 400,000 square feet of warehouse space at 
Harahan, La. However, since construction has already begun it is the conviction 
of our industry that the commercial warehousemen of New Orleans who have 
contracts with GSA should be permitted to operate the warehouses at Harahan 


for GSA and thereby stop an agency of the Federal Government from competing 
with private enterprise. 






















Answer 


The construction of the warehouses and the availability of commercial space 
have been discussed in the answer to statements 1 and 2. As indicated in the 
answer to statement 5, the proposed invitation will provide that offers may be 
submitted for the operation of the Harahan facility. 


STOCKPILE WAREHOUSING 
(See p. 230) 
ANSWERS TO QUESTIONS RAISED by COMMITTEE STAFF ON STOCKPILE WAREHOUSING 


Question 1 


Information obtained from Mr. Max Medley, Comptroller, GSA, reflects that 
a total of $58,670,454 has been appropriated for the construction of warehouses 
and tank farms for the storage of strategic and critical materials, that of this 
amount $45,729,910 has been obligated, and that as of March 31, 1954, there was 
an unobligated balance of $14,940,544. The appropriations bill passed by the 
House contains a provision, “That no part of funds available shall be used for 
construction of warehouses or tank storage facilities.” If this prohibition was 
removed from the bill would GSA contend that it has authority to construct addi- 
tional warehouse facilities in fiscal years 1954 and 1955, and, if so, to what ex- 
tent, and at what estimated cost? In other words, if GSA claims it has the 
authority, without the prohibition, to proceed with further warehouse construc- 
tion, how much additional space would be either constructed or placed under con- 
struction in fiscal years 1954 and 1955, how much of the $14,940,544 would be 
obligated or used for construction, and how much money over and above the 
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$14,540,544 amount would be obligated or used for construction in these fiscal 
years? If actual square foot and dollar figures are not available, reliable esti- 
mates should be submitted. 

inswer 

If the prohibition was removed from the bill, it is our opinion that GSA 
would have authority to construct additional warehouse facilities in fiscal vears 
1954 and 1955 as presented in the GSA 1954 budget justification and in the 1955 
budget justification. 

No warehouse or tank space would be constructed or placed under construction 
in fiseal year 1954. Subject to the answer to question 3 (i), 3,874,758 square 
feet of warehouse space and 340,000 barrels of tank space would be constructed 
or placed under construction in fiscal year 1955. 

Construction of the facilities described in budget justifications for fiscal years 
prior to 1954 has been completed at a cost of $14,940,544 less than the amount 
estimated in those prior budget justifications. It was not planned to use any 
of this balance for construction of new warehouses or tank farms. In other 
words, the proposed construction was only that presented in 1955 budget justi- 
fications. 

Estimates of cost are shown in the answer to question 2. 

Question 2 

I understand that ODM has reported that the positive immediate need for 
additional stockpile warehouse space is 3,374,758 square feet, whereas previous 
presentations to Congress by GSA indicated requirements as 4.5 million square 
feet. If the proposed construction program was reduced from 4.5 million square 
feet, how much of a reduction would there be in estimated construction costs? 


inswer 


A full and complete study of storage space availability and requirements for 
stockpile materials is made on a yearly basis. The 4,500,000 square feet require- 
ment was predicated on conclusions reached in a study completed March 31, 1953, 
while the 3,874,758 square feet requirement is predicated on conclusions reached 
in a study completed March 31, 1954. The difference in requirements resulted 
from space hecoming available at Government-owned facilities en route to con- 
suming areas for which the material is pinpointed and the elimination from the 
study of small quantities of materials. 

Asuming a reduced warehouse construction program of 3,374,758 square feet, 
and construction of the 340,000-barrel tank farm, the estimated construction 
costs would be reduced by $6,358,235. 

Computation of this difference follows: 


Estimated ecsts 


4,500,000 3,374,758 
square feet, | square feet, 
6 locations 5 locations 


For buildings complete with sprinkler system, risers, lights, paving, includ- 
g ramps and aceess roads, at $5 per square foot $22, 000 $16, 873, 790 
Preparation of building sites, removal of brush and major grading, at $0.10 | 
per square foot ; 450, 337, 475 
ervice railroad tracks and connections, at $15 per lineal foot | , 500 | 2 390, 000 
Reservoir pumphouse water mains = ‘ | 2, 250, 000 
Fencing property 252, 210, 000 


Total ‘ 26, 419, 5 20, 061, 265 
Less estimated cost of 3,374,758 square foot requirement . a 20, 061, 


Difference , 6, 358, 235 


ink farm complete, 340,000 barrels, at $7.08 per barrel " 2, 407, 200 
timated cost for 3,374,758 square foot requirement (5 locations) a 20, 061, 265 


Overall fund requirement " . es Jon ; 22, 468, 465 


34,500 lineal feet. 


2 26,000 lineal feet 
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Question 3 


My information is that the GSA cost study which concludes that the cost per 
ton in GSA operated warehouses averages $4.502 per ton-year is not a study of 
actual operating costs, and that it includes facilities, such as war surplus 
property that were not constructed under the strategic and critical materials 
warehouse-construction program, The two warehouses at Harahan, La., which 
are under construction and will net be ready tor occupancy until May or later, 
were included in the cost review that established the $4.502 per ton-year figure, 
and the estimated building costs were depreciated over a period of 334% years, 
I also understand that the $10.42 per ton-year figure for commercial space was 
arrived at by taking the average monthly storage rate on two commodities based 
on February 2Y, 1952, inventories and multiplying by 12 to get the yearly average 
rate. Other figures obtained from GSA reflect that it would be cheaper to use a 
commercial warehouse in New Orleans to store cordage fiber for a 5-year period, 
but it would cost less to use a GSA-operated warehouse for periods of 10 or 20 
years. In its computations GSA bases its figures on a long-range program lasting 
many years, whereas the computation of commercial charges are based on con- 
stant monthly storage rates with no reductions in charges for storage held for 
extended periods. It appears on the basis of this and other information that 
has been made available that the cost comparisons between GSA operated and 
commercial warehouses are actually not direct and realistic cost comparisons, 

With reference to costs and comparative costs the following information is 
requested : 


Question 3 (a) 


bx» you believe that the GSA cost studies and comparisons have taken all 
factors into consideration, and that they present an accurate, fair and unbiase? 
picture of the situation that exists? 
Answer 

The previous GSA cost analysis was based on estimated costs for fiscal year 
1954 and on quantities expected to be in storage in GSA warehouses as of June 
30, 1954. The cost verification now being made by the Audit Division of GSA 
is based on actual variable costs, estimated fixed charges, and actual quantities 
in storage during the fiscal year ended June 30, 19538. This work has not reached 
a stage where a determination can be made as to the accuracy of the previous 
study based on estimates. 


Question 3 (bd) 


Have all administrative and other costs been included in the GSA figures? 
What, if any, administrative or other costs are not included? 
Answer 

No. The central and regional offices of GSA perform functions such as in- 
ventory recordkeeping, inspection, etc., regardless of whether the material is 
stored in GSA or commercial warehouses, kor this reason, the cost of perform- 
ing these services was not included in the previous study and will not be in- 
cluded in the current audit. 


Question 3 (Cc) 

GSA computes its costs on a long-range basis over a number of years. In 
view of this what attempts have been made to deal with commercial warehouses 
and secure their storage prices on a long-range basis? Why wouldn't the same 
time facior be used on any cost comparison that is made? 
lnswer 


It was anticipated that our construction program would be carried through 
to completion and thereby eliminate the need for commercial storage on a long- 
termi or permanent basis. No concerted effort had been made to secure storage 
prices on a long-range basis previous to conducting our cost and space review 
which was completed and distributed to interested parties March 3, 1954. 

Our efforts to obtain rate information for long-term storage in certain storage 
areas met with response from only two warehousemen. 

At Lowell, Mass., quotations were made on basis of $7.80 per ton per year on 
crude rubber and $9.60 per ton per year on fiber. These represent a decrease o1 
$3 per ton per year on rubber and $1.80 per ton per vear on fiber. 

At New Bedford, Mass., quotations were made on basis of $10.80 per short ton 
per year if stored in accordance with Stockpile Storage Manual and $8.64 per short 
ton per year if stored in the same manner as the fiber is now held in “temporary” 
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storage. This contractor now receives $10.80 per short ton per year for storage 
which is not in accordance with the storage manual and consequently by reason 
of his long-term rate being the same as now paid, there will be no reduction in 
storage costs that would accrue as permanent storage must be in conformity with 
the storage manual. 

In order to obtain the position of the warehouse industry with respect to the 
matter of rate considerations for long-term storage, we are in the process of 
contracting 20 warehousing companies (representing 10 percent of the number of 
commercial warehouses now in use), asking them to express themselves in the 
matter. When these figures are received they will be used as a basis for 
comparison, 


Question 3 (d) 

Where the same commodities and identical types of services and facilities com 
pared in the cost studies, and was adequate consideration given to geographical 
locations and other regional or local factors that might influence construction 
costs, operating costs, and storage charges? 


inswer 

The two principal commodities in commercial storage, rubber and fiber, were 
the commodities considered in ascertaining the commercial costs, All com 
modities actually stored in GSA warehouses were used in computing GSA 
storage costs; however, rubber and fiber occupy approximately 75 percent of the 
total GSA warehouse area. The cost figure for commercial storage is an average 
figure based on the rates of all commercial facilities used by GSA throughout the 
country, ond the composite figure for GSA warehouse storage was based on GSA 
warehouses at all locations. 

Consequently, consideration was not given to geographical locations, ete., in 
the previous analysis which might have an effect on construction costs, operating 
costs, and storage charges. Our current cost audit has not progressed to the point 
where we can determine whether these factors will have a bearing on the cost 
Question 3 (e) 

Will the use of GSA-constructed and operated warehouses result in the 


Government having to spend more for transportation costs than it would have 
to spend if commercial storage facilities are used? 
Answer 

The use of GSA-constructed warehouses already completed and as planned 
will not result in the Government having to spend more for transportation costs 
than it would have to spend if commercial facilities are used. GSA does not 
derive any benefits due to special or reduced transportation rates because of the 
kind of storage used (government or commercial). The most economical trans- 
portation costs are obtained because GSA facilities are constructed within or 
directly en route to the consuming areas for which the material is being acquired 
and stored. 

If planned construction of 600,000 square feet of space for storage of fiber 
at Plymouth, Mass.—the area of consumption—does not materialize, and we 
have to make use of the space offered at Lowell and New Bedford, Mass., trans- 
portation costs will be 82 cents per 100 pounds more. 

Because of apparent scarcity of acceptable commercial storage space within 
the areas of consumption or directly en route thereto, it may be that acceptable 
commercial storage space will be out of route and bring about increased trans 
portation costs. 

In regard to rate or other concessions which are long term in transit rates 
obtained by the Government under section 22 of the Interstate Commerce Act, 
all such special quotations apply at both Government-owned and commercial 
facilities, with neither given preference over the other so far as Government 
owned material is concerned. 

Question 3 (f) 

Will the use of GSA-constructed and operated warehouses result in the 
Government having to spend more for (1) handling charges, and (2) other 
storage services, than it would have to pay if commercial storage facilities are 
used ? 
inswer 

Commercial warehouse handling rates (rubber).—At commercial warehouses, 
where storage has been on the basis of what has been termed “temporary” and 
contractors have not been required to store the rubber in accordance with the 
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requirements for permanent storage as prescribed in the approved Stockpile 
Storage Manual the average handling rates are $1.25 per short ton in and $1.25 
per short ton out, or $2.50 per short ton for the round trip. 

On the basis of the $2.50 per short ton round-trip rate, the total handling 
charges that might accrue for a storage period of 20 years would be $10 per 
short ton, this representing the four round-trip handlings that would be required 
in rotating the rubber during the 20-year period. 

What the commercial warehouse operators will charge for the round-trip 
handling service when they are required to store the rubber in accordance with 
the storage methods contained in the Stockpile Storage Manual is unknown. 
On the basis of an experimental contract which provided for the storage of 25 
carloads of rubber in accordance with the storage methods set forth in the 
storage manual, entered into with the National Terminals Corp., 1200 West 
Ninth Street, Cleveland, Ohio, under date of February 28, 1951, the handling 
rates charged were $2.50 per short ton in, and $2.50 per short ton out, or $5 per 
short ton for the round trip. 

GSA-operated warchouses—Handling rates (rubber).—At GSA-operated ware- 
houses where the storage of rubber is in accordance with the storage methods 
prescribed in the Stockpile Storage Manual, the average handling rate is $2.16 
per short ton in and $2.20 per short ton out, or $4.36 per short ton for the 
round trip. 

Under the rotation pattern heretofore described, the total handling costs 
which would accrue over a 20-year storage period is $17.44 per short ton, 

While the round-trip handling costs at GSA facilities exceed that currently 
charged by commercial warehousemen under the temporary-storage arrange- 
ments, it is expected that handling costs at commercial locations versus GSA 
locations will be more or less equalized when both types of storage are conducted 
in accordance with the storage manual. 

Commercial warehouse handling rates (fiber).—<As in the case of rubber, com- 
mercial storage has been on a temporary basis. The average handling rates 
are $1.05 per short ton in and $1.01 per short ton out, or $2.06 per short ton for 
the round trip. 

The total handling charges that might accrue for a period of 20 years would 
be $10.20 per short ton, this representing 5 round trips that would result from 
rotating the fiber every 4 years during the 20-year period. 

It is unknown what the handling charges will be, if and when commercial 
warehousemen are required to store the fiber in strict accordance with the 
methods contained in the Stockpile Storage Manual. However, it is expected 
that such charges would be about the same as those incurred at GSA-operated 
warehouses. 

GSA-operated warehouses handling rates (fiber)—At GSA-operated ware- 
houses where storage is in accordance with the Stockpile Storage Manual, the 
average handling rates are $1.73 per short ton in and $1.60 per short ton out, or 
$3.83 per short ton for each round trip. 

Total handling costs which would accrue over a 20-year period, on the basis 
of 5 rotations during the period, are $16.65 per short ton. 

Ovher services if required are paid for on an hourly rate; in both cases the 
rates are approximately equivalent. 


Question 3 (9) 

What progress has been made on the cost audit project that GSA now has 
under way? When will the audit be completed and what will it cover? Will it 
deal strictly with actual costs as distinguished from budget authorizations, 
allocations, prorations, percentages, etc.? What actual cost items and’ compari- 
sons will be included in the audit? 


Answer 

With reference to the cost audit now under way, the audit was completed at 
the Point Pleasant, W. Va., facility. Based on experience at this facility an 
audit program is being prepared for use in making audits at the remaining GSA 
facilities. A target date of May 31, 1954, has been set for the completion of the 
audits at all GSA locations. 

The cost principles which are being used by the auditors as a guide in perform- 
ing the audits follow: 

1. The costs to be included are for dead, closed storage only, excluding han- 
dling charges and all other incidental charges in connection therewith. 

2. Include all costs for the fiscal year 1953, as determined by an examination 
of the storage facilities and other records and as further defined below. 
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8. Include all other elements of cost which were incurred by the Government 
in performing the service, whether or not those costs are normally considered 
in the accounting system employed by the facility or region. 

4. There shall be excluded from the study, supporting administrative overhead 
costs of supervisory or staff offices at higher echelons outside the immediate 
location of the facility. 

5. There shall be excluded the element of profit, whereas this element will 
be found in price factors of similar private commercial operations. 

6. Some special items for inciusion are the following: 

(a) Interest on capital estimated to be invested in the plant, equipment 
and land in the actual storage operation. Such interest to be used shall be 
the average rate for long-term Treasury obligations during fiscal year 1953. 
The rates used and amounts of invested capital shall be disclosed in the 
study. 

(b) Depreciation of plant and equipment. The method of allocating de- 
preciation should be one that aims to distribute fairly the cost of plant and 
equipment over its estimated useful life. The estimated useful lives and 
rates of depreciation indicated in Treasury Bulletin “F” may be used as a 
guide. The basis for depreciation should be actual costs of the facilities, 
if available: otherwise in accordance with PBS engineering advice. No de- 
preciation should be allocated to cost of storage for excess or unused plant 
and equipment when the amounts are significant. 

(c) There shall be included a provision for the Government’s contribution 
to the Civil Service Retirement System or Social Security, as the case may 
be. Three percent of the payroll costs has been determined to be sufficient 
for this purpose. 

(d@) Obtaining prevailing tax rates for similar real property in the same 
locality. 

(e€) Operating costs shall include an estimate for insurance for the pur- 
pose of arriving at an allocable charge for replacement or repair of plant and 
equipment damaged or destroyed by fire or other hazards. Based on PBS 
engineering advice, a percentage factor should be applied to cost of insurable 
assets (excluding stockpile material) to arrive at approximate replacement 
costs. 

7. Quantities in storage used in computing ton-year costs shall be obtained from 
the facility records and shall be the average quantity in storage during the fiscal 
yeur. 

8. While the audit will deal with actual variable costs, it will be necessary to 
estimate certain fixed charges, such as depreciation and interest on plant in- 
vestment. It will be necessary, also, to prorate some charges between storage and 
handling and between open and closed storage. 


Question 8 (h) 


Are any efforts being made to arrive at a realistic comparison of the actual 
costs at those GSA operated warehouses which have been constructed under 
the stockpile storage program, and the cost of commercial storage to the 
Government? 


Answer 


Every effort is being exerted in the current cost audit to obtain information 
which will permit a realistic comparison between actual costs at GSA-operated 
warehouses constructed under the stockpile storage program, and the cost to 
the Government of commercial storage. 


Question $3 (i) 

In the House hearings in February 1954, Mr. Mansure was asked if he had 
considered the advantages of Government construction and operation of ware- 
houses to be greater than using private warehouses. Mr. Mansure replied that 
this had been considered and that GSA was not sure what the answer is. He 
stated that all the costs he had seen had been higher for private warehousing 
than Government warehousing. He also indicated that this is a very contro- 
versial subject because the National Association of Warehousemen people are 
working very hard to get their spaces filled for their membership. In view of 
the Administrator's statements with respect to this matter, inquiry is made as 
to whether there have been any subsequent developments that have served to 
clarify GSA’s uncertain position on this question. 
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Answer 


As indicated in the answers to previous questions, matters of comparative 
costs of storage and availability of additional existing Government-owneid space 
for storage are being studied further. In no event would the construction 
outlined in the answers to questions 1 and 2 be commenced unless the results 
of such studies show that Government construction and operation is more eco- 
nomical and advantageous. 


Question 4 (a) 


Is there sufficient commercial storage space available at New Orleans at the 
present time to meet the space requirements for storing strategic and critical 
material in that area? 

Answer 

In accordance with the quantity of available space reported to us by commer- 
cial warehousemen in the New Orleans area it would appear that sufficient space 
is available to store that portion of the stockpile which will not be placed in the 
Harahan facility. However, all of these facilities must be examined in the light 
of the storage policy promulgated by the Munitions Board under date of January 
18, 1949 and reaffirmed by the Office of Defense Mobilization under date of April 
14, 1954 as follows: 

“Bulk materials may be stored in port or coastal areas where the consuming 
area is on the coast, or in a general port area: Provided, however, the storage 
site should be such that the use of port facilities will not be involved in the ship- 
ment of materials from stockpile to consumer. Such excluded facilities are dock 
warehouses, terminal warehouses and the like. Facilities not usually involved 
in import-export activity may be used for stockpiling in coastal or general port 
areas provided other standards in the criteria are observed.” 

Question 4 (0b) 

How much commercial storage space is available nationally at the present time? 
Is there sufficient commercial storage space available in those areas where space 
is needed to meet the space requirements for storing all strategic and critical 
materials? 

Answer 

Since our space deficits have been confined to specific geographical areas we 
have had no occasion to establish records which reflect total commercial ware- 
house space available nationally. 

In addition to the availability of space in the New Orleans area as reported 
under 4 (a) above, it has been indicated to us as a result of a review which was 
concluded March 3, 1954, that sufficient commercial warehouse space in other 
deficit areas is not totally available. For example: In the New England area 
there exists a space deficiency of 1,284,000 square feet and while it was claimed 
by the American Warehousemen’s Association that this amount of space was 
available, the actual space offered to meet this deficiency was 326,000 square feet 
at Lowell, Mass., and 100,000 square feet at New Bedford, Mass. Whether this 
space actually meetts GSA standards for long-term storage has not been deter- 
mined. In this area also there is considerable storage space available within the 
port of Boston but for reason as indicated under 4 (a) above the use of these 
facilities for long-term storage is prohibited. 

In the port of New York area there exists a space deficiency of 581,000 square 
feet, and while it was claimed by the American Warehousemen’s Association 
that 915,000 square feet of space was available to meet this deficiency all of the 
space offered to meet this deficiency was within the port except 32,000 square feet 
at Frankfort, N. Y. 

In the port of Philadelphia-Eastern Pennsylvania area there exists a space 
deficiency of 805,000 square feet. There was offered to meet this deficiency 
60,000 square feet within the port of Philadelphia. In addition it was suggested 
by the commercial warehousemen, which we contacted, that consideration be 
given to converting available industrial property for use as warehouses. 

At the start of our review of availability of space to meet our requirements in 
several areas where deficiencies existed there was then a requirement for 800,000 
square feet of space in the Pittsburgh, Pa., area. It was claimed by the American 
Warehousemen’s Association that there existed 1,700,000 square feet of space 
available to meet this need. However, in reviewing the situation with represent- 
atives of that organization it developed that all of the space was that which 
consisted of industrial properties that might be taken over and converted for 
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as warehouses to be operated as an adjunct to the several warehousing oper- 
tions conducted by Pittsburzh operators. Subsequent to the review which was 
completed March 3, 1954, it has developed that there is no longer any need for 
irehouse space to serve the Pittsburgh area as it was found that space for the 

l pinpointed for Pittsburgh could be stored en route to that 


g Government-owned and operated facilities. 


Liow much closed commercial warehouse space is now being used for storage 
tegic and critical materials? If the proposed GSA warehouses construe- 
program is carried through to completion, how much commercial warehouse 
would be used for storing these materials? 
ce? 
At the present time we have 446,055 short tons of material in commercial stor- 
age. This material occupies approximately 4,469,000 square feet of space. 
if the construction program is carried through to completion commercial 
orage would be limited to 68,128 short tons of cotton which would occupy 


approximately 937,000 square feet of space. 


struction of rehouse space for cotton would not be economical owing to 
at 20 locations would have to be established in order to protect the 
adequately from the standpoint of dispersal. 


) 


attempts have been made to obtain additional storage space from the 
riment o ise or other Government agencies? Have all avenues been 
In anu ff secure more storage space mm these sources? What 
ts have been tained to date, and are there al indications that further 


along this line will be productive? 


itions we are constantly in touch with the Department 
ibility of spqce at military installations. Supplementing 
dated March 9, 1954, was sent to the Ds partment of De 
nitiate action calling for an immediate review of 
Vhich can be made available for stockpile materials irrespective of 
A reply to our communication reads in part as follows: 
» present time, we are in the process of conducting a review of available 

a n the Department of the Army and the Department of the Navy supply 

tem in the hope of satisfying a requirement of some 12 million square feet 

the Department of the Air Force. This study is expected to be completed 

‘ly part of April, at which time the Department of the Air Force will 

an opportunity to determine whether available Departments of the 

Army and Navy space can be utilized to meet its requirements. We do not 

inticipate that the Department of the Air Force will require more than 6 weeks 
ror its review. 

‘rom present indications it appears that some military storage space can be 
made available for the stockpile program, but as explained above, commitment 
cannot be made prior to the conclusion of our studies.” 

The Bureau of the Budget and the Office of Defense Mobilization have also 
requested the Department of Defense to make a review of warehouse space 
availability for stockpile material. To date the best information we have been 
able to develop indicates that no space can be made available by the military in 
our deficit areas. However, space may be offered which is far removed from 
consuming areas, which, if used, would have the effect of paying excessive trans- 
portation cost as well as establishing a storage pattern which would place a 
heavy burden on an already overtaxed transportation system in case of a 
national emergency. 

All surplus Government properties are reported to General Services Adminis- 
tration for disposition. Any such properties which may be suitable for storage 
are referred to this Service for review as to acceptability and use. 

We will continue to press the Department of Defense, in the hope of obtaining 
additional suitable space. 

The foregoing answers include various rates and cost data relative to various 
phases of the stockpile operation. 

The GSA accounting system, and maintenance of accounts thereunder, does. not 
currently provide for the maintenance of formal cost accounts dealing with the 
detailed phases of stockpile operation by facility, such as handling charges-in, 
handling charges-out, ete. 
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Therefore, the estimated cost data used in supplying answers to the ques- 
tions submitted has been computed from operating +tatistics. 
To the best of our knowledge and belief, the information is accurate, subject 


of course to normal changes or revisions which invariably occur as a result of 
audit action. 


The committee will stand in recess until tomorrow morning at 10 
o'clock. 


(Thereupon, at 3:10 p. m., Thursday, April 22, 1954, the heari: 


ans 


lg 
. . 5 
recessed, to reconvene at 10 a. m., Friday, April 23, 1954.) 
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FRIDAY, APRIL 23, 1954 


Unrrep States Senate, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room F-39 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcom- 
mittee) presiding. 

Present: Senators Saltonstall, Dworshak, Ellender, Hill, and 
Robertson. 


VETERANS’ ADMINISTRATION 


Farco, N. Dax., Hosprrau 


STATEMENT OF HON. MILTON R. YOUNG, A UNITED STATES 
SENATOR FROM THE STATE OF NORTH DAKOTA 


CONSTRUCTION OF PERMANENT HOUSING 


Senator SALronstTaLL. The committee will come to order. 

Before taking up the group from the Veterans’ Administration, the 
chairman recognizes Senator Young for what he informs is a very 
brief statement. 

Senator Youna. Yes, sir; that is correct, Mr. Chairman. I appre- 
ciate the opportunity to appear first, and my statement is very short, 
which will permit me to attend some other meetings. 

I may say at the outset that the chairman of this committee is one 
of the most courteous, delightful Members of the Senate, but that 
does not mean it is easy to get him to approve an appropriation. 
One has to make a real case. 

On an inspection visit of the Fargo eee I found a startling 
situation existing with the present temporary housing facilities. 
These quonset houses for the professional staff members were erected 
approximately 6 years ago and needless to say have deteriorated 
quite badly. This, in my opinion, is not through neglect nor lack of 
maintenance, but primarily due to the fact that temporary construe- 
tion of this nature is short-lived at its best. 

To give the members of this committee a little historical back- 
ground, I have been advised that as long ago as 1947, preliminary 
plans to construct permanent housing facilities at the Fargo Hos- 
pital were undertaken. The following year a more detailed survey 
was developed, but unfortunately it was never completed. 

The plan as proposed included housing facilities for the manager 
of the hospital, the chiefs of professional services, medicine, and 
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surgery—as well as the engineering officer. The funds which I am 
requesting would be used to make available a 4-apartment house and 
a residence for the manager, or a total of 5 housekeeping quarters. 

As the members of this subcommittee know, existing Veterans’ Ad- 
ministration regulations require the engineering officer to live on the 
hospital site. 

A personal inspection such as I made would clearly ot that the 
present housing is totally inadequate, difficult to heat, and offers 
numerous other problems. If this veterans’ hospital is to function 
as such, providing medical care and treatment to the veterans in that 
area, it is essential to have qualified doctors and other professional 
men. 

Mr. Chairman, we have had a problem for a long while to keep 
doctors there, and one of the major problems has been this inadequate 
housing. Of all the places to put quonset huts for living quarters 
North Dakota would be the worst place because of its cold climate, 

The inducement to obtain and keep this type of specialist has become 
exceedingly more difficult, due primarily to the lack of adequate living 
conditions at the Fargo Hospital. Tranfers of well-qualified pro- 
fessional men have been instituted, only to find the individuals con- 
cerned resign from the Veterans’ Administration rather than face the 
problem of maintaining a home in the existing inadequate housing 
facilities there. 

Through action taken by Congressman Krueger of North Dakota, 
the present manager of the Fargo Hospital, and myself, plans are 
presently under way to transfer the regional office quarters, which 
have been located in downtown Fargo, to the ho spital, where they will 
occupy space in the so-called old hospit: al building. 

This is most advantageous and can be accomplished with very little 
expense. The result w ill be a sav ing of over $40,000 a year which has 
been paid for office rent for the space occupied by the regional office. 
With the addition of adequate living quarters, T am confident that 
the Veterans’ Admjnistration will have a very outstanding facility at 
Fargo. 

My amendment has the support of the veterans’ organizations in 
North Dakota as well as the national headquarters of the American 
Legion here in Washington. These officials, constantly working 
with many complex and detailed problems facing veterans, are fully 
cognizant of the Fargo situation. I am confident that members of 
this subcommittee will give careful consider ration to any testimony 
which may be submitted from interested veterans’ organizations sup- 
porting my amendment. 

The Bureau of the Budget, as the members of this subcommittee 
know, has looked on nonbed hospital construction, which includes 
living quarters for personnel, somewhat unfavorably. Following 
these directives, the Veterans’ Administration has been hesitant. to 
press for funds to do this job. 

It appears to me, with the existing situation as it is, the only method 
in which this entire matter can be resolved is through congressional 
action. The need is ever present and becoming more yacute each pass- 
ing year. 

T am hopeful, Mr. Chairman, that this subcommittee will see fit to 
approve my amendment and appropriate the necessary funds for these 
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needed improvements and construction of permanent housing facilities 
for the Fargo Hospital. 

Mr. Chairman, | want to again sincerely thank you for the oppor- 
tunity to appear here this morning. 


PROPOSED AMENDMENT 


Mr. Chairman, I would like to submit this amendment, and I hope 
the committee may see fit to give it favorable consideration. 

Senator SautronstauL. Thank you, Senator Young. 

(The proposed amendment follows :) 


AN AMENDMENT To Be PRroposep BY Mr. YOUNG TO THE BILL H. R. 8583 
A BILL Making appropriations for the Executive Office and sundry independent executive 
bureaus, boards, commissions, corporations, agencies, and offices, for the fiscal year ending 
June 30, 1955, and for other purposes 


On page 47, line 18, strike out “$3,400,000” and insert in lieu thereof “$3,525,000” 
and add the following: “of which $125,000 shall be available for alterations and 
improvements of the facilities at the Veterans’ Administration Center at Fargo, 
North Dakota.” 


Senator Savronsratn, Mr. Higley, in due course when you have 
had a chance to look into it, you might submit for the record your 
observations on this amendment. 

Mr. Hictey. Yes, sir. 

Senator SaurtonstaLL, Thank you very much, sir. 

Senator Youne. Thank you, Mr. Chairman. 

(The following was subsequently submitted :) 


VETERANS’ ADMINISTRATION STATEMENT RELATIVE TO STAFF QUARTERS AT FARGO, 
N. Daxk., VA HospPIrat 

Normally, five sets of quarters are provided at VA hospitals for those members 
of the staff who are required to reside on the station in order to provide adequate 
supervisory coverage at all times. 

The quarters at the Fargo, N. Dak., VA hopsital have been provided in Quonset 
huts which are entirely inadequate and unsuitable for satisfactory living 
quarters. In the nurses quarters, a conversion was made to provide two apart 
ments for staff members. In order to provide quarters for the manager and a 
duplex apartment for two additional staff families, an expenditure of $80,000 
will be required. 

Construction of suitable quarters will facilitate recruiting and keeping an 
adequate, qualified staff at this hospital. 

Senator SaLtronstTaLi. We have one other person who would like to 
be heard, Mr. Patterson of the Veterans’ Affairs Committee of the 


House. 


CUSHING HOSPITAL, FRAMINGHAM, MASS. 


STATEMENT OF EDWIN B. PATTERSON, COUNSEL TO THE COM- 
MITTEE ON VETERANS’ AFFAIRS, HOUSE OF REPRESENTATIVES 


Mr. Parrerson. I am Edwin B. Patterson, counsel for the Commit- 
tee on Veterans’ Affairs of the House. Iam here at the request of Hon. 
Edith Nourse Rogers, the chairman of the committee, to invite the sub- 
committee’s attention to the action of the Veterans’ Administration on 
April 5 in declaring the Cushing Hospital at Framingham, Mass., as 
surplus to its needs. This hospital acquired by the VA from the Army 
could be readily adopted for use as a domiciliary facility. 
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Mrs. Rogers had had numerous communications, as I am sure you 
have, Senator, to the effect that this should be established as a domi- 
ciliary facility or soldiers’ home, and I am asking to insert some let- 
ters which she received on that point, and ask the ‘subcommittee’s con- 
sideration of that. There is no such center in the general vicinity and 
it would serve a real need. 

Senator Sauronstatt. Thank you, Mr. Patterson. The Chair 
wonld state to you that it intends to ask Mr. Higley some avestions on 
that subject during the hearing. 

Mr. Parrerson. Thank you very much, Mr. Chairman. I appreci- 
ate the opportunity to be here. 

(The documents referred to follow :) 


THE COMMONWEALTH OF MASSACHUSETTS, 
Counctn CHAMBER, 
Strate House, Boston, November 20, 1958. 
Hon. Epirn Nourse Rocers, 
House of Representatives, Washington, D. C. 


DerArR REPRESENTATIVE RooErRs: I am directed by the executive council to for- 
ward to you herewith a copy of the resolutions adopted in council on Wednes- 
day, November 18, 1953, relative to the establishment of a federally operated 
soldiers’ home in Massachusetts, 

Very truly yours, 
CLARENCE R, ELAM, Evecutive Secretary. 


RESOLUTIONS ADOPTED BY THE Executive CouNCIL OF THE COMMONWEALTH OF 
MASSACHUSETTS ON WEDNESDAY, NOVEMBER 18, 1953 


Whereas there is no soldiers’ home in our Commonwealth under Federal juris- 
diction although Massachusetts has constructed and operates two excellent 
soldiers’ homes—one in Chelsea and one in Holyoke—the primary responsibility 
for the care of veterans rests with the Federal Government: and 

Whereas there are many federally operated soldiers’ homes in various parts 
of the United States—especially in the southern and western parts—to care for 
ill and elderly former servicemen in their declining years, and the nearest fed- 
erally operated soldiers’ home to Massachusetts being located at Togus, Maine; 
and 

Whereas the Department of Defense and the Veterans’ Administration have 
indicated that they do not intend to further operate the facilities now known as 
the Cushing Hospital at Framingham, Mass.; and 

Whereas the facilities at Cushing Hospital are ideally suited for a soldiers’ 
home and could be converted at small cost for that purpose: Now, therefore, 
be it 

Resolved, that the Governor’s Council of Massachusetts urge the appropriate 
Federal department to establish a soldiers’ home in Massachusetts, under Fed- 
eral juridiction at the present location of the Cushing Hospital, at Framingham, 
Mass,: and be it further 

Resolved, That copies of this resolution be sent to the President of the United 
States, United States Senators Saltonstall and Kennedy, the 14 Members of the 
United States House of Representatives from Massachusetts, the Secretary of 
Defense, and the Administrator for Veterans’ Affairs. 


THe AMERICAN LEGION, 
DEPARTMENT OF MAssacHusetts, INC., 


Boston, December 9, 1958. 
Hon. Eprrn Nourse Rocers, 


House Office Building, Washington, D. O. 


My Dear ConcresswoMan: At the last meeting of the department executive 
committee of the American Legion, department of Massachusetts, held on 
November 21, the following resolution was unanimously adopted: 

“Whereas there is an apparent need for increasing domiciliary facilities as may 
be offered by a veterans’ home so-called to veterans in need of such accommoda- 
tion, and 
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“Whereas veterans of this commonwealth could be better served by the Federal 
Government with a facility close at hand within the confines of the State of 
Massachusetts, and 

“Whereas the Cushing Veterans’ Administration Hospital located in the town- 
ship of Framingham, Mass., currently being vacated by said Veterans’ Adminis- 
tration, an agency of the Federal Government, lends itself as a most desirable 
site for veterans in need of care other than hospitalization, and 

“Whereas this fifth district (Middlesex County Council), department of Massa- 
chusetts, the American Legion, in meeting assembled at Maynard, Mass., on 
November 15, 1953, recognizes the subject matter as most beneficial to veterans, 
does record itself favorably, and 

“Resolved, That the department of Massachusetts, the American Legion, 
through its executive committee presents the subject matter to the Federal Gov- 
ernment authorities, through echelons, praying that it will activate this site 
for the purpose herein outlined ; and be it further 

“Resolved, That prompt overtures be made to the end that present available 
facility may be activated under Federal control, as a much-needed ‘veterans’ 
home’ in this area.” 

We would appreciate your serious consideration and cooperation in the above 
matter and to further substantiate the above facts. A check into the number of 
domiciliary facilities throughout the Nation, based on veteran population and 
sponsored by the Federal Government, would warrant such domiciliary facilities 
here in Massachusetts. 


Yours very truly, 
A. LEo ANDERSON, 
Department Adjutant. 


Josern L. Stevens Post No. 1240, 
VETERANS OF FOREIGN WARS OF THE UNITED STATES, 
Swampscott, Mass., January 6, 1954. 
EpitH N. RocErs, 
Chairman of Military Affairs Committee, 
Washington, D. C. 

Dear MapAM: Whereas New England’s 1,500,000 veterans are the only such 
group in the country without a VA domiciliary home, we the legislative action 
committee of Joseph L. Stevens Post 1240 VF'W of Swampscott, Mass., do pray 
for your assistance in procuring the Cushing Hospital in Framingham, Mass., as 
a VA domiciliary home for this section. 

Respectfully yours, 
W. F. Buckley, legislative officer: A. F. DYAgnese, commander; mem 
bers of committee: Charles D’Agnese, Forrest Carpenter, Wm. C. 
Ryan, Albert J. Ralph, Daniel P. Regan, Charles Morris, Armand 
Leone, Carl D’Agnese, Walter V. Mueller. 





VETERANS OF FoREIGN WARs or UNITED STATES, 
DEPARTMENT OF MASSACHUSETTS, 
Dorchester, Mass., December 15, 19538. 
Hon. Evirn Nourse Rocers, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSWOMAN: The legislative committee of district 1, department of 
Massachusetts, Veterans of Foreign Wars, has considered your reply to the 
resolutions. Late information from Washington indicates that the matter of 
domiciliary facilities should be given immediate attention and preference. 

The Bureau of the Budget has given the green light on construction of hospitals 
at San Francisco and Topeka. You remember that the funds for these hos- 
pitals were included in the second independent offices appropriation bill when it 
passed the House of Representatives but were deleted by the Senate (excepting 
$2,500,000 for plans) and the action of the Senate was agreed to in conference 
and so enacted into law. 

Now the Bureau of the Budeet has made the funds available for these hospitals 
out of “no year” items in the Veterans’ Administration appropriations for the 
current and previous fiscal year. 

We are not opposed to these hospitals being built. Rather we hope that an ef- 
fort will be made by you to adopt these successful tactics. 
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We can hope that the Veterans’ Administration officials in their replies will 
be consistent with their previously stated favorable opinions which were reported 
in our resolution. 

May we add that in the Senate hearings on the 1954 second independent 
offices appropriation bill, the Veterans’ Administration representatives brought 
out the inadequacies of domicillary care. 

To sum up, the Veterans’ Administration concedes the necessity ; money from 
“no year” appropriations was found to build hospitals in San Francisco and 
Topeka ; money from the same place should be available to put into operation the 
Cushing General Hospital for domiciliary purposes. 

You must understand our asking for this specific action when you realize 
the disappointment we have suffered over the year. Domiciliary facilities have 
heen opened in other parts of the country while the dire need grew here. Only 
by your active participation can the goal be reached. We feel that the veterans 
of this Commonwealth are in such need of domiciliary care that their interests 
in the Cushing Hospital are paramount. 

Very truly yours, 
FrANcIs X. Correr, 
Legislative Officer. 


Worcester, Mass., January 5, 1954. 
Hon. EptrH N. RoGers, 


Washington, D. C. 


Dear MApAM: In regard to the future use of the veterans’ hospital at Framing- 
ham, Mass., it is my opinion that this hospital be retained for the same purpose 
as formerly, for veterans. 

However, if this cannot be arranged it is my next opinion that this hospital be 
retained for the use of our aged and sick people, who certainly are entitled to 
such consideration. 

With best wishes for this year, and again thanks very much for the veteran 
pamphlet you forwarded me previously, I am, 

Sincerely, 
JOHN J. SULLIVAN, 


Save CusHING HOosPITaL COMMITTEE, 


Milford, Mass., January 17, 1954. 
Hon. Eprra Nourse Rocers, 


Chairman, Veterans’ Affairs Committee, 
House of Representatives, 
Congress of the United States, Washington, D. C. 


Dear CONGRESSWOMAN RoGers: By a unanimous vote of Milford’s recently 
organ'zed Save Cushing Hospital Committee, I have, as chairman of this commit- 
tee, been requested to solicit your active support of our efforts to have Cushing 
Hospital serve as a domiciliary home for aged and infirm veterans. 

I am taking the liberty of forwarding a copy of our resolution on this subject, 
drawn up by our Save Cushing Hospital Committee. Incidentally, our committee 
includes representatives from local VFW posts, American Legion, Disabled 
American Veterans, Italian-American World War Veterans, Yankee Division 
Veterans Association, State Guard Veterans, Marine Corps League, and Arme- 
nian Veterans. Since formation of this committee we have succeeded in having 
this resolution ratified by the county, district and State departments of all of these 
organizations. In this one instance at least, there is complete unity of thought 
and activity by these combined organizations. We feel that our committee has 
really accomplished something to date, inasmuch as Congressman Philbin has 
prepared a bill which will be filed at the coming session of Congress to have Cush- 
ing made into a domiciliary home. Support of this bill by all veterans organiza- 
tions would help to accomplish our objective. 

Knowing you as I do, I feel certain, and so stated to our committee this morn- 
ing, that we can count on not only your support, but on some helpful thoughts and 
advice as to what we may or should do to win this fight. We would be very pleased 
if you would communicate with us on this matter. 

One member of our local committee, who is an executive committeeman for the 
State department of the Disabled American Veterans made the suggestion this 
morning that we should find out if there is any possibility of hearings on Con- 
gressman Philbin’s bill being held in Framingham or Boston so that interested 
persons and members of committees such as ours would have an opportunity to 
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go before the committee hearings and express their feelings on this subject. Can 
you enlighten us on any such possibility? 

This week our committee has started all member organizations circulating a 
petition on this subject among the general public. These petitions as we have 
planned it, are to be sent to your office. 

Hoping to hear from you soon on this matter, I am, 

Sincerely yours, 
Joun F. X,. DAvorEN, Chairman 


RESOLUTION 


Whereas Cushing Hospital in Framingham, Mass., served an excellent pur- 
pose for many years as a general medical hospital and paraplegic center under 
the jurisdiction of the Veterans’ Administration; and 

Whereas it is a matter of fact and record that thousands of disabled veterans, 
including tubercular and mentally disabled veterans were restored to health in 
the tranquil and restful atmosphere of a unique medical institution characterized 
hy one-story construction, easy access to sunshine and fresh air, excellent recrea- 
tional and vocational facilities; and 

Whereas the Veterans’ Administration was forced to abandon this facility by 
an established target date by order of the Defense Department on the grounds 
that they (United States Department of Defense) had an immediate and critical 
need for the institution; and 

Whereas this order was carried out by the Veterans’ Administration to the 
extent that paraplegic and other veterans were literally pushed out of the insti 
tution they had known as home for many years and transported to other hospi 
tals. In many cases much more remote from the homes of their families and 
friends, especially in the cases of those veterans whose families reside in the 
extensive area of central Massachusetts; and 

Whereas the abandonment of Cushing Hospital as a Veterans’ Administratien 
facility had an adverse effect on the economy of many communities in central 
Massachusetts through the abolishment of all positions connected with the ad 
uinistration of the hospital; and 

Whereas the veterans’ and other patriotic organizations manifested a true 
spirit of understanding and cocperation by yielding to this move without violent 
protest in view of and in deference to the announced desperate need for this 
institution by the United States Defense Department: and 

Whereas all inquiries to the Veterans’ Administration regarding the necessity 
for the move by those interested in the plight of the veterans involved received 
the same reply to the effect that the facility was needed by the United States 
D*fense Department; and 

Whereas withn a few short months after all patients had been moved and 
Cushing Hospital had been relegated to the status of an abandoned group of 
buildings the United States Defense Department blandly announced that it de- 
cided that they had, after all, no future plans or no use for the institution and 
had therefore petitioned the President to turn this extremely valuable property 
of the taxpayers of the United States over to the General Services Administra- 
tion for disposition ; and 

Whereas there is at the present time no facility in all of New England for 
the care of old, infirm, chronic, and indigent veterans, such as the VA domiciliary 
home in Bath, N. Y. The existing facilities at Cushing Hospital are ideal for 
just such an institution for New England veterans: Therefore be it 

Resolved, That this organization go on record in full support of whatever steps 
are necessary to establish and maintain a Veterans’ Administration domiciliary 
home at the site of the Cushing Vospital; and be it further 

Resolred, That consideration of this proposal be fuily explored and investigated 
and a full presentation of all the facts involved be presented to the taxpayer 
hefore this valuable Federal property is abandoned or disposed of to any com 
munity, group, person, corporation or organization; and be it further 


‘esolved, That copies of this resolution be sent to every New England Repré« 
sentative and Senator in Congress, to the Administrator of Veterans’ A irs, 
the Secretary of Defense, and to the President of the United States. 

Civy or Poston 


IN CITY COUNCTI 


Whereas there is no soldiers’ home in our Commonwealth under Federal 
jurisdiction and, although Massachusetts has constructed and operates two 
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excellent soldiers’ homes—one in Chelsea and one in Holyoke—the primary 
responsibility for the care of veterans rests with the Federal Government; and 
Whereas there are many federally operated soldiers’ homes in various parts 
of the United States, especially in the southern and western parts, to care for 
ill and elderly former servicemen in their declining years, the nearest federally 
operated soldiers’ home to Massachusetts being located at Togus, Maine; and 
Whereas the Department of Defense and the Veterans’ Administration have 
indicated that they do not intend to continue the operation of the facilities now 
known as the Cushing Hospital at Framingham, Mass.; and 
Whereas the facilities at Cushing Hospital are ideally suited for a soldiers’ 
home and could be converted at small cost for that purpose: Now, therefore, 
be it 
Resolved, That the Boston City Council of Massachusetts urges the Congress 
of the United States to take the necessary steps, together with the appropriate 
Federal Department, to establish a soldiers’ home, under Federal jurisdiction, 
at the present location of the Cushing Hospital, at Framingham, Mass, 
in City Council April 12, 1954. Adopted. 
Attest : 


Water J, MALLoy, 
City Clerk. 
Senator SarronsTatt, Now we are ready to hear from the gentle- 
men from the Veterans’ Administration. We are pleased to have you 
gentlemen before the committee today. 


Vereran’s ADMINISTRATION 


STATEMENTS OF H. V. HIGLEY, ADMINISTRATOR; F. W. KELSEY, 
CONTROLLER; J. D. BAKER, BUDGET OFFICER AND ASSISTANT 
CONTROLLER; U. E. WELLS, ASSISTANT TO THE BUDGET OFFICER; 
G. H. BIRDSALL, ASSISTANT ADMINISTRATOR FOR LEGISLATION; 
R. M. EDGAR, ASSISTANT ADMINISTRATOR FOR CONSTRUCTION; 
R. H. STONE, DEPUTY ADMINISTRATOR, DEPARTMENT OF VET- 
ERANS’ BENEFITS; A. H. MONK, CONTROLLER, DEPARTMENT OF 
VETERANS’ BENEFITS; C. G. BECK, DEPUTY ADMINISTRATOR, DE- 
PARTMENT OF INSURANCE; E. 0. GARDNER, ASSISTANT DEPUTY 
ADMINISTRATOR, DEPARTMENT OF INSURANCE; ADM. J. T. 
BOONE, CHIEF MEDICAL DIRECTOR, DEPARTMENT OF MEDICINE 
AND SURGERY; DR, ROY WOLFORD, ASSISTANT CHIEF MEDICAL 
DIRECTOR, DEPARTMENT OF MEDICINE AND SURGERY; DR. J. E. 
FAUBER, ASSISTANT CHIEF MEDICAL DIRECTOR, DEPARTMENT 
OF MEDICINE AND SURGERY; A. F. BIGELOW, CONTROLLER, DE- 
PARTMENT OF MEDICINE AND SURGERY; L. F. SCHOEN, DIRECTOR, 
MEDICAL BUDGET SERVICE; M. A. CHAPMAN, DIRECTOR OF 
HOMES, VETERANS’ ADMINISTRATION; J. NORMAN LODGE, 
DIRECTOR OF PUBLIC RELATIONS, VETERANS’ ADMINISTRATION: 
AND HARRY STANSFIELD, ASSISTANT DIRECTOR, INVESTIGA- 
TION SERVICE 
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SUPPLEMENTAL REQUEST 


Senator SALronstaALL. We will have inserted in the record at 
this point a communication from the President requesting a change 
and the justification therefor. 

(The document referred to follows:) 


[S. Doe. No, 114, 88d Cong., 2d sess, ] 


COMMUNICATION FROM THE RESIDENT OF THE UNITED Srates TRANSMITTING A 
PROPOSED SUPPLEMENTAL APPROPRIATION FOR THE VETERANS’ ADMINISTRATION, 
FiscaL YEAR 1955, AMOUNTING TO $7,500,000 


Tur Waite Hovsr, 
Washington, April 20, 1954. 
The PRESIDENT OF THE SENATI 

Sir: I have the honor to transmit herewith for the consideration of the Con 
gress a proposed supplemental appropriation for the fiscal year 1955, in the amount 
of $7,500,000, for the Veterans’ Administration in the form of an amendment to 
the budget for said fiscal year. 

The details of this proposed appropriation, the necessity therefor, and the 
reasons for its submission at this time are set forth in the attached letter from 
the Director of the Bureau of the Budget, with whose comments and observations 
I concur 

Respectfully yours, 
Dwicnt D. EISENHOWER. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., April 16, 1954. 
The PRESIDENT, 
The White House. 

Sir: I have the honor to submit herewith for your consideration a proposed 
supplemental appropriation for the fiscal year 1955 in the amount of $7,500,000 
for the Veterans’ Administration, in the form of an amendment to the budget 
for said fiscal year, as follows: 


INDEPENDENT OFFICES 


VETERANS’ ADMINISTRATION 


| 
Budget} ve : Original . 
page | Heading eutimate Change to Increase 
53 | General operating expenses $164, 700, 000 | $172, 200, 000 $7, 500, 000 


This proposed supplemental appropriation is necessary because the Adminis- 
trator of Veterans’ Affairs has determined, through study subsequent to the 
submission of the 1955 budget, that it is not possible to effect the consolidation 
of Veterans’ Administration field operations as soon as was contemplated in 
the budget. It now appears necessary to delay any steps toward this consolida- 
tion until after the end of the current calendar year. Any savings accruing 

s a result of consolidations in the second half of the 1955 fiscal year will be 

| offset by the one-time cost of consolidating. 
I recommend that the foregoing proposed supplemental appropriation be 
| transmitted to the Congress. 
| Respectfully yours, 
ROWLAND HvuGHES, 
Director of the Bureau of the Budget. 


15746—54 48 
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tmounts available for obligation 


} 
Difference, 
| Increase (+-) 
| or 
decrease (—) 


| Fiscal year 
In budget 1955 revised 
| estimate 









Appropriation or estimat $164, 700, 000 | $172, 200, 000 +$7, 500, 000 








Obligations by activities 







Fiseal vear Difference 
In budget 1955 revised | crease (+ 
estimate | OF decreas 


( 













General administration 


it $16, 932, 550 $16, 932, 550 
- nsurance 







































(a) Progr: rlar E lireect v.¥ 7,7 
a Program planning and direction 3, 047, 711 3,047, 711 
(6) Field operations 
(1) Executive administration... 142, 472 142, 472 
(2) | surance operations 24, 297, 541 24 297, 531 
(3) Otfice services 6, 820, 836 6, 820, 836 
; 520, ), 820, R3¢ 
4. Veterans’ benetit , 
(a) Program planning and direction 5, 867, 176 ‘67, 176 
(6) Field operatio eae 
1) Executive administration 2, 338, 860 2, 586, 366 +-$247, Soe 
(2 — ict 8, 050, 194 8, 607, 440 +638, 246 
; 1ims 20, 622, 077 22, 706, 478 +2, 174.4 
1) Vocational rehabilitation 26, 274, 052 27 921. 597 1] an 7 
(5) Loan guaranty 10, 990, 988 12' 07 " 999 85 001 
‘ : A é », YOO Os! 1 
6) Readjustment allowance ; en 
(7) Guardianship 7, 777, 2H2 8, 5 
(8) Office services 1 2. 







Total obligations 





164, 700, 000 172, 200, 000 | +7, 500, 000 





Obligations by objects 






Tare " 
Fiscal year Differenc 
In budget 1955 revised | erease (+ 


estimate ea 
decrease 










Total number of permanent positions 
Average number of all employee 





36, 738 
34, 708 +1, 575 






01 Personal services 
Permanent positions $137 
Regular pay in exc §2-week base 
Payment above basic rates 











$144, 898, 305 +$7. 471. 265 
551, 810 | +28, 735 


542, 232 



































in — t : personal services 138, 492, 347 145, 992, 347 | +7, 500, 000 
Zuo ryyee 3, 200, 000 | 3, 200, 000 
seneiiciary 204, 45 24 “) | 
03 Transportation of thing oT er oar one 
04 Communication services 1, 539, 409 4 539, 409 
05 Rents and utility services 1, 829, 111 1, 829, il 
0 Printing and reproduction 1, 893, 737 1) 893. 737 
07 Other contractual services 7, 145, 082 7, 145, (82 
OS Supplies and materi ils 2, 355, 708 2, 365 708 | 
09 Equipment 750, 354 "5 30 
10 Lands and structur ; 
11 Grants, subsidies, and contributions 3, 390, 000 3, 390, 000 
13 Refunds, awards, and indemnities 4, 000 "40; 000 
15 Taxes and assessments 289, 006 289. 006 











Subtotal 164, 787, 061 172, 287, 061 


Deduct charges for quarters and subsistence 87, 061 87, OOl 


+-7, 500, 000 














ee 3 . 
Potal obligations 164, 700, 000 172, 200, 000 





+-7, 500, 000 
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Detail of personal services 


Fiscal year 1955 Difference, increase 


In budget revised estimate (+) or decrease ( 


| Num- Total Num- Total Num- Potal 
ber | salary ber salary ber salary 


otal permanent, departmental 4,075 |$18, 064, 400 4,075 $18, 964, 400 
Deduct lapses “ 305 1, 305, 951 305 1, 305, 951 


Net permanent, departmental (av 
erage number, net salary 3,080 | 17, 658, 449 
Regular pay in excess of 42 hour week 
Payment above basic rates 
Overtime and holiday pay 
Nightwork differential 


All personal services, departmental 


Total permanent, fleld ! 
Deduct lapses 


Net permanent, field (average num 
ber, net salary 20, 111 fi 30, 686 
Regular pay in excess of 52-week base 
Payment above basic rates: 
)vertime and holiday pay 
Nightwork differential 
Additional pay for service abroad 


All personal services, field 120, 747, 304 


1 Personal services 138, 492, 347 


The.permanent positions listed in the budget are suiligient to cover the increased average employment 
requested 


| 
1953 actual] | 1954 estimate | 1955 estimate 


Average Salaries and grades 
General schedule grades 
Average salary 
Average grade 
‘rafts, protective, and custodial grades 
Average Salary 
Average grade P¢ 
Ungraded positions: Average salary 34,17 $ $4, 20 


$4, 189 


Gs 


PROPOSED LANGUAGE CHANGES 


Senator SatronsraLu. The Chair also is in receipt of a letter from 
the Administrator stating the proposed language changes desired by 
the Veterans’ Administration which will be inserted in the record 
at this point. 

(The document referred to follows :) 


Apri 8, 1954. 
Hon. Leveretr SALTONSTALL, 
Chairman, Subcommittee in Charge of Independent Offices Appropriations 
Bill, 1955, United States Senate, Washington 25, D. C. 


My Dear SENATOR SALTONSTALL: In response to your letter of March 29, 1954, 
there is transmitted herewith a listing by page and line of the changes in H. R. 
S583 as passed by the House of Representatives which the Veterans’ Adminis- 
tration deems necessary. 

This listing also contains a brief explanation of the need for each change, and 
further information with respect thereto will be presented when we appear 
before your subcommittee in connection with our fiscal year 1955 appropriation 
requirements, 

Sincerely yours, 
H. V. Hiatey, Administrator. 
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CHANGES REQUESTED IN H. R. 8583 


GENERAL OPERATING EXPENSES APPROPRIATION 


Page 42, line 2, change the word “fifteen” to “twenty-one.” 

Our original request for 22 passenger-carrying vehicles included 21 sedans and 
1 ambulance. Since ambulances are not considered as passenger-carrying ve- 
hicles, our request is adjusted accordingly. 

The 21 sedans estimated for replacement during fiscal year 1955 will aver- 
age approximately 7% years old or will have traveled an average of approxi- 
mately 80,000 miles per vehicle. These averages fall well within the replace- 
ment criteria as set forth in GSA Regulation 1-I1I-201-.01. Experience has 
proven that the cost of maintaining these sedans in good and safe operating con- 
dition is not economical as in most instances the total cost of maintenance and 
repair for the life of the vehicles will exceed the original cost. It is believed 
to be in the interest of economy that they be replaced. 

Page 42, line 4, change amount from $2,690,000 to $3,200,000. 

The House bill places a ceiling of $2,690,000 for the expenses of travel of 
employees as against the ceiling of $3,200,000 contained in the budget estimate 
to the Congress, or a reduction of $510,000. It is requested that the ceiling 
be placed at $3,200,000. It is believed that this ceiling for expenses of travel 
of employees is necessary to discharge the VA's legal responsibilities and to 
defray travel expenses of employees when it is determined to merge workloads 
between field offices. 

Page 42, line 9, change amount from $163,922,300 to $164,485,300. 

To provide the funds required to meet the additional needs arising from the 
changes requested in the language of the “General operating expenses” appro 
priation. This increase of $563,000 is composed of $7,000 for passenger-carrying 
vehicles, $510,000 for travel of employees, and $46,000 for public relations per 
sonnel, 

Page 42, line 11, change the word “fifteen” to “twenty-six.” 

The number of personnel allowed for public relations work in the Veterans’ 
Administration has been substantially reduced each year by appropriation limi- 
tations, resulting in a current employment Icvel of 26. It is essential that in- 
formation specialists engaged in public relations work be located in various parts 
of the country, particularly in the large metropolitan areas, and that a small 
staff be maintained in the Washington office. Any further reduction in the 
present employment level of 26 would in effect destroy the effectiveness of this 
valuable service, 








INPATIENT CARE APPROPRIATION 


Page 48, line 12, change the word “fifty” to “seventy.” 

Our original request for 84 passenger-carrying vehicles included 70 sedans and 
14 ambulances. Since ambulances are not considered as passenger-carrying vehi- 
cles our request is adjusted accordingly. The replacement of 70 sedans in the 
fiscal year 1955 is necessary for the following reasons: 

1, This type of vehicle is frequently used to transport patients which reduces 
the necessity for contract ambulance services. 


2. A large number of the hospitals and domiciliaries do not have public trans- 
portation facilities readily available. 

3. Of the 70 vehicles to be replaced, 48 are model 1946, 19 are model 1947, 3 
are model 1948, and 5 are model 1949, and the average mileage will approximate 
80,000 miles. In order to maintain these vehicles in a safe operating condition, 
in a majority of instances, the maintenance and repair costs have exceeded the 
original cost of the vehicle. It is apparent that this is not economical and that 
it would be to the interest of the Government to replace these vehicles. 





OUTPATIENT CARE APPROPRIATION 
Page 44, line 12, change amount from $76,744,000 to $93,365,000. 
Our estimated fund requirements under this appropriation were predicated 

on the continuance of the limitation applicable to outpatient dental care and 

were so presented to the Congress. The House Appropriations Committee ap- 
proved our request on this basis, as evidenced by the bill reported to the Com- 
mittee of the Whole House. The elimination of this limitation increases our fund 
needs for outpatient dental activities to the extent of $16,621,000, and it is, there- 
fore, requested that the appropriation under this title be adjusted in this amount. 
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INDEPENDENT 








PREPARED STATEM «NT 






Senator SattonsTautt. Then, Mr, Higley, we will file your statement 
in the record and have you proceed informi illy, or as you desire. 
(The statement referred to follows :) 










Mr. Chairman and gentlemen of the committee, we are appearing before you 
today in connection with the appropriation requirements of the Veterans’ 
Administration for the fiscal year 1955. House bill 8583 includes a total of 
$3,779,432,800 for this purpose as against a request of $5,892,473,000 included 
in the budget of the United States, or a reduction of $113,040,200. The following 
tabulation shows these amounts by appropriation item: 















3 are Amount re Amount in +, - 
Appropriation quested House bill Adjustment 



















eneral operating expense 1 $164, 700, 000 $163, 922. 300 $777, 700 
Medical administration and miscellaneous operating 
enses 14, 64, 000 14, 654, 000 
Inpatient care 2 597, 2 000 0), O92. SOO 6, 26:2, 500 
t tient care 76, 744, 000 7 44, 000 
M tenance and operation of supply depots 1, 654, 000 1, 654, 000 
Compensation and pension 2 535. 000. 000 2. 435. 000, OOK 100. 000, 000 
tment benefits 387, 000, OOK 387, 000, 000 
Military and naval i Irance 4,982. 000 4, 932. 000 
Hospital and domiciliary facilitic 39, 000, 000 39, 000, 000 
it 1a] service life i rane +6, 570, 000 40. STO. 000 6. 000. 000 
icemen’s indemnities 30. 000, 000 80. 000. 000 
trants to the Republic of the Philippines 1, 564, 000 1, 564, 000 
Major alterations, improvements, and repair 3, 400, 000 3, 400, 000 













Vetera Administration 3, 892, 473, 000 3, 779, 432, SOK 13. 040. 200 





tal, 











Does not include an increase of $7,500,000 transmitted as an amendment to the budget, on Apr. 20, 1954 
Includes $554,128,00 r maintenance and operation of hospital 18,891,000 for contract ! pitalization 


$24,236,000 for maintenance and operation of domiciliary facilities 















GENERAI 





OPERATING EXPENSES 











The amount requested under this heading of $164,700,000 is a reduction of 
$28,831,000 from the amount appropriated for the current year. The amount 
recommended in the House bill is a further reduction of $777,700, composed of 
decreased allowances for employee travel, supplies, printing, automobiles, and 
public-relations personnel. It is desired to point out that both the amount re 
quested in the President’s budget and the amount recommended by the House 
for this appropriation anticipated a savings of $10 million to be realized from 
the consolidation of regional office workloads. This savings was predicated on 
the belief that a substantial number of consolidations could be accomplished 
in the current fiscal year; however, it is my opinion that this cannot be under 
taken until at least the last half of the fiscal year 1955 and therefore any savings 
resulting therefrom in that fiscal year will be offset by the additional expenses in 
cident to consolidation. The Bureau of the Budget has recognized this condi- 
tion and under date of April 20, 1954, the President transmitted an amendment 
of $7,500,000 to the budget estimate. 






























MISCELLANEOUS OPERATING EXPENSES 





AND 





MEDICAL 





ADMINISTRATION 








The funds amounting to $14,654,000 requested under this title are to cover 
central office medical administration expenses, medical education and training, 
and medical research. The amount requested and recommended is comparable 
with the appropriation for the current year and will provide the same amounts 
for medical research and medical education and training as are available in the 
fiscal year 1954. 













INPATIENT CARE 










This appropriation is a new item in the fiscal year 1955 and consolidates the 
appropriations “Maintenance and operation of hospitals,” “Maintenance and 
operation of domiciliaries,” and “Contract hospitalization” into one aceount. 
The amount of $590,992,500 proposed in the House bill compares with a total of 
$592,831,300 appropriated for this purpose in the fiscal year 1954. Although 
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the amount recommended in the House bill is $6,262,500 less than our original 
request for the fiscal year 1955, the Veterans’ Administration has agreed to this 
reduction on the basis of: (1) The consolidation of appropriation items will per- 
mit greater fund flexibility, and (2) an appropriation based on patient load 
rather than operating beds will assist the Veterans’ Administration in its efforts 
to continue the higher bed utilization now being experienced. An average bene- 
ficiary load of 127,000 (excluding veterans in State homes) has been used in 
determining the funds needed under this heading. 


OUTPATIENT CARE 


The amount of $76,744,000 recommended in H. R. 8588 for this purpose is the 
same as requested by the Veterans’ Administration and is a reduction of 
$15,933,900 from the amount of $92,677,900 appropriated for the current year. 
A substantial part of this reduction was based on a decreasing need for funds 
for fee basis dental activities. Our estimate of $76,744,000 was predicated on the 
continuance of the dental eligibility provision contained in the fiscal year 1954 
Appropriation Act and the approval of this amount by the House Appropriations 
Committee was also contingent upon this condition. In view of the action taken 
by the House of Representatives in eliminating this proviso it is estimated that 
the appropriation recommended under this heading will be insufficient to meet 
our requirements to the extent of $16,621,000. 


MAINTENANCE AND OPERATION OF SUPPLY DEPOTS 


This appropriation of $1,654,000 is to provide for the maintenance and opera- 
tion of the 3 Veterans’ Administration supply depots. The amount proposed is 
the same as our request and is $146,000 less than the appropriation for the cur- 
rent year. 


COMPENSATION AND PENSIONS 


This appropriation of $2,435 million covers the payment of compensation and 
pensions to veterans and their dependents as authorized by law including sub- 
sistence payments to veterans in training under the provisions of Public Laws 
16 and 894 and burial awards as authorized by Veterans’ Regulation No. 9 (a), 
as amended. The amount proposed in H. R. 8583 is $100 million less than the 
amount requested by the Veterans’ Administration and $26,291,000 less than the 
amount appropriated for the current year including the pending supplemental 
appropriation request. Restoration of this reduction is not being requested at 
this time since it is recognized that our needs are based entirely on requirements 
to meet contractual obligations of the Federal Government and it is assumed 
that the Congress will previde additional funds if the situation demands. 


READJUSTMENT BENEFITS 


This appropriation of $387 million is for the payment of supplies, equipment, 
tuition, and subsistence for veterans in training under the provisions of the 
various laws, loan guaranty losses, property acquisition costs and housing grants 
for certain disabled veterans. The amount proposed by the House is the same as 
the Veterans’ Administration request and is $277,311,000 less than the appropria- 
tion for the fiscal year 1954. Although a substantial decrease in appropriation 
needs occurs in this category, a large portion of this reduction is due to an 
expected available balance from the current year of approximately $200 million. 















MILITARY AND NAVAL INSURANCE 








This appropriation of $4,982,000 is to provide for the payments arising from 
contracts with World War I veterans for what was known as war-risk insurance, 
The amount proposed in the House bill is the same as our estimate and is 
$3,436,000 more than the amount appropriated for the current year. Estimated 
obligations for the fiscal years 1954 and 1955 are comparable ; however, a balance 
of over $38,600,000 available from the fiscal year 1953 reduced our appropriation 
needs for the current year. 





HOSPITAL AND DOMICILIARY FACILITIES 





This appropriation is for the purpose of constructing and equipping new 
hospital facilities. The House bill contains the amount of $89 million requested 
by the Veterans’ Administration, which is an increase of $21,500,000 over the 
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amount appropriated for the current year. The amount requested and recom 
mended for the fiscal year 1955 includes $30 million for completing and equip- 
ping new NP hospitals at Topeka and San Francisco, whereas only a safficient 
amount to initiate construction on these new facilities was allowed in the current 
year. The additional $9 million requested will provide funds for major improve 
ments and nonbed additions at existing hospitals 


NATIONAL SERVICE LIFE INSURANCH 


This appropriation is for the payment of benefits and for transfers to the 
national service life insurance fund in accordance with the National Service 
Life Insurance Act of 1940, as amended. The amount proposed in the House 
bill of $30,570,000 for this purpose is $6 million less than our request and $44, 
180,000 less than the appropriation for the current year. House Report No. 1428 
indicates that the reduction of $6 million was made on the basis of an actuarial 
study. Information available to the Veterans’ Administration does not support 
this position ; however, no objection to this adjustment is raised at this time and 
1 supplemental appropriation request will be processed when determined neces 
sary 

SERVICEMEN’S INDEMNITIES 


This appropriation of $30 million is to provide for the payment of liabilities 
as authorized under the Servicemen’s Indemnity Act of 1951. The House bill 
contains the same amount requested by the Veterans’ Administration which is 
$5 million more than the appropriation for the current year including a pending 
supplemental appropriation request of $7 million. Our increasing appropria 
tion requirements in this category are directly related to the increasing number 
of indemnity claims being filed. 


GRANTS TO THE REPUBLIC OF THE PHILIPPINES 


This appropriation of $1,564,000 provides for the payment to the Republic 
of the Philippines of grants covering medical care and treatment expenses for 
veterans in accordance with the act of July 1, 1948 (50 U. 8S. C. App. 1991-1996). 
The amount recommended by the House is the same as our request and is $936,000 
less than the amount made available for the current fiscal year. The existing 
authority of the Veterans’ Administration to make these payments extends only 
until the end of the current calendar year and therefore our request covers only 
the amount needed for that period. 


MAJOR ALTERATIONS, IMPROVEMENTS, AND REPAIRS 


The amount of $3,400,000 included in H. R. 8583 under this heading is the same 
as requested by the Veterans’ Administration. No appropriation was requested 
for the fiscal vear 1954 as it was determined that the balance available from the 
prior year would be sufficient to meet expected needs. The amount for the fiscal 
year 1955 is bused on a listing of high priority items which must be given our 
immediate attention in the interest of economy, patient protection, and the 
preservation of Government property. 


REQUESTED LANGUAGE CHANGES AND RESTORATIONS 


It is requested by the Veterans’ Administration that the following changes be 
made in H. R. 8583 as passed by the House of Representatives : 

1. Page 42, line 2, change the word “fifteen” to “twenty-one.” 

2. Page 42, line 4, change umount from $2,690,000 to $3,200,000. 

3. Page 42, line 9, change amount from $163,922,300 to $171,985,300. 

4. Page 42, line 11, change the word “fifteen” to “twenty-six.” 

5. Page 43, line 12, change the word “fifty” to “seventy.” 

6. Page 44, line 12, change amount from $76,744,000 to $93,365,000 

Votor vehicles.—The changes requested under items 1 and 5 above are for 
the purpose of allowing the Veterans’ Administration to replace those sedans 
which are approximately 8 years old or have traveled about 80,000 miles. The 
replacement criteria as set forth in GSA Regulation 1—III—203.01 supports our 
request in this regard, and experience has proven that the cost of maintaining 
such vehicles in good and safe operating condition is not economical. 

Employee travel,—The change requested in item 2 is for the purpose of rester 
ing the limitation on employee travel in the appropriation “General operating 
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expenses” to the amount allowed for the current year and that requested in the 
budget estimates for the tiscal year 1955. It is belisved that the current ceiling 
on travel expenses for employees must be maintained for the Veterans’ Adminis 
tration to discharge its legal responsibilities and to provide for the additional 
travel expenses that will be necessary when it is determined to merge workloads 
between field stations. 

Appropriation amount.—The change requested in item 8 is for the purpose of 
increasing the amount to be appropriated under the title “General operating ex- 
penses” to provide for the additional expenses consisting of $510,000 for employee 
travel, $7,000 for motor vehicles, and $46,000 for public relations personnel, as 
indic ated by the language changes requested in this sparepetaion. In addition, 
this revised appropriation amount includes an increase of $7,500,000 to provide 
for the amendment to this appropriation allowance recently transmitted to the 
Congress by the President. 

Public relations personnel.—The change requested in item 4 is for the purpose 
of allowing the Veterans’ Administration to retain its current level of employ- 
ment in this valuable service. The number of personnel allowed for public rela 
tions activities has been substantially reduced each year by appropriation limita 
tions. Perhaps the most exhaustive management survey ever made of the VA 
was conducted by the firm of Booz, Allen & Hamilton. In the firm’s report of 
April 1952 was this comment about Information Service: “Efforts of this 
Service have been unduly restricted by Congress, much to the detriment of the 
agency. The public information program of Veterans’ Administration should be 
strengthened in every way possible within the limitations of reasonable budget 
allotments. Greater public information effort is required not only to improve 
public understanding and appreciation of Veterans’ Administration and its pro 
grams, but also to obtain better understanding of and compliance with established 
procedures by veterans. A more extensive public information program in this 
respect could serve to eliminate thousands of letters and clerical actions resulting 
from failure to follow prescribed procedures. I/t is anticipated that a fully effec 
tive public information program would pay for itself in administrative savings 
in other operations of Veterans’ Administration.” [Italic supplied.] The effec 
tiveness of this Service is dependent upon information specialists engaged in pub 
lic relations work being located in various parts of the country and the mainte 
nance of a small staff in the Washington office. No part of work performed by 
these employees is devoted to the publicizing of any individual or the Veterans’ 
Administration as an agency. The primary function of this Service is to provide 
information to veterans and their dependents. 

Outpatient care The change requested as item 6 is to provide the additional 
funds required in the appropriation “Outpatient care,” to meet the additional 
dental workload which will result from the elimination of the eligibility provi 
sion contained in the language of this appropriation as submitted to the Con 
gress. The elimination of that proviso will increase our fund requirements 
for outpatient dental activities to the extent of $16,621,000 and it is, therefore, 
necessary that we request an appropriation increase in this amount. 










CONCLUSION 





I have attempted to make this general statement as complete as possible; 
however, the need for brevity precluded the possibility of including herein a 
detailed justification of the changes in H. R. 8588 which the Veterans’ Adminis 
tration believes necessary. <A further explanation of the changes needed with 
respect to employee travel, public-relations personnel, and outpatient dental 
funds has been prepared and may be inserted in the record if the committee 
desires. 

The various officials of the Veterans’ Administration who are here with me 
are prepared to furnish you with any further information you may desire with 
respect to the programs and appropriations under their jurisdiction. 












JUSTIFICATION 





OF TRAVEL RESTORATION OF $510,000 








It is requested that the travel limitation be changed from the $2,690,000 as 
reported by the House Appropriations Committee to $3,200,000 as originally 
requested. This change is necessary in order to provide for the anticipated 
travel requirements in fiscal year 1955 for the Department of Veterans’ Benefits. 

The reduction of $510,000 in the estimate for the expenses of travel by the 
House Appropriations Committee was apparently hased on the premise that with 
a lesser number of employees in the fiscal year 1955 the total travel expenses 
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should be reduced assuming thac the cost of travel per employee for the fiscal 
year 1955 should not exceed the unit cost per employee for fiscal year 1954. 
Since all employees do not perform travel in connection with their official duties, 
there is not a direct relationship between the total number of employees and the 
total cost of required travel. Further, a substantial part of the reduction in 
the number of employees for fiscal year 1955, as compared to the requirements 
for fiscal year 1954, was based on the assumption that there would be a consoli 
dation of workloads. Actually, if the consolidation could be made, it would 
not reduce materially, if any, the amount of travel required but, in fact, might 
increase slightly the total amount of travel because of longer distances to be 
traveled by employees to render proper services to veterans. However, aside 
from this fact, it has now been determined that the consolidation of workloads 
cannot be accomplished at least until the latter part of fiscal year 1955, and 
the Bureau of the Budget has been requested to consider a supplemental appro- 
priation to provide for an additional number of employees as a result of this 
decision. 

Present workload trends in our loan-guaranty activities at field stations 
indicate that travel during fiscal year 1955 for this activity must be substan- 
tially increased over past experience. This is indicated by the tremendously 
increased workloads currently being experienced. Fér example, requests for 
appraisals have increased from approximately 33,000 in January to 60,000 in 
March. This increased load is indicative of the overall increased volume of 
work which must be handled by this activity in 1955. 

The original travel estimate for the Vocational Rehabilitation and Education 
Division in the field contemplated that 139,186 travel days would be required 
at a cost per travel day of $9.34. Present workload trends and revised projec- 
tions for fiscal year 1955 indicate that the full amount as requested will be needed 
for this activity. This travel requirement is to provide for (1) visiting Public 
Law 550 training facilities to assure that payments of education and training 
allowances are in accord with the requirements of law; (2) induction and super- 
vision of disabled veterans at their places of training in order to facilitate their 
rehabilitation ; and (8) negotiation of contracts with training facilities, verifying 
charges for services rendered and performing audits in connection with contract 
terminations. 

Since the workload volume and estimated requirements of the above two 
functions are generally indicative of the activity of regional offices which reflects 
to the other segments of regional offices, the total amount for travel as requested 
originally is required for the efficient performance of all regional office functions. 


REDUCTION IN PUBLIC-RELATIONS PERSON NEL 


This proposed reduction, from 26 to 15 persons, represents a cut of more than 
40 percent from both the present on-duty strength, and the request contained in 
the President’s budget. 

In my honest opinion, if the reduction is permitted to stand: 

(1) The cost to the Government will far exceed the $46,000 “savings” the 
reduction seeks to effect. 

(2) It will seriously curb the flow of benefits and advisory information to 
veterans and their dependents. 

(3) It will severely handicap the Nation’s press and other media in their 
proper pursuit of public information. 

(4) It will divest me of authority to make the most effective use of appro- 
priated funds for the benefit of the Administration and veterans. 

Through a series of congressional cuts since March 1947, Information Service 
has been reduced in authorized strength by more than 80 percent. The addi- 
tional reduction now proposed in H. R. 8583 would further compound the critical 
cuts already made in this program. 

The restriction to 15 persons is difficult to reconcile with the fact that VA, 
the largest independent agency, has an informational obligation to veterans and 
their families—a group composing 42 percent of the Nation’s population—and is 
accountable to the public for the activities of more than 182,000 full- and part- 
time employees. No purt of the VA information program is devoted to the 
publicizing of any individual nor of the agency as an agency. 

At its present low strength, I believe VA’s information office to be the 
smallest per capita (of buth employee and veteran served) of any Government 
information office. 
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For fiscal year 1952, a Budget Bureau report (the latest report available), 
shows a total employment of Government public-relations personnel equivalent 
to 3,634 full-time employees at an annual expenditure of $17,134,390.57. VA's 
Information Service accounted for only 1.3 pereent of the employees, and less 
than 2 percent of the expenditures. 

Within VA there are 2 primary sources of benefits information available to 
the present veteran population of more than 20,600,000, and the thousands of new 
veterans being discharged each month. One is Contact Service; the other is 
Information Service 

In 1947 Contact Service operated 912 strategically located small offices, and an 
additional 2,525 locales were served via an itinerant contact service. Vresently 
these offices total 297, and itinerant service has virtually been eliminated. It is 
obvious, therefore, that veterans and their dependents must rely increasingly 
on Information Service to inform them of the rights and benefits granted by Con- 
gress. And let me make it clear that VA merely “informs” veterans concerning 
benefits. It never seeks to “sell” benefits. 

In addition to disseminating information to veterans and their dependents, 
Information Service is a focal point of inquiries. 

In central office alone, 7 information specialists handle an average of 100 
telephone calls per day from members of the press, congressional offices, vet 
erans’ organizations offices, and other sources, in addition to their regular duties 
of preparing news releases, radio material, etc. The office also receives many 
in-person visits from reporters and others seeking information, and prepares 
replies to a large number of letters requesting information. 

A relatively comparable volume of inquiries is directed to each of the field 
information specialists 

Reduction in this staff of trained employees inevitably would result in divert 
ing inquiries to a variety of operating officials and offices. Such diversion would 
consime time of VA officials that otherwise could be devoted to administrative 
activities, and would greatly delay the flow of information. 

In evaluating the Information Service workload, consideration should be given 
the fact that that office handles all radio and television activities for the Presi 
dent’s Committee on Employment of the Physically Handicapped. In 1953, Infor 
mation Service arranved for the contribution of public-service time to this cause 
in the amount of $1,059,500. 

Information Service is a tremendously valuable tool of management Its 
assistance to administrative and operating officials greatly enhances the efficiency 
and economy of service to veterans. , 


JUSTIFICATION 










FOR INCREASE 





IN OUTPATIENT APPROPRIATION OF $16,621,000 





The fiscal year 1955 estimate for the appropriation “Outpatient care” ($76 
744,000) provides $5,810,000 for fee basis dental care. The estimated require 
ments for this purpose were predicated on the assumption that the limitations 
“pplying to outpatient dental services and treatment, enacted in the appropria 
tion for fiscal vear 1954, would be continued in the appropriation lancuage for 
fiscal vear 1955, The fiscal year 1955 Appropriation Act, as passed hy the House 
of Representatives does not continne these limitations, Therefore, the anpro- 
priation amount should be amended to provide funds to care for the increased 
number of veterans who will be eligible 

It is requested that the appropriation, fiscal year 1955. for “Outnpstient care” 
be increased $16,621,000 over the $76.744.000 included in the House of Represent 
atives’ apnronriation hill (H.R. 8588). A revised obligations by activities table 
and justification for this increase follows : . 










Amount of 


Deseription TH. R. 8583 Rennested 
increase 


amount 








1. Oneration of clinies 
2. Office services 
Fee hasis care 


(7) Medical &, RO7, NAN &, 807, 00 
bh) Dental s 


"910,000 | 21,591,000 15, 781, 000 


R48, OW $55, A820 £240, 000 
, 194. 000 | 7, 194, 000 


~ 
~~ kh 


x 


Total direct obligations 76, 744, 000 98, 365, 000 16, 621, 000 














It is 
increas 
examil 
averag 
ment 0 
makin: 
progra 

The 
crease 
admin 
and fe 
$640,0) 
additi 
formil 


The 
dental 
estimi 

The 
autho 
essed 

The 
507,00 


Out pe 


Individ 
Examir 
freatr 


S 
the 
mitt 
and 
first 
lior 
Hon 

N 

s 
exp 
lan. 
tha 






lable), 
valent 


f 100 
vet 
lutie 


many 


1, 000 


1, 000 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 761 


It is estimated that the deletion of the dental care limitation will result in an 
increase of 76,000 fee basis examinations at an average cost of $14.39, total 
examination cost of $1,094,000; an increase of 130,000 fee basis treatments at an 
average cost of $107.20, total treatment cost of $13,936,000; in addition a require- 
ment of $751,000 to adjust the amount for completed cases to an obligation basis 
making the total increased requirements $15,781,000 for the fee basis dental 
program. 

The revised amount requested for the operation of clinics provides for an in 

rease of 200 clerical employees (for a total of 500 employees) to handle the 

administrative work involved in the processing of authorizations for both staff 
ind fee basis activities. The $840,000 increase in the operation of clinics includes 
$640,000 for the salaries of 200 additional clerical employees and $200,000 for 
additional beneficiaries’ travel. During current year 575 employees are per- 
forming these duties, 


JUSTIFICATION FOR 500 CLERICAL PERSONNEL FISCAL YEAR 1955 


The fiscal year 1954 estimate reflects a total of 591,000 net cases authorized 
dental examination and treatment. This workload would be processed by an 
estimated 575 clerical personnel 

The revised estimate for fiscal year 1955 reflects a total of 507,000 net cases 
iuthorized dental examination and treatment. This workload would be proc 

sed by an estimated 500 clerical personnel, 
he ratio of 575 to 591,000 for 1954 compares favorably to the ratio 500 to 
000 for 1955. 
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REQUEST FOR CHANGES FROM HOUSE ACTION 


Senator Sarronstatn. Now, Mr. Higley, as the Chair understands 
the situation, the Veterans’ Administration comes before this com- 
mittee with the following request for changes from the House action, 
and will you just see if you check and agree with the Chair. In the 
first place, there is a request from President Eisenhower for $7.5 mil- 
lion additional for operating expenses. That was not included by the 
Louse, is that correct ? 

Mr. Hiatry. That is correct. 

Senator Satronstauu. In the second place, under general operating 
expenses you request $563,000 more than the House gave you in a 
language change. The language change involves the automobiles, is 
that correct ? 

Mr. Kersey. That is part of it. 

Senator SarronstraLu. What is the other part ? 
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Mr. Higiey. Employee travel. 

Senator Satronstauu. All right, is there any more? 

Mr. Hierxy. The change in the number of automobiles to be 1re- 

ylaced, and the increase in the number of employees permitted in the 
Public Relations Personnel to the number which we now have. 

Senator SatronsTauu. From 15 to 26? 

Mr. Hiciey. We would just like to have it remain as it now is. 

Senator SaLTONsSTALL. So that there are three language changes, is 
that correct? One concerns the replacement of automobiles. 

Mr. Hiatry. Have you page 6 of our statement there, Senator, up 
atthetop? The changes are listed there. 

Senator Sarronstauu. There are six changes. 

Mr. Hieiry. That is right. 

Senator SaLronsTaut.. There is a change from 15 to 21 in auto- 
mobiles, and a change in the travel limitation upwards, and then to 
change the amount. Does that change from $163 million to $171 mil- 
lion include the President’s request ? 

Mr. Hieiry. Yes, sir. 

Senator SaLronsTa.u. The next one is to change “15” to “26.” That 
is the public relations people. 

Then the next change is to change “50” to “70.” What is that ? 

Mr. Keisey. Automobiles in the inpatient care appropriation. 

Senator SatronstaLu. That is the amount for the automobiles? 

Mr. Ketsry. The number of automobiles. 

Senator Satronsrauu. I don’t quite understand that. 

Then to change the amount $76,700,000 to $93,300,000. 

Mr. Hiciey. That has to do with the change in the outpatient dental 
care. 

Senator Sa.ronstauty. So those are the changes that you request 
from the House ? 

Mr. Hietry. That is correct, sir. 

Senator SarronsrauL. Well, now, will you address yourself, then, 
Mr. Higley, to those changes? 

Mr. Hictey. May I just read, Senator, starting at the top of page 6, 
which takes up these various requests and explains them? Is that 
satisfactory ¢ 

Senator Satronsrauy. Yes; you may read it, but that will all be in 
the record, and the chairman thinks it is always easier to talk in- 
formally, if you care to do so. Proceed whichever way you want to. 








EXCHANGE 





OF AUTOMOBILES 


Mr. Hiatey. Referring to item 1, changing “15” to “21,” that refers 
to the number of automobiles or vehicles which we shall be permitted 
to exchange for new ones during this coming year. We are limited 
to 15. The condition of our equipment is such that we are very sure 
this should be 21. 

Senator SaLronstaLL. How many automobiles have you all to- 
gether? 

Mr. Hiciry. We do not have that readily available, but we will 
furnish it for the record, 

(The information referred to follows :) 

The Veterans’ Administration has 156 passenger-carrying automobiles (exclud- 
ing buses and ambulances) at central office, regional, and district offices; 413 


passenger-carrying automobiles at medical installations; and 6 at supply depots, 
for a total of 575 for the entire agency. 
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CRITERIA FOR REPLACEMENT OF AUTOMCBILES 


Mr. Hiatry. We like to change when they are 8 years old or have 
traveled 80,000 miles. ‘That is the criteria which the GSA has set up. 

Senator SatronstTa.LL. Yes. My next question is: Are these auto- 
mobiles all in Washington, or through the country ¢ 

Mr. Hietry. Throughout the country. 

Senator SarronstaLy. The next question would be as to these auto- 
mobiles that you want to replace, the 21 automobiles, have you a record 
of the individual cars, their mileage, what they are, and how old 
they are? 

Mr. Kersey. Yes, sir. 

Senator Sautronstautyi. Will you put that in the record ? 

Mr. Kersey. We will be pleased to, sir. 

(The information referred to follows :) 


Summary of passenger-carrying vehicles to be replaced during fiscal year 1956 


; Te ac f 
Location Make tos . Ke 31. 1083 
Albany Buick 1946 52, 238 
Albuquerque Chevrolet 1949 131, 46 
Boise Ford 1950 0), 390 
Brooklyn Buick 1948 43 
Buffalo Ford 1949 65, 684 
Cincinnati Buick 194 77, 002 
Los Angeles do 1946 60, 741 
Do Ford 1947 72, 252 
Laibbock Buick 1946 68, 305 
New York do 1946 47 
Oklahoma City do 1946 88, 0 
Phoenix ; Chevrolet 1949 103, 9 
Pittsburgh Buick 1946 Be ; 
re “ d 1946 9 
Salt Lake City Chevrolet 1949 " 
Do do 1949 +2, ( 
Do do 1949 13,9 
Do do 1949 3 2 
Seattle do 1949 " ) 
Do do 1949 87. 11 
Winston-Salem Buick 1946 112, ( 


Nore.—All of the above are passenger-carrying sedans, 
PERCENTAGE OF REPLACEMENT 


Senator SautronsratL. Before we leave that I would like to know 
the number, total number of cars so that we can find out what the 
percentage is. 

Mr. Ketsrey We have 156 cars at nonmedical stations, of which we 
are requesting replacement of 21, or 13.4 percent of the total. 

Senator SatronsTaLL. How many cars have you in Washington ‘ 

Mr. Ketsry. We have 2 sedans at the central office and 1 at the 
regional office, located in Washington, D. C. We have very much 
reduced the number in Washington in recent years. 

Senator SauronstaLL. So most of these cars are out in the field 
anyway ¢ 

Mr. Ketsey. In regional offices; yes, sir. This particular grouping 
is under the general operating expenses appropriation and relates to 
regional offices. When we talk later about the change from 50 to 70, 
that involves cars at hospitals. 
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Senator SALTONSTALL. Well 


, then 
committee object, V 


ve will proceed to the next item. 

Is there any objection that you know of ¢ 

Senator Dworsuak. 1 wanted to ask a few questions if I may. 
Senator SAvronsTauLL. Go ahead, 
Senator DworsHak. 


during the next fiscal ye ar compared with the current fis 


“al year. Do 
you have that availab le? 


Mr. Keusry. We do have that. 
Senator SavronstaLtt. Mr. Higley 
you will put that figure in the record 


. Have you any further ques- 
tions, Senator ¢ 


Senator Dworsuak. I was particularly interested in 


cies and, if so, whether they were re eflected in reduced operating per- 
sonnel. 


That was the main reason for asking the question. 
Mr. Hietey. You mean overall ¢ 
Senator Dworsnak. Yes,and particularly in the Washington office. 
Is your workload increasing or is it decre: asing? What if any changes 
have been made? If changes have been m: ade, what are the ov? 

Mr. Hiciry. Personnelwise ¢ 

Senator Dworsuak. Yes. 

Mr. Kevsey. We have the figure here now for the central office staff 
for 1954 which is an average employment of 5.235 and for 1955 it is 
4.845. That is central office staff, including medical administ 


Senator Dworsi AK. ae have decreased that over 300? 
Mr. Keusry. Yes, s 


“ation. 


TOTAL VA EMPLOYMENT 
Senator Dworsuax. What is the situation so far as the entire Vet- 
erans’ Administration is concerned? What is your total employment 
now’ Do you have that available or can you put it in the record? 
Mr. Ketsry. We can put that in the record. 
Senator Dworsnak. I thought that was a vital part of your overall 
budget. 


Mr. Kersey. One hundred and eighty-two thousand is the present 
number of persons employed by the VA inc luding full-time, part-time, 
and purchase and hire, paid from all appropriations. That figure 
includes additions for new hospitals and expansion of recently con- 
structed hospitals. And for the other parts of our activities, such 
as the regional offices and the central oflice and the administrative 
phases, there is a reduction. The total employment paid from annual 
appropriations on a full-time equivalent basis was 166,162 at March 31. 

Senator Dworsnak. Do you have available the figure for the fiscal 
year 1954 employment # 

Mr. Kewsry. Yes, sir; we do. We have a statement showing the 


average employment from 1949 through 1955 paid from annual appro- 
priations, 


Senator DworsHak. You can put that in the record. 
(The information referred to follows :) 


, unless the other members of the 


I wanted to ask one question concerning the 
number of civilian employees you will have in the Washington oflice 


. Senator Dworshak is satisfied if 


knowing 
whether any readjustments are being made in the administrative poli- 


- ’ OQSS 
t from fiscal year 1949 through fiscal year 1990 
t fro scal } 


Com parison of average employmen 
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Senator Sauronsratn. Thank you, Senator Dworshak. 
Now, Mr. Higley, the first amendment that you brought up was the 
number of automobiles from 15 to 21, and you state that all those auto- 
mobiles have over 80,000 miles. You are going to put into the record 
the total number of cars and the types of these cars or makes of these 
cars and how far they have been. 

Mr. Hiertey. And if I understand you correctly, I believe you want 
to know particularly about those cars that we intend to turn over— 
that is, the mileage and all that. 

Senator Savronsratit. The Chair would like to know particularly 
what proportion 21 is to the total number of cars; whether you have 
got less cars this year than formerly, and the mileage of these par- 
ticular cars. 


TRAVEL 






RESTRICTION 


Now, the next amendment is on page 42, line 4, to change the amount 
from $2,690,000 to $3,200,000. That is a travel restriction ? 

Mr. Hiatry. That is right. 

Senator SavronstaL,t. Why do you need that additional travel? 

Mr. Hierry. There is a great need during this next year to do not 
only the normal traveling and maintenance and checking up on all 
the work in the field, but, in addition, we are making many studies and 
will have much work to do to see if we can bring about economies 
through the merging of workloads. That does not mean closing of 
offices, but it does mean that where we have divided our work so that 
each office is set up to doa very complete job perhaps some of that work 
can be consolidated and save considerably on personnel. 

Now, to accomplish all that type of work we are going to have to 
have freedom of motion to get around to see what can be done, so we 
would like to have that restriction lifted. 

Senator SatronstaLtt. What was your travel allowance this last 
vear? 

Mr. Hierry. $3,200,000. 

Senator SaLronstauy. So that is what you are asking for, the same 
amount ? 

Mr. Hieiry. Just to keep it the way it is for this coming year. 

Senator Satronstati. But you have substantially fewer employees, 
have you not? P 

Mr. Hictry. Yes; we have a slight overall decrease. What we 
have been able to gain by eliminations throughout the system have 
been partially offset by the staffing and personnel that have been 
required in the new hospitals. 

Senator Satronstau.. Perhaps this is a pertinent point to ask: 
What is your total number of employees this year? 

Mr. Hiciey. That is 180,000 individuals, full and part time, paid 
from all appropriations and funds. 

Mr. Kevsry. The average for the current year on a man-year basis 
and paid from annual appropriations is 167,956. 

Senator SAttronstaLL. How does that compare with last year? 

Mr. Kersey. That is 1954. We are talking about the present fiscal 
year, 167,956. But the next year, as to our appropriation request 
before you, there is a slightly reduced number to 166,678 average 
employment on a full-time equivalent basis. 
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Senator Sauronsrati. And that includes nurses and attendants and 
doctors? Everyone? 

Mr. Keusry. Yes, sir. 

Senator SaLronstaty. Now, Mr. Higley, have you anything more 
to say in connection with that question of your travel allowance? 


BOOZ, ALLEN & HAMILTON REPORT 


Mr. Hietry. There is one point I think should be put in here. 
When we were considering this budget last fall, based somewhat on 
the thinking of the Booz, Allen & Hamilton report and other studies, 
it was assumed that we were going to be able to make some savings 
in the field. Ten million dollars was deducted from our estimate at 
that time on what they thought might be accomplished. 

Now, it has been demonstrated that while much of that could be 
accomplished, it cannot come as fast as was supposed, and that is why 
the Bureau of the Budget for the President has asked that $714 mil- 
lion be put back in. 

Senator SauronsraLy. What you are saying is that where the 
budget was cut on operating expenses $21 million and the House cut 
it slightly more, just under a million dollars, the President has now 
requested through the Bureau of the Budget to put back $714 million 
of that $21 million cut, because the 1 reorganization cannot become 
effective as fast as you would like to have it. 

Mr. Hierry. It is not practical. 

Senator SauronstatL. Does that mean that you have got to employ 


more people? 
Mr. Hietry. No; it means this, Senator: That if the plan as it was 
conceived was going to be in effect, it would mean lesser eer overall, 


and on that basis they assumed lesser travel, although the people th: at 
might be eliminated might not be the traveling people. But on the 
overall basis they just use that as a factor. 

Now, that is not practical, and they are restoring the amount which 
they assumed would be saved, and that means that our travel funds 
should be proportionate to that number of people as long as they are 
going to use ) ae at type of rule for figuring the amount. To do the 
work that we are required to do that reduction of $510,000 for employee 
travel is not a practical reduction. 

Senator SauronstaLL. Now, in addition to that we come to the 
$563,000 that the House cut out, and that you request be put back. 
What is that $563,000 ? 

Mr. Hietey. $510,000, Senator, is travel that we have just been talk 
ing about and $7,000 would be the cost of replacing 6 automobiles at 
approximately $1,100 apiece, in that neighborhood, and $46,000 is 
for changing the number in our public relations or information service 
from 15 back to where it is now, 26. 

Senator Sauronstaty. In other words, the amount of money there 
involved includes the language changes that you request ? 

Mr. Hietxy. That is the summation of it. 

Senator Satronsta.Lu. Outside of the travel amount, travel limita- 
tion ? 

Mr. Hiatey. Yes, the $563,000 includes the increased amount for 
travel. 

45746—54——49 
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PUBLIC 





RELATIONS PERSONNEL 


Senator Savronstat.. So that what you now say includes also 
amendment No. 4, changing the public relations men from 15 to 26? 

Mr. Hiciey. That is right. 

Senator SauronstaLty. Now, with relation to that amendment which 
is your present number of public relations people ! 

Mr. Hiatey. It is 26, sir. 

Senator SALTON STALL. The number last year was 26. What was 
the number the year prior to that ? 

Mr. Weuts. F ifty -one, sir. 

Senator SauronsTaL.. So it was cut from 51 to 26, and the House 
now requests it to be cut to 15? 

Mr. We tts. Yes, sir. 

Senator SavronstatL. Mr. Higley, what are the duties of those 
public relations officers and why do you need 26 rather than 15? 

Mr. Hieiry. I have a statement more in detail on that, if you would 
like to have it put in the record, but in general at this time part of 
those men are located strategically throughout the country, and some 
of them are here. Now, they are, of course, in close touch with every- 
thing that is going on throughout our entire system, and through the 
efforts of this combined operation of all of these people we are able to 
get our information out through the country, particularly with regard 
to information that is useful to veterans in order that they may know 
what they should do or what they should not do, the net ‘result being 
that, among other things, they save, in our estimation, more than their 
costs by cutting down the amount of work that is turned into the office, 
unnecessary work, much of it. 


Senator Savronstatw. Well, do you believe that a fully effective 


public relations program would pay for itself in administrative 
savings ¢ 

Mr. Hiarey. I really believe that, sir; yes, sir. 

Senator Savronsraun. And you base that on the fact that these 
people get the information out so that there is a better understanding 
and therefore fewer questions and less paperwork ? 

Mr. Hietry. That is right, and less trouble all along the line. And 
if I might just add in the Booz, Allen & Hamilton Teport—I won't 
read it all except this one statement of theirs—it says— 


It is anticipated that a fully effective public information program would pay 
for itself in administrative savings and other operations of the Veterans’ 
Administration 
In other words, they went through this part of our setup very care- 
fully, and it was their opinion that a proper information service 
would he of inestimable value in cutting down some of the unnecessary 
work because of lack of information. That works both ways, both 
as to what we shall send to the field as information and finding out 


in the field what information is needed so that we are advised : and will 
make our work fit the needs. 
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COMMUNICATION 


Senator SauronstaLu. Without objection, the Chair will place in 
the record at this point a letter that he has received from Senator Ken- 
nedy on the subject of this public relations item. 

(The material referred to follows:) 

UNITED STATES SENATE, 
Washington, D. C., April 12, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Appropriations Subcommittee on Independent Offices, 
United States Senate, Washington, D. C. 

DeaR SENATOR SALTONSTALL: It is my understanding that the appropriation 
for the Veterans’ Administration as passed by the House would limit public- 
relations positions to 15. Public Law 149 of the 83d Congress had restricted 
that number to 26 which certainly seems to be a rockbottom figure 

I personally know and am aware of the fine work of the public information 
officer who handles the entire New England area for the Veterans’ Administration 
and I can assure you that he does an outstanding and necessary job. Conse- 
quently, I am writing this letter to bring this matter to your attention in the 
hope that your subcommittee will see its way clear to retain the present limita- 
tion of 26 public information officers throughout the entire country. 

Your consideration of this matter will be greatly appreciated by me. 

Thanking you and with kindest regards, I am 

Very sincerely yours, 
JouHN F. Kennepy. 


APRIL 15, 1954. 
Hon. JoHN F. KENNEDY, 
Senate Office Building, 
Washington, D. C. 

Dear Jonn : Thanks for your letter of April 12 relative to the Veterans’ Admin- 
istration appropriation and the public-relations positions. I know that these 
positions were cut to 26 last year. I note you say there have been further cuts 
this year. 

I certainly will be glad to bear in mind this problem when the Veterans’ Ad- 
ministration bill comes before us for consideration. 

Best regards and thanks for writing. 

Sincerely, 
LEVERETT SALTONSTALL, 
United States Senator. 


EFFECT OF CUT IN PUBLIC-RELATIONS PERSONNEL 


Senator SaALronstauu. If you had to cut the public-relations officials 
from 26 to 15 you would have to be a strategist and tactician of the 
first order to determine where you would take them from, would you 
not? 

Mr. Hiciey. It would be very difficult, because this last cut a year 
ago was very difficult in itself, and we are spread just about as thin, 
I think, as we should be for an organization as large as ours. 

Senator SarronsTatL. How many of those are in Washington ¢ 

Mr. Keiser. Six. 

Mr. Hieutey. Six in Washington, 6 of the 26. 

Senator Sauronstatt. What do those six in Washington do as 
opposed to those in the field ? 

Mr. Hietxy. Of course, there is the Director of the whole service. 
Norman Lodge. May I present Mr. Lodge, who can answer that ques- 
tion directly ¢ 

Senator Sarronstauu. All right. 
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Mr. Lover. Mr. Chairman, there is myself as Director and Frank 
Hood, Assistant Director, who takes care of the entire field problem ; 
Larry George, who is the news editor; William Frank, who is attached 
to the Washington regional office but is presently working in the cen- 
tral office; Bernard Posner, Assistant Director in charge of the radio 
and television setup, and Ted Tinsley, who is a general overall man 
and who writes scripts and speech material for the Congress when they 
request it, and supplies other material. 


RADIO AND TELEVISION PROGRAM 


Senator SatronstatL. What does the radio and television man do? 

Mr. Lopce. We have one program which is the greatest radio spon- 
sorship the Gover) ment has in the interest of veterans. It is on 
several thousand st itions throughout the country. It is a 15-minute 
program supplied by the American Federation of Musicians without 
cost. The time is donated; we pay for no time. Those scripts, of 
course, have to be formulated and drawn up. They are supplied by 
platter. And in the overall job Mr. Posner is in contact with the 
networks. 

Senator SavTonsTauu. Is that program a news program with rela- 
tion to the Veterans’ Administration ? 

Mr. Loner. Definitely. 

Senator Sauronstatn. About what the Veterans’ Administration 
is doing? 

Mr. Loner. Yes, sir. It is piped into all of our hospitals, for one 
thing, and tells the veterans there what is transpiring in veterans’ 
affairs and supplies them music. It is one of the most effective pro- 
grams, I think, in the Government service. 

Senator Evtenper. Is there any cost insofar as the television com- 
panies are concerned ? 

Mr. Loner. No, sir; no cost at all. 

Senator Sauronsrau., It is done as a public service ? 

Mr. Loner. Yes, sir. It amounts to a public service, and it amounts 
to several million dollars of donated time. 

Senator Kircore, That time is donated by the American Federa- 
tion of Musicians ? 

Mr. Lover. No, it is donated by radio and television networks 
themselves. 

Senator Kiicore. I thought you said something about the American 
Federation of Musicians. 

Mr. Loner. We have the best name bands. 

Senator Kireore. They furnish the music on the programs at no 
cost ¢ 

Mr. Loner. No cost at all. 

Senator Ettenper. I have heard quite a few of these programs, and 
as I understand it, the idea is to give the veterans all over the country 
an idea of what they can obtain; is that right? Their rights and so 
forth ? 

Mr. Longe. Their rights, that is right. 
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Senator ELitenper. And it is an invitation to them to apply for 
such rights as they might have? 

Mr. Lover. I wouldn’t analyze it that way, sir. 

Senator Exvienpver. That is what I get when I hear the program. 

Mr. Loner. I could not argue with you. 

Senator Evtenper. I am not arguing against it, you understand, 
but that is the sum and substance of it. 

Mr. Doner. I think in the opposite vein, it cuts down a lot of work. 

Senator Ex..enper. Correspondence, that is the point. In other 
words, the information that emanates from these programs is telling 
veterans what they can expect, and if the information is given to them 
as it ought to be it may eliminate a lot of correspondence. 

Mr. Longe. Yes. 

Senator Ernenper. That is what I gather from it. 

Mr. Loner. Incidentally, the Booz, “Allen & Hamilton report recom- 
mended, as I recall it, that we have a staff of 70, sir. 


REPLACEMENT OF HOSPITAL AUTOMOBILES 


Senator Satronstatn. Now, Mr. Higley, the next change is chang- 
ing “50” to “70,” which again is automobiles in your inpatient depart- 
ment. Now, the Chair is a little bit at a loss to undid You 
asked for the replacement of 21 automobiles instead of 15, and now 
you are asking to replace 70 instead of 50. Is this a separate depart- 
ment of automobiles from the first ? 

Mr. Kesey. That is a different appropriation, Mr. Chairman. 
This 70 is for the hospital operations while the others were in the 
regional offices in the administrative work. 

Senator Sauronsrautu. I see. These automobiles are connected with 
the hospitals ¢ 

Mr. Kersey. Yes, sir, and a different appropriation. 

Senator Sauronstatt, And the other automobiles are connected 
with the administrative and regional work ? 

Mr. Kersey. That is right. 

Senator SatronsraLy. How many automobiles in the hospital work? 

Mr. Bicetow. 413, of which 184 are 1947 model or older. 

Senator Sarronstauy, And of that 184 you are asking to replace 70? 

Mr. Bicetow. Yes, sir, which is 16.7 percent of the total. 

Senator Sarronstat. Would you put in the record the makes and 
numbers of these cars and the distances they have been that you wish 
to replace? 

Mr. Bicetow. Yes, sir. 

Senator SarronstaLt. How many did you replace last year? 

Mr. Bicetow. Twenty-seven passenger-carrying vehicles were re- 
placed during fiscal year 1953. 

Senator Sarronstatn. Will you put that in, please? 
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(The information referred to follows :) 
Sel 
what 


Mr 


Location Year Model Mileage 
sel 


Sedans included for replacement in fiscal year 1955 budget (estimated) 


Jackson, Miss 1946 | Buick | 71,031 the ¢ 
Fargo, N. Dak 1949 | Chevrolet 84, T68 Mr 
Cheyenne, W yo 1949 do... 98, 711 a 
San Juan, P. R 1948 | Ford 86, 896 rel 
Wichita, Kans 1946 | Buick... 72, 93 
Do 1946 do 79, : Mt 
San Juan, P. R 1947 | Ford 7a ic 
Shreveport, La 1947 | Pontiac... 75, 2¢ ve hi 
Palo Alto, Calif 1946 | Buick 76, 275 se! 
Alexandria, La 1946 do 3, | 
Washington, D.C 1946 do a a 0 
Atlanta, Ga 1947 | Ford , 67 I 
Tueson, Ariz 1946 | Buick 75, M 
Fort Bayard, N. Mex 1046 do 71, 667 Se) 
Oteen, N.C 1948 | Chevrolet 73, 85 kk na 
Lake City, Fla 1946 | Buick 7, 785 ance 
Hines, Til 1946 | do sth aioe ( 
Bronx, N. ¥ 1946 do 72, M1 
Sheridan, Wyo 1946 do » 56 me 
Rutland Heights, Ma 1946 do 71,5 os 
Muskogee, Okla 1947 Ford { ., in 
American Lake, Wash 1946 | Buick , 82: My 
Sunmount, N. Y 1947 | Ford : 77, a 
Do 1947 do 71, se 
Chillicothe, Ohio 1949 | Chevrolet ; Tl 
Battle Creek, Mich 1946 | Buick 
Aspinwall, Pa 1946 do 99 jis 
San Fernando, Calif 1948 | Ford 0, 20 ee 
Do 199 | Chevrolet 5 lang 
Downey, Tl 1446 | Buick ‘ 
Bedford, Mass 1946 do... 67 dent 
Northport, N. ¥ 1947 | Ford : 6 
Lyons, N.'J 1946 | Buick 9, M 
4 1946 do , 605 cian 
1947 Ford 3, 676 q 
1946 | Buick , 156 wou 
Lincoln, Nebr 1946 do 
Albuquerque, N. Mex 1946, do 82, 797 moult 
Salt Lake ( Utah 1946 do.... . 41 any 
San Francisco, Calif 1946 do , 902 2 . 
Roanoke, Va 1947'| Ford 71, 182 traul 
Do 1946 | Buick is 5 arv 
Rosebure, Or 1946 do l nary 
Murfreesboro, Tent 1947 | Ford 5 natu 
Breck e, Ohio 1946 | Buick } ‘ 
Fayetteville, N. C 1946 do 7, 905 ne 
Des Moines, lowa 1949 | Chevrolet 57 TAS 
Lebanon, Pa 1946 | Buick ‘ » Of was 
1946 do M 
1047 Ford 23, ‘ 
1946 | Buick. . ? me 
1946 do hist 


1046 do 
1 O46 do c ques 
1646 do 78, 

1947 Ford oi , 905 come 
1947 do 5 

1946 | Buick 

1947 | Pontiac 715 

1946 | Buick 

1946 do le M 
1947 Ford . | 
1947 Ao ’ mutt 
1946 | Buick._. . 5 at ti 
1946 do * . 

1946 do 87% lm pe 
1947 | Pontiac é ya - 
1947 do 5, 3 with 


1946 | Buick been 


1946 do 
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OUTPATIENT CARE 


Senator Sauronstauy. And you have got all together, you say again 


what ¢ 

Mr. Bigetow. 413. 

Senator SaLTroNsraLy. And that is in all the hospitals throughout 
the country ¢ 

Mr. Bicetow. Yes, sir, in hospitals and domiciliaries. 

Senator SaLronsratL. That includes ambulances and everything? 

Mr. Bicetow. No, sir, not ambulances, just passenger-carrying 
vehicles. 

Senator Kircorr. Those are all passenger cars you are talking 
about ¢ 

Mr. BieeLow. Yes, sir, but they are used for carrying patients. 

Senator Kireore. I wasocstbdall but distinct from trucks, ambu- 
lances, and fire trucks. 

Mr. Bicetow. That is correct, yes, sir. 

Senator SauronstTaLL. Now, the next item that you wish changed 
is in connection with outpatient care; is that correct ¢ 

Mr. Hietxy. That comes in the dental program. 

Senator SavronsratL. We had some dentists up here the other day. 

The language on page 47 of the bill as reported, from line 8 to line 
22 is stricken on a point of order in the House. Now, that is the 
language that was inserted with relation to the out-patient care by 
dentists. Am I correct in that? 

Mr. Hietry. That provided that on these service-connected dental 
claims applications must be made in 1 year after discharge. We 
would take care of whatever was wrong with them, and restore their 
mouth to proper shape, and that would end our obligation as far as 
any further dental care was concerned, except where there was 
trauma, or where there was a service connection of more than ordi- 
nary nature. So many of these service-connected claims were the 
natural deterioration that any person has, 

Senator Satronsraty. Are you in favor of the House language that 
was stricken on a point of order ¢ 


Mr. Hietey. Very much, sir; yes, sir. 
Senator Savronsrats. And will you give this subcommittee a little 


history: Was that language inserted by the committee at your re- 
quest and then stricken on a point of order? Where did that language 


come from / 
RESTRICTION LIMITING DENTAL TREATMENT 


Mr. Hierry. A year ago, Senator, the House Appropriations Com- 
mittee put that restriction in limiting treatment to conditions existing 
at time of discharge. They had to apply within 1 year; that is the 
important part. L just want to talk about this matter of applying 
within 1 year. In coming up this year the limiting language has 
been stricken. 

May I ask, Senator, to have Dr. Fauber, who is in charge of the 
whole dental program, cover this because it is entirely in his field. 

Admiral Boone. Dr. Fauber is the Assistant Chief Medical Director 
for Dentistry. 

Dr. Fauner. Mr. Chairman, the appropriation for fiscal year 1954 
stated that appropriated funds could be used with certain provisos. 
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Those provisos were that a case with a dental service-connected con 
dition, to be treated, would have to be of a compensable nature, or if 
it were of a noncompensable nature it had to be shown to have been 
in existence at time of separation from military service. Further, the 
individual applying for treatment had to apply for it within 1 year 
after passage of the act, or 1 year after separation from military serv- 
ice, Whichever was the later. It had no effect on the adjunct treatment 
that might be provided for other physical disabilities of service-con- 
nected nature. 

Actually the appropriation act of this year placed a restriction on 
eligibility. We, in the operation of this. program during this year, 
felt that the Congress indicated in this action that the "vy wanted some 
restriction in the program as it has been operating over the past 25 
or 30 years. The Administrator, in his wisdom, redefined the Veter- 
ans Regulation 7 (a) which provided for outpatient dental treatment. 

In his redefinition of that regulation he ruled that those noncom- 
pensable service-connected conditions would receive one episode of 
treatment only, except those noncompensable service-connected con- 
ditions which were directly the result of combat or service trauma or 
the particular group who had been interned as prisoners of war. 

Those categories of the noncompensable service-connected conditions 
would receive recurring episodes of treatment if they so desired. 

Senator Savronstant. Now may the Chair ask why was not this 
language originally requested by the Administration this year? 

Dr. Favuner. The Veterans’ Administration predicated their 1955 
budget on the continuation of the restrictive language which is con- 
tained in Public Law 149. The House of Representatives of the 
Congress deleted that restrictive language. That, in effect, gives us 
a potential obligation of some 16 million veterans for care at any time 
they might apply as opposed to the possible 2 million potential we 
would have had, had the restrictive language been continued. 

Senator SatronstaLy. Are you in favor of this language that was 
stricken out? 

Dr. Faurer. As a matter of fact, the Veterans’ Administration has 
taken necessary action administratively to insure that only those condi- 
tions shown at separation will betreated. It has also taken administra- 
tive action to provide this one-time episode of treatment. It cannot 
control the filing time, which is the important phase of this restrictive 
language, which says that the individual must file on or about July 27, 
1954, or 1 year after separation from service. The Administrator 
could not take that administrative action. 

The joker in the whole thing is it creates no hardship for any 
particular group with the exception of the Spanish-American War 
veteran. These veterans cannot apply within 1 year after separation 
from service, and their condition cannot be shown to be in existence at 
the time of separation from service because their records are prac- 
tically nonexistent. 

Senator Sauronsratn. The language that was agreed upon in con- 
ference and went through the ( Congress last year was the language that 
is used in this rider that was stricken out this year; is that correct? 

Dr. Faverr. That is correct, sir; the repeat of the fiseal 1954 
language. 

Senator Savronsratr. So what you want is to have the Senate put 
back this language and then keep the amount where it is. Now, if 
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the language is not put back then you have got to have a considerable 
increase in money ? 

Dr. Fauner. That is our point exactly, sir. Our estimates were 
pre ia ated on the continuation of this language. If that language is 
deleted then we must have addition: il funds to prevent going “hac k to 
the chaotic situation we had prior to 1954. 


DEFINITION OF OUTPATIENT TREATMENT 


Senator Kirgore. I havea question. By this “outpatient treatment” 
you mean treatment, say, at the veteran’ s hometown by a dentist there 
which is paid for by the Veterans’ Administration, or do you mean 
outpatient treatment at a veterans’ facility where the patient does 
not stay, but just comes in for treatment? Which do you mean? 

Dr. Fauser. The money involved in his particular situation is 
estimated additional funds to be applied to paying the hometown 
dentist. 

Senator Kircore. The word “outpatient” has several meanings. 
Some hospitals call an outpatient one who lives outside the hospital 
and comes in for treatment, and at other places it is used as treatment 
by people other than on the Government payroll ? 

Dr. Fauser. This is for veterans’ outpatient dental treatment by 
the hometown dentist. 

Senator Kireore. All right. 

Senator Savronsrate. We cleared that, Senator Kilgore, after a 
great, deal of discussion back and forth with, the Chair has in mind 
particularly, Senator Hunt, of Wyoming, who is a dentist by profes- 
sion, 

Senator Kirgorr. The reason I wanted to get it in the rec ord at this 
time and get a definite definition of the word “outpatient” was because 
it may mean 1 of 2 or 3 things. 

Senator Sarronstauy. Let us make it clear, this committee has the 
alternative of putting back this language that was stricken on a point 
of order or inserting $16,621,000; is that correct ? 

Mr. Hictery. That is correct. 

Senator Sarronstauy. Senator Ellender, have you any questions? 


SEPARATION OF OUT- AND IN-PATIENT FUNDS 


Senator Eittenper. In respect to outpatient care, why is it that the 
appropriation for inpatient care is sept irate from the outpatie nt care ¢ 
I notice that you are asking for $597 million plus for in-patient care, 
and out-patient care $76,7: 14,000, W hy is it necessary to separate those 
two items? 

Mr. Hiexey. I will ask Admiral Boone to answer. 

Admiral Boonrn. Iam Vice Admiral Boone, Chief Medical Director. 

If I might explain, and I think it will help. For instance, this year 
we had separate appropriations for domiciliary care, in-patient care 
in VA hospitals, and contract hospitalization, The Appropriations 
Committee of the House combined these 3 appropriations in 1 which 
will facilitate budgetary operations for all in-patient care. 

Senator Exxenper. Does that mean that if you run short on out- 
patient care funds that you cannot use the funds that are earmarked 


for inpatient care ? 
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Admiral Boone. Yes, sir; they are restricted to out-patient care in 
our clinics and in the hometown care program. 

Senator ELtenper. Who fixes that restriction ¢ 

Admiral Boone. That was done by the Congress. 

Senator ExLenper. By whom ? 

Admiral Boonr. By Congress. 

Mr. Kersey. It is a basic principle of the use of appropriations, if 
you have an appropriation for a specific purpose it may not be used 
for another purpose, so the amount of the appropriation is a restric- 
tion within itself. 

Senator Exienper. I understand that, but it is all for caring for 
the veteran, whether he be an in- or out-patient. 

Mr. Weuts. Last year in cosidering our appropriation the House 
committee broke down our 1 appropriation into 7 different items, and 
this is the item for outpatient care. They made a separate appropria- 
tion of it last year. 

Senator Savronstati. Would the Senator yield? 

Senator Evtenper. Yes. ; 

Senator Savronsratt. There is a whole page here of language 
changes. The Chair will address this to Admiral Boone. The Chair 
understands that this is new language inserted by the House under 
the terminology of inpatient care as opposed to outpatient care. Now, 
the Chair understands that the Veterans’ Administration does not 
make any objection to this change in language; is that correct? 

Admiral Boonr. We embrace it with pleasure. It is going to facili- 
tate our operations to have 3 in 1. 

Senator Saurronstat.. So that, following up Senator Ellender’s 
question, you have inpatient care. 

Admiral Boonsr. Yes, whether contract, - domiciliary, or our 
hospitals, 

Senator SavronstaLtt. And outpatient care. Those 2 are the 2 
broad items. 

Admiral Boonr. That is right, sir. 

Senator Ettenper. Does that in any manner give your administra- 
tors more work in having to keep separate acounts? 

Admiral Boone. No; it facilitates it. Also we can shift funds to 
meet patient load distribution. 

Senator EL.tenper. You mean from one hospital to the other? 

Admiral Boonr. Any hospital in the whole system, or in a private 
hospital or State hospital. 

Senator Ertenper. You are speaking of this language that Senator 
Saltonstall just read, this limitation of $76 million plus is all that 
you can spend for outpatient care; that is correct, is it not? 

Admiral Boone. That is right, sir. 

Senator ExLenper. Can you transfer any of that money ? 

Admiral Boone. No; that is restricted to the program in clinics 
and in the hometown care program, medical and denikatwine. 

Senator E.renper. Are we going into any other subject? I would 
like to ask a few questions. 

Senator Savronstaty. The Chair would most respectfully say to 
the Senator that we have these amendments which we have now 
taken up, and we have covered those. The Chair had some general 
questions when we had come to it that he was going to ask. If the 
Senator has any general questions the Chair believes we are now in a 
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position to ask them. If I might, the Chair would like to ask one 
more question. Are you through on this subject ¢ 

Senator Extenper. On that subject; yes. 

Senator SALTONSTALL. Now, Mr. Higley, as the Chair understands 
it, we have 

Admiral Boonr. May I interrupt? I think it will clarify some- 
thing. Outpatient care is restricted to service-connected cases except 
Spanish-American War veterans who are eligible for outpatient serv- 
ice in our clinics whether service connected or not service connected. 

Senator Extenper. That is why I asked. Since they are all entitled 
to it, service connected, | wondered why it is you separated it. That 

‘ted the question. I couldn’t see why, because they are 
all antit led to care. 

Admiral Boonn. That is right. Inpatient care may be service or 
non-service connected under certain circumstances. Outpatient must 
be for service connected except Spanish-American war beneficiaries. 

Senator ELLenper. | am not satisfied with the answer. 

Senator Savronsrauu. The Veterans’ Administration has asked for 
six amendments. Two concern automobiles; 1 concerns this new 
Presidential message, and 1 concerns the travel allowance, and 1 con- 
cerns the public relations officials, and then this amendment with re- 
lation to dental care. We have covered all those. So that we have 
covered, then, all the amendments that the Veterans’ Administration 
is asking of the Senate in connection with the bill that was passed by 
the House. Is that correct? 

Mr. Hie.iry. That is true. 

Senator SarronstaLL. Now, the Chair knows he has some general 
questions he wishes to ask, and he is perfectly willing to hold back his 
questions because he has to sit anyhow, and maybe some of the other 
members will not be able to. So if you would like to go ahead, do so 
now, Senator Ellender. 


TOTAL VETERANS TREATED 


Senator EvLtenper. I want to ask just a few questions about the 
number of patients or veterans who are treated. Are they on the in- 
crease in number or is the number about stable ¢ 

Admiral Boonr. We have an average patient load today of 106,000- 
plus patients. 

Senator ELLENDER. 106,000. 

Admiral Boonr. We had 97,000 in our hospitals back in June 30, 
1953. 

Senator Ettenper. Generally speaking, what is the average number 
of beds occupied on a day basis? 

Admiral Boone. We are required to have an average daily patient 
load of 102.370 during fiscal year 1954. May I add this to it, that 
there are about 21,000-plus on the waiting list. 

Senator ELLenper. On the waiting lists? 

Admiral Boonr. All non-service-connected, 15,000 of which are neu- 
ropsychiatric patients. 

Seantor ELLenper. Are we to understand that all the hospitals are 
pretty well filled ¢ 
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Admiral Boone. Yes, except where we have difficulty in acquiring 
the necessary staff. 


Senator ELLenper. Because of the fact that you cannot acquire the 
necessary staff, how many beds are you not utilizing? 

Admiral Boonge. There are approximately 3,000 vacant due to lack 
of ability to acquire staff. 

Senator Ex.tenper. 3,000 beds? 

Admiral Boonn. Yes. 

Senator E.tenprr. That cannot be used because you do not have 
the necessary staff. 

Admiral Boonr. Throughout the whole system of 114,315 operating 
beds. 

Senator Extenper. Are there any localities where you have these 
hospitals wherein the occupancy is much lower than others? 

Admiral Boonr. Yes, sir. 

Senator ELtenper. What is the reason ? 

Admiral Boonn. Two factors, the potential patientload is not there 
in the way of veteran beneficiaries, and also because we cannot acquire 


or retain the necessary staff. Particularly, the necessary staff is 
shortest in neuropsychiatry. 


OCCUPANCY IN VARIOUS HOSPITALS 


Senator Ex:enper. On all the hospitals I wonder if you cannot give 


us a table or statement showing the occupancy in various hospitals. 
Admiral Boonr. We have a tabulation. 


(The tabulation referred to follows:) 
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load in 


Average daily patient 


Average daily patient load by type-of-bed section 
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INDEPENDENT OFFICES APPROPRIATIONS, 1955 
HOSPITAL BUILDING PROGRAM 


Senator ELttenper. My reason for asking that is to determine the 
extent to which we should proceed with further erection or building 
of these hospitals. 

Admiral Boonr. May I say to that, sir, the present authorized build- 
ing program contemplates 174 acolieke That ceiling has come into 
almost complete consummation. We have authorization for all of 
those—— 

Senator ELtenper. How many more have you planned that are not 
yet begun ? 

Admiral Boonr. We have only two that have been authorized, the 
sites selected, but the money has not been appropriated. One is in 
Cleveland, a general medical and surgical hospital, to replace the Crile 
hospital, and one is in Washington, to replace Mount Alto. They are 
not new; they are replacements. They will consummate the program. 

Senator Etrenper. Under the program that you now have you are 
asking for $39 million, I understand, and that will complete two facil- 
ities, at Topeka and San Francisco; am I correct in that ! 

Admiral Boonr. Sir; they gave us the initial money for those two 
facilities, not the full amount. And the projected funds will com- 
plete it. 

Senator ELitenper. That is what I am talking about. This amount 
will complete that. 

Admiral Boong. That is right, sir. 

Senator Ettenper. So that after we appropriate this sum there will 
be remaining only two more ? 

Admiral Boone. Two replacements. 

Senator Ettenper. For which no money has been appropriated as 
yet to pay for the erection of the buildings? 

Admiral Boonr. That is right, sir. 

Senator ELtenper. But the money has been furnished for the plans, 
I presume, and for the sites? 

Admiral Boone. Yes, sir. 

Senator ELLENDER. And all we need now is the money to build the 
hospitals proper ? 

Admiral Boone. That is right, and that will complete our program 
of 174 hospitals. 


ALTERATIONS, IMPROVEMENTS, AND REPAIRS 


Senator Extienper. I notice here items headed major alterations 
and improvements and repairs. Does that visualize the adding of 
more beds or what? 

Admiral Boones. It is modernization, making them fireproof and 
safety facilities and improving their sanitation facilities to take care 
of patients. We are utilizing some hospitals constructed in 1860, and 
they are of great concern. “We acquired too many of wartime con- 
struction that have long outlived their usefulness. Maintenance costs 
are very, very high and they produce fire hazards. 

Senator Exrenper. None of these moneys are used to extend the 
facilities? 

Admiral Boonr. No, sir. 
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Senator ELttenper. This is to make those facilities you have better 
and keep them in better repairs? 
Admiral Boone. That is right, sir. 


SHORTAGES IN NEUROPSYCHIATRIC FIELD 


Senator E.ttenper. Are you still having difficulty in obtaining a 
sufficient staff to operate ? 

Admiral Boonr. Very definitely, sir, and particularly in the neuro- 
psychiatric field. 

Senator ELttenper. What is that due to? 

Admiral Boonr. They are not in existence in this country. I do 
not think there are enough doctors produced. I am in disagreement 
with some doctor analysists, but I think there are not. 

Senator Ex.enper. Is it all right generally speaking except for 
psychiatric ? 

Admiral Boonr. We are low in pathologists and other physician 
categories. The big factor there is the differential in governmental 
remuneration Compared with outside income. The effect of this dif- 
ferential is shown by the high turnover for the period April 1, 1953, 
through March 31, 1954; we appointed 869 physicians and had losses 
of 703. 

Senator Eiitenper. That is what I thought. 

Admiral Boonr. It is very great. 

Senator ELienper. That was the difficulty before. 

Admiral Boonr. That is right. We lose them too fast because of 
hat factor. 

Senator ExLenper. That is all I desire to ask at this time. 

Senator Kiteore. I have a few questions on that. Admiral, as to 
neuropsychiatrics, isn’t that a really on an increase, too, the problem ? 

Admiral Boonr. I would say this, Senator Kilgore: There is rela- 
tively no more ne uropsychiatric cases in veterans than in the civilian 
population, but we have learned more about psychiatry. 

Senator Kirgore. That is what I am talking about. 

Admiral Boone. But I do not think we are getting any crazier, 
Psychiatry is the biggest problem we have in medicine. 

Senator Kircore. I think it is. 

Admiral Boonr. And my profession is not ready to meet it, because 
it has not trained enough physicians as psychiatrists. 

Senator Kircore. Is there not also in civilian hospitals and else- 
where a shortage of neuropsychiatric people ? 

Admiral Boons. It is a common problem, sir, in and out of 
Government. 

Senator Kingorr. And ape of pathologists? 

Admiral Boone. Yes, sir; I think the medical manpower is the 
shortest commodity bf manniee: 

Senator Kizcore. Do you not find that there is a great stringency 
on the question of pathologists ? 

Admiral Boone. Very definitely. 

Senator ELtenper. That is the complaint I get from the hospitals 
inmy State. It is very hard to get-—— 

Admiral Boonr. We have to depend, in a number of instances, on 
part-time people to carry the load in pathology and radiology. With 





the V 
time ° 
Sen 
of the 
Ad 
the la 
Ser 
cases 
Ad 
accor 
Ser 
Sei 
Mr 
have 
recor 
now | 


Yo 


Ac 
we ck 
Se 
Ac 
in Ci 
burg 
26, a 
in Le 
Se 
all t] 
Ac 
quire 
Se 
erniz 
At 
Se 
Ac 
keep 
adeq 
tratc 
hit t! 


Se 
pose 
that 

As 

Se 

A 
scho 
quat 

Se 
crea 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 793 


the VA income they just will not make it full time. They will share 
time with us under certain circumstances. 

Senator Krreorr. You are able, with the present staff, to take care 
of the service-connected cases ? 

Admiral Boonr. That is right. We do because that is primarily 
the law. 

Senator Kiicorr. But the waiting lists are non-service-connected 
cases ¢ 

Admiral Boonr. Yes, sir. We take those when beds are available 
according to law when a man certifies he cannot afford it. 

Senator Kirgore. Thank you very much. 

Senator Sarronstaty. Thank you, Senator Kilgore. 

Mr. Higley, the Chair has a few general questions of his own that 
have been given to him in various way and would like to have in the 
record. The Chair believes some of these have been covered just 
now by Senators Kilgore and Ellender, but we will just check. 

You have now how many hospitals, Admiral Boone? 


TOTAL HOSPITALS 


Admiral Boonr. One hundred and sixty-nine hospitals. The last 
we dedicated in St. Louis a week ago Sunday, sir. 

Senator Sarronsraty. You have how many under construction, sir ? 

Admiral Boonr. We have a new G. M. and 8S. hospital to dedicate 
in Cincinnati on the 13th of June; we have a new G. M. and S. in Pitts- 
burgh on September 12, and a new one in New York on September 


26, and then a new NP, which the Congress authorized 2 years ago, 
in Los Angeles next January. 

Senator Sarronsraty. And there is money in this bill to finish up 
all those? 

Admiral Boone. There is money in this bill to consummate the re- 
quired facilities in Topeka, Kans., coal the new one in San Francisco, 

Senator Savronstauu. Is there any amount in this bill for mod- 
ernization and repair of existing hospitals 4 

Admiral Boonsg. Yes, sir. 

Senator Satronsrauu. A satisfactory amount? 

Admiral Boone. We are up against a terrible problem to try to 
keep these hospitals up, sir, in the w ay of modern facilities and even 
adequate facilities. That, I think, is a subject to which the Adminis- 
trator has given greater thought. I think that next year if we do not 
hit this thing head on we are going to be in a terrible situation. 


REPLACEMENT OF MOUNT ALTO HOSPITAL 


Senator Kirgore. Could T ask a question at that pot? This pro- 
posed hospital for the Washington area is to replace Mount Alto, is 
that right? 

Admiral Boonr. That is right, sir. 

Senator Kireorr. That is a monstrosity. 

Admiral Boone. It is old and inadequate. It was built as a girls’ 
school years ago, and it has not been possible to convert it into an ade- 
quate or satisfactory hospital. 

Senator Kincore. The building of a new hospital would not in- 
crease your hospital facilities but would give you a workable hospital ? 
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Admiral Boonr. That is absolutely correct, sir. We have been given 
44 acres at the Soldiers’ Home which is going to be a great medical 
center, with both private, VA, and Soldiers’ Home facilities. 

Senator Kirgore. And it will be built out there? 

Admiral Boonr. Yes, sir. We want to take our regional office clinic 
out there also. 

Senator Kincore. That would enable cooperation between that hos- 
pital and Walter Reed and the Naval Medical Center that has been 
taking place in the past very satisfactorily. 

Admiral Boone. It will be in closer proximity to them, and the Gov- 
ernment is planning to build three District of Columbia civilian hos- 
pitals there so we would all be in the center, plus the big facility of 
the Solders’ Home where we can exchange consultants and so forth. 
Washington is a great and growing community for veterans, and I am 
sure everybody agrees it is going to be a greater center for them. Peo- 
ple like to come here. We are very, very inadequately set up to provide 
adequate veterans’ care in Washington. 

Senator Kircore. I have one other question : You used to have diag- 
nostic centers. Do you still have those? 

Admiral Boonr. No, sir. 

Senator Kiicore. Your clinic has taken the place of the diagnostic 
center ¢ 

Admiral Boone. That is right, sir. 

Senator Kricorr. You know, Mount Alto started out as a diagnostic 
center. 

Admiral Boonr. We don’t call them that now. 

Senator SarronstarLt. What Senator Kilgore has just said is that 
there is an authorization for a hospital in the District of Columbia but 
no money in this bill? 

Admiral Boonr. And 44 acres of ground have been provided for the 
Veterans’ Administration at the Soldiers’ Home. 

Senator Sarronstatu. Do you have any projected plans for the con- 
struction of this hospital ? 

Admiral Boonr. We have got plans for it, yes, sir. 

Senator SaLtonsTaLu. It is a question of money then? 

Admiral Boonr. Yes, sir. 

Senator Sawronstaty. And you think you can staff it? 

Admiral Boone. There is no question of staff shortages in Wash- 
ington. Of course, there are a great number of doctors in Washington, 
and we have never had anything but ready response to our desires and 
requirements here in Washington. 

Senator SarronsTati. Then you would say the amount for mod- 
ernization and repairs is in this bill, but you believe in another year 
that that will be a very difficult problem and perhaps the amount would 
have to be increased, but you are satisfied, or at least you are willing 
to be satisfied with what you have got in here this year? 

Admiral Boone. We have accepted this budget, but we are working 
on a plan, sir, to come up with something, I think, very constructive. 
The Administrator and his staff are working on that right now. It is 
a big program, and we have to hit it hard or we are going to lose large 
hospital investments and have nothing in these old plants utilizable 
or worthy of salvage. 
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Senator Sarronstatu. Now, the Chair is not sure whether this ques- 
tion has been asked or not: Do you expect to operate in 1955 at lease 
as many beds as in 1954, and if not, why not, and if more, how many ¢ 


AVERAGE DAILY PATIENT LOAD 


Admiral Boonr, May I make this statement: The funds in the 
estimates are to support an average daily patient load of 127,000 
beneficiaries. 

Senator Sauronstauu. That is beds? 

Admiral Boonr. That is patients. I might explain, if I may, that 
127,000 beneficiaries, that would be in our own hospitals, in contract 
hospitals, and in domiciliary. This is our estimate as approved by 
the Bureau of the Budget and by the House. In the VA hospitals 
there will be an increase of 2,700 more beneficiaries daily over the 
102,370 which have been estimated for 1954. The number in contract 
hospitals are approximately 5,000, and 17,000 in VA domiciliaries esti- 
mated for - 55. That is at the same level as 1954. In other words, 
we have a 2,700-bed increased requirement and only the same amount 
of money to meet it. 

Senator SatronsTaLL. So you expect to operate, or hope to operate, 
2,000 more beds but with the same amount of staff and care? 

Admiral Boonr. We are going to make every effort to meet that 
requirement, It is going to be a very, very tight proposition to meet. 


STAFF SHORTAGES 


Senator Sauronstat.. This question the Chair knows was asked 
you: You are having great difficulty in getting people, qualified 
people to staff your conte smplated hospit: ils? 

Admiral Boonr. Yes, sir. May I say this, Senator: As to the 
contemplated hospitals in the new program, very wisely the hos- 
pitals are being built close to medical schools. Wherever we have 
them there our problem of staffing is not the serious problem it is with 
the isolated areas. So we do not anticipate the seriousness of staff- 
ing in any of these new hospitals coming in now or being finished. 

Senator SavronstTat.. You do not expect the serious difficulties in 
connection with those ? 

Admiral Boonr. No, sir. We do where they are isolated hospitals; 
not in these hospitals like in Boston. You have no trouble there. 
They are close to medical schools. The same condition applies in 
Philadelphia and the same with St. Louis and the others located 
close to medical schools. 


COMPARISON OF PRIVATE AND FEDERAL PAY 


Senator Sauronstatt. Then vou have the question also in connec- 
tion with private hospitals. Broadly speaking, do the Veterans’ 
Administration hospitals pay more for their help and their people 
who work as skilled and unskilled than do the private hospitals ? 

Admiral Boone. No; we are on civil service classified pay sched- 
ules except for those under Public Law 293, which are physicians and 
dentists and nurses. They are the only ones not civil service. 
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Senator Sauronsraty. Taking nurses, for example, do you pay 
more for nurses ¢ 

Admiral Boone. In their initial appointment the differential in 
certain communities may be higher, but it levels off and balances up. 

Senator Savronsrauu. Last year you put in the record a list of hos- 
pitals and domiciliary facilities by States, giving the total beds and 
average beds to be operated in the fiscal year. Have you supplied that 
for the record this year in the House? 

Mr. Bicetow. Yes, sir; it is in the printed hearings. 

Senator SaLronsTALL. And can you give the committee the page in 
the House hearing where that appears / 

Mr. Bicetow. It is page 1677, sir. 

Senator SauTonsta.y. That record is on page 1677? 

Mr. Biceiow. Yes, sir. 

Admiral Boone. May I go back on the nursing just a second. The 
nursing profession in the VA has fixed salaries by the Congress, 
whereas in private institutions a board of trustees could change it 
Saturday night and try it out for a month and change it again. “But 
we could not meet that situation. We have that competition, but a 
great deal of it in the overall levels off. 

Senator Sarronstati. The problem that you have in staffing hos- 
pitals is that you say in isolated areas it is difficult ? 

Admiral Boonk. That is right, sir. 


HOSPITALS IN ISOLATED AREAS 


Senator SarronstaLy. Without naming them, approximately how 
many of your hospitals are in what you would term isolated areas? 

Admiral Boonr. Approximately 21 are what we call fringe hos- 
pitals. 

Senator SALTonstaL,. Are those 21 hospitals understaffed at the 
present time ¢ 

Admiral Boone. I should say they are; yes, sir, for the most part. 

Senator Sauronstary. They are underst: iffed. As to the wages 
that you have to pay in those hospitals, are they higher than the 
wages in the 

Admiral Boowe. No; the wage is established by Congress. Take 
a manager, Mr. Chairman; if he has a little hospital with 200 patients, 
or if he has a hospital with 2,000 patients, the salary would be the 
same, 

Senator Savronstatn. There are some more questions that the 
Chair would like to ask of a general character, and then he would 
have a few questions of a local character in Massachusetts in connec- 
tion with the Murphy Hospital there. 


CONTACT OFFICES 


Do you contemplate any change of your contact offices in 1955? 

Mr. Hietey. The answer to that might be “Yes” or “No,” for this 
reason: That the basis of all contact offices or of any contact office is 
that there shall be a requirement there for that office, and they have a 
formula which applies over the country as to the number of veterans 
that come to any office, and on the basis of that number they decide 
whether it is performing a proper function. Now, I think what you 
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have in mind, Senator, is a little more the other part. When I talked 
about consolidating workloads some people have tried to say that 
means closing offices. 

You know, I am a great believer in these contact offices which shall 
be so distributed that we will take care of veterans conveniently, and 
with due consideration toeconomy. So it is not a case of withdrawing 
that contact service from the veterans. 

Senator SatronsTaLn. You anticipate then keeping up the same 
quality of contact services with veterans ¢ 

Mr. Hie.ry. That is our intention; yes. 

Senator SALTONsTALL. Now, the Chair has received objections, of 
course, in his home State to your contemplating closing these offices. 
The Chair believes that those offices have now been kept open. Is that 
after the finding that the veterans would not get the same care ¢ 

Mr. Hietry. May I ask Mr. Stone, who is in charge of the Veterans’ 
Benefits Department, to answer that, because it is entirely his ‘pbvigeang q 

Mr. Srone. We have agreed with the Bureau of the Budget on a 
formula. If a contact office has 450 contacts during the month east of 
the Mississippi we have it remain open; if they go below that over a 
period of months on an average, then it is close d. West of the Missis- 
sippi if they have 350 contacts over a period of a month they remain 
open, and less than that they are ¢ eal And we will continue to close 
offices under this formula with our budget plans. 

Senator SauronsraLn. That formula you have found works out 
pretty satisfactorily and fairly to the veterans? 

Mr. Stone. To the veterans. We get very few complaints when we 
close offices using that formula. 


SUPPLIES HANDLED BY GSA 


Senator SauronstaLu. Now, Mr. Higley, what part of your supplies 
are now handle d by the GSA, approximately / 

Mr. Hietey. All common supplies, Senator, office supplies and 
equipment, and in fact, broadly speaking, practically everything 

except medical supplies and subsistence items. 

Senator SavronstaLu. So that all your ordinary, what you might 
call, administrative and business supplies are handled by the ( ISA, 
and that is through the Government ? 

Mr. Hietey. That is right. Is that not a correct broad statement ? 

Mr. Bicetow. Yes, sir; that is correct. 

Senator SattonsTau.. Is that correct ? 

Mr. Bicetow. That is a correct statement, sir 


SURVEY OF HOSPITAL CONSTRUCTION PROGRAM 


Senator SatronsTauu. Last year you were requested to make a sur- 
vey of the hospital-construction program and available sites, with a 
report by February 1. You forwarded a letter to Chairman Bridges 
as of that date. Is that included in the House hearings or should it be 
included in these hearings? 

Mr. Hiatxy. It is in the House hearings. 

Admiral Boonr. They had a special hearing in the Veterans’ Affairs 
Committee. There were 16 sites involved, and the Administrator had 
declared those excess to the needs of the Veterans’ Administration 
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to GSA, and after discussion with the House, where I was a witness, 
they accepted the elimination of those, to turn those back to the GSA, 
with the exception of one. They asked the Administrator of Veter- 
ans’ Affairs, or directed the Administrator of GSA to hold one for a 
period of 5 years, a site at Gainesville, Fla., because they are starting 
a medical school there. 

The other 15 they were willing to accept as excess to Veterans’ 
Administration needs. 

Senator SarronstaLt. Was that before the Veterans’ Committee of 
the House ? 

Admiral Boonr. Before the Veterans’ Affairs Committee, sir. 

Senator Sarronstati. Nothing appears in the hearings of the Ap- 
propriation Committee with relation to that? 

Admiral Boonr. No, sir, except a similar letter, sir, that was sent 
io Senator Bridges went to Congressman Phillips from the Admin- 
istrator. 

Senator SatronsTaty. But that was not included in the record ? 

Mr. Ketsry. Yes, on page 1893. 

Senator SarronstTatu. So that report is in the hearings on that 
page ? 

Mr. Kesey. Yes, sir. 


COMPARISON OF PER DIEM COSTS 


Senator SAttonsTaLL. Now, Dr. Boone—and perhaps this is partly 
covered—have you made a comparison of the hospitals’ per diem 


costs as compared with large private hospitals ? 

Admiral Boone. Yes, sir. They informed me not in terms of com- 
parable costs, because there is such a variation between different pri- 
vate hospitals. It would have to be a very rough approximation of 
an average. You have a range extending from the university hos- 
pitals down to the various small private hospitals or State hospitals. 

Senator Sarronstati. Take, for instance, in my home city of Bos- 
ton, you operate a veterans’ hospital in Boston, and there are three 
private hospitals nearby. Have you made any comparisons with hos- 
pitals of that character ? 

Mr. Bicerow. Yes, sir. I can insert that in the record. I don’t 
have it with us. We made the study, but it was not exactly on a 
comparative basis. We were merely trying to compare staffing. 

Senator Sarronstat.L. Will you put that in the record ? 

Mr. Bieerow. Yes, sir. 





(Th 


TABLE 


. St. Lo 
2. Bostor 
3. Memy 

. Bosto1 

. Orlan 
5. St. Lo 
7. St. Lo 

. Washi 

. Des 

. San F 
il. New ¢ 

. Mem 
3. Birmi 

. Provi 

. Houst 

. Bosto 


Tot 


. Mont 
2. Des} 
3. Newi 

. Was 

. Provi 
». San I 

. New 

. Colu 
9. Nash 

. St. L 

. Bost 
2. Hous 


To 


Ad 
might 
overa 
Ser 
of the 
istrat 
Ad 
per | 
That 
nursi 
tatio1 
We 
here 
phys 
exclu 

Se 
are d 


ness, 
SA, 
eter- 
for a 


‘ting 
rans’ 


e of 


Ap- 


sent 
nin- 


that 


rtly 
lem 


om- 
pri- 
1 of 
10S- 
als. 
30s- 
iree 
10S- 


n't 
na 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 799 


(The information referred to follows:) 


TaBLE I.—Comparison of full-time employes to operating beds and to average 
daily patient load in 16 privat and 12 VA hospitals 
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VA HOSPITALS 


. Montgomery, Ala. 
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. New Orleans, La 
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AVERAGE VA COST 


Admiral Boons. We wanted to see how ours were lining up. It 
might have been in Boston, I don’t know. We had a sampling, not 
overall. 

Senator SaLronsTauu. Can you give the committee a general picture 
of the results of that study? Is it favorable to the Veterans’ Admin- 
istration or is the Veterans’ Administration more costly. 

Admiral Boonr. Our average cost, Senator, is close to $14 a day, 
er patient, general, medical, surgical, psychiatric, and so forth. 
That includes everything—transfusions, physicians, laboratory, food, 
nursing care, everything in the hospital and all its facilities, rehabili- 
tation, and libraries and so forth. 

We know, for instance, in Washington I believe the lowest cost bed 
here that I have found is about $11 a day in a ward exclusive of the 
physician, exclusive of the operating room, exclusive of transfusions, 
exclusive of special drugs and so forth. Our costs are all-inclusive. 

Senator SauTonsrauL. So that you figure, broadly speaking, you 
are doing at least as good a job as the private hospitals 

45746—54——5 1 
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Admiral Boonr. I say better. If you get a room now for $20 a day 
you are lucky. Then you have these extra things—food, special nurs- 
ing, transfusion, operating room, X-rays, laboratory fees and various 
and sundry extra fees, plus your physician. And, of course, private 
nursing will run you close to $50 a day if it is around the clock. 

I will let Mr. Schoen read you a few of these comparisons, sir. 

Mr. Scnoen. Here is a tabulation that shows a comparison made 
between 16 private hospitals and 12 VA hospitals which approximate 
each other in their geographic location, and I will just read a few, 
and we will insert this table in the record. 

Senator SALTONSTALL. Just read a few. 

Mr. Scnoren. There is St. Louis—we did not get the names because 
the private hospitals did not want to give this information—— 

Admiral Boong. May I say that in certain religious institutions they 
will never give you the costs, and we cannot get them. 









RATIO OF EMPLOYEES TO OPERATING BEDS 








Mr. Scuorn. A common measure of a hospital is the ratio of em- 
ployees to the operating beds available for patient occupancy. We 
have here in a private hospital in St. Louis, Mo. 184 operating beds, 
and they had 356 full-time employees. And I should like to point out 
that those full-time employees do not include the professional staff in 
terms of the physicians. That is the ratio of full-time employees to 
operating beds of 1.93. In a hospital of our own of a comparable 
size—we don’t have them quite that small—we have one in Montgom- 
ery, Ala., that has 285 operating beds, and we have 337 full-time em- 
ployees or an operating ratio of full-time employees to operating beds 
of 1.18. 

In Boston there is a private hospital which has 235 operating beds 
and 440 full-time employees, a ratio of full-time employees to oper- 
ating beds of 1.87. And we have there again a hospital of 305 in Des 
Moines, Iowa, and they have 482 employees, an operating ratio of 1.58. 

Senator Savronstaty. Well, Admiral Boone, if my memory is right 
we figured last year that it took approximately nine-tenths of Il em- 
ployee to take care of 1 patient. Is that a fact? 

Admiral Boone. Overall, sir, the ratio is approximately correct. 

Senator Sarronstauy. So that means that you would have a slightly 
greater number of employees to take care of one patient, it is nine- 
tenths, and each employee is able to take—— 

Admiral Boonr. That is operating beds. 

Senator Sauronstauy. So that it 1s almost 1 patient to 1 employee. 

Admiral Boonr. No, sir. That is a comparison of employees to 
operating beds. We do not estimate our staffing requirements on 
basis of patients. 

Senator Rorertson. I would like to ask Admiral Boone one question. 
Senator SauronstaLL. That is your privilege, sir. 


RESEARCH ON ARTIFICIAL LIMBS 


Senator Rozerrson. I have a letter from a constituent who is inter- 
ested in your program for research and development of artificial 
limbs, and he said that you had a budget estimate for the prosthetic 
research and development program, and you went before the House 
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committee and asked that it be cut. I have some worksheets here that 
appear to indicate that you had an estimate of $800,000 and you asked 
it be $100,000. Will you explain that? 

Admiral Boonr. That is absolutely not a correct statement. I did 
not ask to have it cut. 

Senator Ropertson. You did not ask to have it cut! 

Admiral Boone. No, sir. 

Senator Rogsertson. I am glad to hear that. He was just mis- 

formed. 

Admiral Boonr. That causes most of our trouble—misinformation. 

Senator Rogerrson. But it was cut by the House $100,000? 

Admiral Boonr. It was not cut. 

Mr. Scuoen. No, sir. 

Senator Krieore. They are still getting $800,000 ? 

Mr. Bieerow. $800,000. That is in the House report. 

Senator Roperrson. Let us get it straight. You had actual for 
1953, $988,624. You have estimated for 1954, $800,000, and you have 
estimated for 1955, $700,000. That is your budget estimate for this 
current year. 

Admiral Boonr. Under the overall $5,500,000 limitation for re- 
search, we planned the sum of $700,000 for prost hetic research. 

Senator Roserrson. And you did not ask for that cut? 

Admiral Boonr. No, sir. 

Senator Roserrson. What did the House do on that? 

Admiral Boone. They adjusted the prosthetic amount to $800,000. 

Senator Rorerrson. That put it back? 

Admiral Boonr. Excuse me, Senator, may we explain that? 

Senator Roserrson. I want to get this record straight on it. This 
man is evidently misinformed. He was very critical of you. He 
claimed you asked that it be cut and you were not in sympathy with 
the program. 

Admiral Boonr. That is not true. I would deny it in the face of 
anybody. 

Senator Roserrson. Just what is the situation? Let us get a sum- 
mary of it. 

Mr. Scuorn. The amount that was presented for $700,000 was the 
agency’s submission to the House of Representatives. That was a 
planned program of research which was balanced out, a balanced pro- 
gram within the total of $5,500,000 for research. The people who 
planned the research and work on research—and we do all kinds of 
research—provided $700,000 for prosthetic appliance research, and 
the House in the report recommended $800,000 be included rather than 
our estimated cost of $700,000. But the total amount was not raised, 
which meant that there is an adjustment in the other research in order 
to provide the extra $100,000. 

Senator Rogertson. The net effect will be that you will have the 
$800,000 for this type of research ? 

Admiral Boonr. That is correct, in the House bill; yes, sir. 

Senator Rogerrson. Very well. 


LONG BEACH, CALIF., HOSPITAL 


Senator Savronstatt. Now the Chair will put into the record a 
letter received from Senator Kuchel, of California, with relation to 





802 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


the veterans’ hospital at Long Beach, Calif., and the Chair respect- 
fully requests Admiral Boone to frame a brief answer to that request 
for information for the record. 
(The letter referred to follows:) 
UNITED STATE: SENATE, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
April 22, 1954. 

Hon. LEVERErT SALTONSTALL, 

Chairman, Subcommittee on Independent Offices, 

Senate Committee on Appropriations, 
United States Senate, Washington, D. C. 


My Dear SENATOR: I believe one of the most constructive and humane things 
this session of the Congress could do would be to provide funds to start the 
job of replacing the dilapidated veterans’ hospital at Long Beach, Calif., origi- 
nally established as a temporary Navy hospital. It was taken over in 1950 
by the Veterans’ Administration. Its 1,600 patients include the paraplegic and 
quadraplegic veterans in our State. Except for the main building, the hospital 
is still of temporary construction. 

The ward buildings, which are crowded, with 42 patients in each, are set 
on concrete pilings that, like the grate of a fireplace, allow the circulation of 
air to fan any flames that might get a start. The wooden ramps are on steep 
inclines. There is no air conditioning. 

In 1946, the Veterans’ Administration decided to establish the West Coast 
Paraplegia Center at the Birmingham Army Hospital in Van Nuys, northwest 
of Los Angeles. This also consisted of temporary buildings, although con- 
siderably more adequate than the Navy hospital buildings in Long Beach; and 
was abandoned in 1950. The patients were transferred to Long Beach. They 
were assured, and the veterans’ organizations and public were assured, that 
new buildings would replace the structures at Long Beach and that the result 
would be the finest possible hospital, with particular attention to the treat- 
ment, comfort, and happiness of paraplegic and quadraplegic patients. 

I am advised by the Administrator of Veterans’ Affairs that the first phase 
of a program of providing permanent buildings at Long Beach to replace the 
1,340 beds now in inadequate temporary structures, consisting of the construc- 
tion of 4 wings or approximately 670 beds on the west side of the present 
permanent buildings, can be developed within fiscal year 1955. To accom- 
plish this, which is the minimum amount of work that could be done in a 
single phase, and to maintain the operation of a maximum number of beds, it 
is estimated by Mr. Higley that this work would cost approximately $8 million. 
Any lesser amount, he states, would leave part of this unit unfinished and 
make it difficult to shift from temporary to permanent buildings. 

With the consummation of this first phase, the Veterans’ Administration 
plans to follow up with the development of the second phase, which would 
provide for 4 wings on the east side comparable to the above with approximately 
670 beds and such other alterations or adjustments to existing buildings to 
round out the entire program for replacement of the 1,340 temporarily housed 
beds. 

These most tragic of our veteran patients have made one of the greatest 
sacrifices for our country. This particular group at Long Beach ought not 
to be asked to compound their life’s problem by spending their years in a 
tawdry ramshackle hospital—or rather a substitute for a hospital. I urge the 
committee to include $8 million for the first phase of the replacement program 
during the coming fiscal year. 

Very sincerely yours, 
THomas H. KucHet, 

Admira! Boonn. I have a copy of the letter from the Administrator 
of Veterans’ Affairs to Senator Kuchel dated April 21, 1954. 

Inquiry was made as to action to be taken by the Veterans’ Ad- 
ministration, if the needed funds could be acquired to take care of a 
much-needed modernization program looking toward the replacement 
of 1,340 beds in a temporary construction at the Long Beach Hospital. 
The hospital has both permanent construction and temporary. But 
in the temporary there are 1,340 and in the permanent there are only 
about 260. The Administrator and I were out there last January, 
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and we saw a situation like so many of our places that needed mod- 
ernization. In the wards we found toilet facilities very inadequate, 
with a very heavy patient load and a very large program. 

There is a requirement there as well as other places throughout 
our country. But we are talking about Long Beach, replacing those 
temporary buildings. So the Administrator in his letter stated it 
wont’ require $8 million as the initial sum of money to get this work 
underway, to accomplish the first stage, and if the Congress appro- 
priated that sum of money we could use it in the fiscal year 1955 to 
get the work underway. 

Senator Satronsratt. Thank you. 

Admiral Boonr. May I say this, Senator, which is probably some- 
thing you may not know: Long Beach was a naval hospital, and then 
when the Veterans’ Administration hospital at Van Nuys with a 
great amount of paraplegics and quadraplegics was closed out, and 
the VA were ordered to take over the Navy hospital, all those patients 
were moved from Van Nuys down to Long Beach, so it is a hospital 
of not only general medicine with a lot of tuberculosis and a lot of 
psychiatry but a very heavy load of paraplegics and quadraplegics. 


PROCESSING VETERANS HOME LOAN APPLICATIONS 


Senator Sa.tronsratn. The committee has received a letter from 
Congressman Westland, of Washington, with relation to the delay 
of processing applications for veterans home loans in that area. We 
will put that letter with its enclosures into the record, and if you do 
not have an answer to that information at hand will you please insert 
it in the record. If you can answer it briefly now, will you do so. 

(The material referred to follows:) 


CONGRESS OF THE UNITED STATES, 
Houser or REPRESENTATIVES, 
Washington, D. C., April 21, 1954. 
Hon. Sty_es BRIDGES, 
Chairman, Appropriations Committee, 
United States Senate, Washington, D. C. 


Dear Mr. CHATRMAN: I have received a number of letters and telegrams from 
building organizations in Seattle concerning the delay in processing applications 
for veterans home loans by the Veterans’ Administration office there and urging 
that VA appropriations be increased to take care of additional personnel for 
that office. 

I am enclosing copies of two communications so that the members of your com- 
mittee can give the subject matter any consideration they may deem appropriate. 

Sincerely yours, 
JACK WESTLAND, Member of Congress. 


Century Buripers, Inc., 
Seattle, Wash., April 15, 1954. 
Hon. Jack WESTLAND, 
House of Representatives, Washington, D. C. 

Dear CONGRESSMAN WESTLAND: This is a short note to advise you that the 
local office of the Veterans’ Administration has heen swamped with work. It 
seems as though all builders are constructing under VA guidance and inspection. 
The office here has been cooperating wonderfully with all builders, and has been 
working Saturdays, trying to process the necessary paperwork to keep the 
builders going. 

It is very evident that additional personnel is needed by the VA, and we would 
appreciate your making every effort to obtain additional funds and authority 
to increase their personnel roster. 
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We know that you will bend every effort toward remedying the present 
situation. 
Very truly yours, 
CENTURY BvurLpers, ING., 
S. DeLone, Manager. 


SEATTLE, WAsH., April 19, 1954. 
Hon. JACK WESTLAND, 
House of Representatives, 
Washington, D. C.: 


Veterans’ Housing Administration headed by Mr. Hoffman now is a bottle- 
neck for lack of clerical help. It takes weeks and months to process our home 
loans for GI's. This is not a criticism, but they have too many applications 
for new homes and veterans who wish to refinance for the present office staff to 
handle. They need more clerical help to break this bottleneck. If you could 
offer any suggestions or assistance it would be appreciated by the home builders 
in Seattle. 

R. E. Roeers. 


GROWTH OF LOAN GUARANTY PROGRAM 


Mr. Stone. Mr. Chairman, the loan guaranty program has gone 
by leaps and bounds during the past 4 months. For example, in De- 
cember we had about 20,000 appraisal requests on proposed units. 
It is now 36,000 and it is still increasing. We have made provision 
for all our offices to use overtime, and we have an additional ceiling 
that we are giving to them. We are toubulgilel people from other 
services day by day as they get time to do it and in that way are 
endeavoring to meet the incoming workload. We are very hopeful 
that the time that it takes to service an application and get a certifi- 
cate of reasonable value to the builder and lender and veteran will 
be shortened very quickly. We are doing everything possible within 
our limits. It is very hard to get good loan guaranty people. We 
cannot find appraisers that want to come in at the salaries that we 
pay, because they can make much more on the outside, and for that 
reason it is a very hard job to staff properly the loan guaranty 
service. 

Senator Savronstaty. You are having difficulty in staffing your 
offices then ? 

Mr. Sronr. Yes, sir. 

Senator SavronstaLy. Would you assure the chairman of this sub- 
committee that you will get in touch with Congressman Westland, if 
you have not already done so? 

Mr. Stone. Congressman Westland. Of course, this is happening 
inevery city inthe country. Itis not only in Washington. 

Senator Sarronsrany. Well, you will get in touch with him? 

Now, I have two more general questions, and then the Chair would 
like to ask Mr. Higley concerning a problem in Massachusetts which 
he has held for the end. 


VA COMMUNICATIONS EXPENSE 


From the chief investigator of the committee, Mr. Kamerick, the 
chair has received a communication regarding communications ex- 
pense of the Veterans’ Administration. Has that been discussed with 
you, Mr. Higley ? 
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Mr. Hierny. Our whole communications system, Senator? 

Senator SALToNsTaLy. Let the Chair point out that in the House 
record one of your men, Mr. Broders, testified that $3,800,000 was 
asked for as opposed to $3,900,000 the year before, but, as the Chair 
understands it, the same gentleman, Mr. Broders, told our investiga- 
tor that your cost for the fiscal year 1953 was $6,671,000, so that there 
was a discrepancy there of approximately $2,300,000. 

Now, in addition to that, you have a number of calls, approximately 
48,000 messages a month, carried on Pentagon trunk lines at no cost 
to the VA. 

Have you any statement to make with relation to that discrepancy 
or apparent discrepancy ? 

Mr. Hietry. I can talk to you about the whole system, but those 
particular figures I have never seen before and I don’t know just what 
that discussion was. 

Senator SavronsraALy. Then we will hold the record open. 

Mr. Hieitey. Can we put an answer in on that? 

Senator SatronstaLut, The Chair would like to put in the record 
the communication from Mr. Sinnott to Mr. Kamerick dated April 
12, 1954, and request the Administrator, if he will, to answer that, 
and perhaps call it to Mr. Cooper’s attention so that Mr. Cooper will 
call it to my attention. 

(The information referred to follows :) 


Memorandum April 13, 1954 

To: Senator Leverett Saltonstall. 

From: Paul BE. Kamerick, Chief Investigations. 

Re Veterans’ Administration Communications Expense. 


I am attaching for your possible interest a memorandum prepared in this 
office relative to a substantial discrepancy between the communications expense 
of the Veterans’ Administration (1) as described to the House Appropriations 
Committee as compared with (2) information supplied to this office earlier this 
year. 

Aprit 12, 1954. 
To: Paul E. Kamerick. 
From: William V. Sinnott. 
Subject: Duplication of Government communication facilities—General Services 
Administration and Veterans’ Administration. 

During House hearings on the independent offices appropriations, the VA 
presented certain data regarding its communications costs which do not coincide 
with cost information furnished the Investigations Division by VA during recent 
survey. It is pointed out that both GSA and VA operate their own telegraph 
systems with GSA being the general Government communications network. 

The systems duplicate in many areas and there have been nonproductive nego- 
tiations between the two agencies regarding the possible use of GSA’s all- 
Government system by the VA. 

Page 1880 of part II, hearings of the subcommittee of the House Appropriations 
Committee, independent offices appropriations for 1955, contains an interrogation 
of Veterans’ Administration representatives on their communications costs. 
Chairman Phillips of the House committee inquired of Mr. Broders, the VA 
Communications Officer, how much was in the 1955 budget for all telecommunica- 
tions service. Broders revlied that about $3,800,000 was asked for, and that the 
year before it was $3,901,834. The background for this questioning was a dis- 
cussion with VA officials as to why they did not utilize the General Services 
Administration teletype network. 

Broaders during the course of the hearing said that the $3,800,000 covered all 
forms of electrical communication costs including telephone switchboards, instru- 
ments, telegraph, long distance for all VA field stations and Washington. VA 
conceded that GSA and VA duplicated at 51 points throughout the Nation and 
that the objection to the use of the GSA system was based on the fact that the 
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GSA system did not do the job VA needed, that was to provide teletype confer- 
ence service as a substitute for long distance and priority teletype service. 

To return to the cost of VA communications, which Mr. Broder described as 
being $3,900,000, there appears to be a discrepancy between this figure and the 
figure furnished the Investigations Division in the recent communications survey. 
Our total cost for fiscal year 1953 is $6,671,823, which is demonstrated in the 
attached outline of VA equipment and costs. It will be noted in this summary 
that the cost for local calls, long-distance charges, PBX rentals, and foreign 
exchange costs alone are in excess of $2,900,000. In addition to this, the VA figure 
is distorted by the fact that over 48,000 messages a month are carried on Pentagon 
trunk lines at no cost to the Veterans’ Administration. This represents in the 
course of a year a considerable sum of money which, if VA’s actual costs are 
considered, must be included as part of their operating expenses. 

The costs, as we obtained them from VA, for fiscal year 1953 are as follows: 


Circuit miles, 9,480, and costs_.._._____-______ $94, 852. 00 

Terminal equipment costs - 155, 089. 

Maintenance costs, Government-ow med equipment +s hs 2, 150. 

Teletypewriter exchange (TWX) costs__ : . ‘ 111, 306. Total 
Commercial telegraph costs___--~-~- . 115, 828. 

Total personnel and costs, 1,024___- ; te aes 3, 252, 472. 

Local-call charges ae = a. : 280, 656. 00 

Long-distance ce harges__ deh dane cheated. 301, 399. 1, Nu 
PBX and associated equipment charges_ bie 2, 336, 504. 
Foreign exchange costs__---..- 12, 117. 00 2. Re 


SLPEeSCN PPP op 


If the VA were required to pay for the service on trunk lines it receives from 
the Pentagon free of charge at present, the cost would run in the neighborhood 
of $194,000 a year. The agency uses 35,220 square feet for communications 
purposes. 1. Tel 

GOVERNMENT COMMUNICATIONS 


Var. 


I. Domestic leased circuit mileage costs, oom year 1958 


Mileage 


(a) Leased teletype circuits... _.-. i — nbipboutitestiat 
(6) Leased facsimile circuits Diced edhe : neuigne None 


Notg.—Do not include terminal equipment associated with these circuits. 


IT. Domestic radio circuits 
Mileage 
(a) Radio teletype d sailed soci si ; None 
(b) Radio telegraph (C. W. None 


III. Terminal equipment costs 


Total pieces of leased switching center and terminal teletype 
equipment : 
1. Fully automatic and pushbutton switching center chassis 
and associated equipment ; cr None 
2. 19 ASR- Seastbt a ; ‘ 55 
. 15 KSR__- ; 125 
s 8 
5. Automatic transmitter (single) 88 
Automatic transmitter (3-gate)___ es None 
. Typing reperforator o y 5 
Typing reperforator with keyboard Se eats . 38 
9. Tape factory____- : on , on None 
10. (other wt thet : None 
Total cost of all leased teletype equipment (including switching 
center equipment) in fiscal year 1953____-_____ oll ae B18: 00 
Fiscal year 1953 relocation costs of leased mileage and equipment_ , $829. 61 
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Total of all Government-owned teletype equipment and teletype switching equtp- 
ment (include active and Saneey —— nt) 


Type Total pieces neat 


Fully automatic and push button switching center chassis and asso- 
ciated re : . > None None 
19 ASR__ 4 j . 6 $11, 400 
15 KSR.... . = 4 4, 400 
4:16 BO.evia--2 a tedéntiepiil A 3 2, 550 
Automatic tr: ansm itter “(single ). ad 4 , 240 
Automatic transmitter (3-gate). | None None 
l'yping reper‘orator l 500 
l'yping reperforator with way beerd... 5 2, 875 
. Tape factory... Jon None None 
. Other ‘ i hae | None None 


VI. Radio stations 


1, Number radio stations (showing transmitters, receivers, and antennae 
systems as one unit) ssitaantitaceliabaateninhaianaiaeiiineds caichctetieiiahasete 
2. Replacement cost, radio systems os LS Ge 


2 


VIT. Total mainteinance costs of all Government owned teletype equipment and 
facilities in fiscal year 19538 


Teletype maintenance: 
(a) Machines in operation__- a Soe 7 
Total personnel___- ie ; None 
Annual cost__ oes ; None 
(b) Switching centers_____-- : ae inn ss None 
Total personnel___- - ra ibncesaanae . None 
Angel: - ceves0: ces : Peace ; _. None 
Spare parts cost scald thea ; Seiden eae None 
Maintenance contracts____.._..--~-~- nti 2 2 
Cost- eSiibeg ; ; . 150 
. Research and dev elopment engineering 
fiscal year 1953, costs eee . None 
Training costs of technicians, fiscal year 1953, cost__- None 
Other, such as cost of vehicles used in maintenance installations, etc., 
directly related to the communications systems, costs 


VIII. Total of all Government-owned teletype equipment and teletype suntching 
equipment in storage or on order 


Total pieces 


. Fully automatic and pushbutton switching center chassis and asso- | 
citated oanpent sernhiarided —— . None None 
. 19 ASR.... deal : None None 
aS: | Se ee oe eee pstiee bbe a bs anuiacae None None 
4.15RO oa ; None None 
Automatic transmitter (single). ‘ , None None 
Automatic transmitter (3-gate) | None None 
Typing reperforator- inated None None 
8. Typing reperforator w with key board None | None 
9. Tape factory... None | None 
10. Other--. None None 


1X. Teletypewriter exchange (TWX) costs 
i is inapotaitents . $106, 535. 17 


2. Equipment - . 177. 83 
Ss casenes arabe 7 ihe 306. 00 
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X. Commercial telegraph costs 


Total (include originated and refile costs) $115, 828 


XI. Operating costs—Government-leased systems 


(a) Total personnel 
(0d: Date) + QR eis nist nn Sebastien dt ee i eee $3, 252, 472 


Note.—Include in total all operating, supervisory, administrative, training and planning, 
and related functions, personnel engaged in departmental telegraph, telephone, and radio 
services regardless of where carried on departmesital payroll. Where individuals devote 
part time to the telegraph system, include them fractionally. This applies to both head- 
quarters and the field. 


XII. Operating costs—Government-owned systems 


(a) Total personnel 
(b) Total cost (include all personnel as requested under sec. XI above)_. None 


XIIT. Messages filed on other Government telegraph lines (monthly averages) 


Messages __ 

Cost bo decade ddcecs 
Reimbursed_____ 
Nonreimbursed_ 


Identify agencies. 


XIV. Messages filed by other Government agencies or special organizations on 
your telegraph lines. Identify 


a sc disci cence thedddaesdhieiebsstcecapacdpinedccseaecitald ni eeleded aac <aeaindi ie li ca 47, 946 


Cost —-. cichihieaeanaria aunty aiig pinta taateiete IRs TOD 
Reimbursed s : ee 5 ‘ . None 
Nonreimbursed 47, 946 
Identify agencies: 
Department of Defense 2 2. 273 
Treasury Department__- 4, 405 
Civil Service Commission__- 277 
Federal Security Agency____- 929 
General Services Administration 


XV. Space utilized for communications 


Square feet_______- 35, 220 


eee ee eee oe we OW, am 


XVI. Travel costs of personnel engaged in operation or maintenance of telegraph 
systems 


Total __ 


AVI. Atiach map of all domestic telegraph circuits leased by you 


Area maps attached 


XVIII. Estimate the word capacity of your telegraph system on a daily basis of 
24 hours and what percentage of this capacity is presently utilized by you for 
your own trafic 


Percent 80 
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Total fiscal year 1958 telephone costs 
(Include all telephonic costs both in Washington and in local or field offices) 


(a) Local veall charges $280, 656 
(b) Long-distance charges_.______..___ sauna tied aaa 301, 399 
(c) PBX and associated equipment charges___- LM é .-. 2,336, 504 
. Leased service: 
(a) Full period costs hd 
(bo) Foreign exchange costs_.- 
Total costs. saints 


Mr. Hieiey. Will we eu a copy of that, sir? 

Senator Sauronsraty. Yes. In other words, if that is correct, the 
discrepancy between the amount of money that you asked for in the 
House over what you stated to our investigator of this committee as 
to your cost of service is approxim: itely $9300, 000. 

Mr. Hiociey. I would prefer to see the letter and to check it before 
I make any preteens because I really cannot answer that. 

Senator Sarronstaty. Mr. Higley, the Chair calls your attention 
to page 1885 at the bottom of the page in the House hearings on this 
subject, so when you are looking up that subject consider that also. 

Mr. Hieiey. Very well, sir. 

(The following was subsequently submitted :) 


SUPPLEMENTAL STATEMENT RE COMMUNICATIONS Costs 


In the testimony before the House Subcommittee on Appropriations, in reply 
to a question from Chairman Phillips, Mr. Broders stated that the VA communi- 
cations costs would be approximately $3,800,000. 

This statement was based on the summarization of object 04, communications 
costs (excluding penalty mail), in all annual appropriations estimates as pre- 
sented in the budget of the United States. 


Fiscal year 1953 » $3, 901, 833 
Fiseal year 1954 4 8, 968, 819 
Fiscal year 1955__- 3, 792, 562 


In the Senate appropriation hearings reference is made to a VA cost of 
$6,671,000. The difference between this figure and the $3,800,000 figure in the 
House testimony is explained by the fact that in the statement of Mr. Sinnott 
inserted in the Senate testimony the cost included both personal services and 
object 04, communications costs, whereas in the House testimony only object 04, 
communications costs, were referred to. The report prepared by the VA at the 
request of a Senate investigating committee covering communications costs in- 
cluded an item for the personal services of 1,024 personnel engaged in communi- 
cations at a cost of $3,252,472. When this figure is added to the object 04, com- 
munications costs, it approximates the $6,671,000 mentioned in Mr. Sinnott’s 
report. 

Personal services utilized by the agency for any purpose are classified for 
budget presentatoin and financial reporting under object 01, “Personal services,” 
in accordance with the requirements of Budget-Treasury Regulation No. 1. 
Such costs for salaries of persons engaged in supervising and operating a com- 
munications system must be added to all other costs for materials, parts, sup- 
plies, leases, etc., in order to get a true total cost of carrying on the communica- 
tions activity. 


(Discussion off the record.) 


MURPHY GENERAL HOSPITAL, WALTHAM, MASS. 


Senator SaitonsTaLL. Thank you, doctor. 
Now, Mr. Higley, the Chair would like to ask you a few questions 
on the Murphy General Hospital in Massachusetts, which is a very 
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great issue up there. The present chairman’s colleague and the Con- 
gressman involved in the district in the area have received a great deal 
of communication. The Army is proposing to put the Murphy Gen- 
eral Hospital on a standby basis. And at the moment it is a very dis- 
tressing problem for us in Massachusetts because it gives us a great 
deal of concern as to how our servicemen and dependents are to receive 
the kind of medical care we want them to have. We have, accordingly, 
asked the Army to reconsider its decision, and that consideration is 
now underway. If the Army decision does go forward the hospital 
will become available to other agencies of the Government. Many of 
the veterans’ organizations in Massachusetts have written to me per- 
sonally proposing the use of the hospital as a home for domiciliary 
care of veterans. 

Congressman Curtis, who was the former head of the Disabled War 
Veterans in Massachusetts, was very interested in that question and 
hoped to be here today to make a statement on it. The Chair believes 
that his secretary has a statement, and that we will be glad to put in 
the record. 

(The statement referred to follows :) 


STATEMENT BY CONGRESSMAN LAURENCE CURTIS (REPUBLICAN, MASSACHUSETTS) 
REGARDING THE PROPOSED CLOSING OF MurRPHY GENERAL HOosPITAL IN WAL- 
THAM, MASS., AND THE NEED FoR A DoMICILIARY HOSPITAL FOR VETERANS IN 
THE Boston AREA 


Mr. Chairman and members of the subcommittee, I wish to express my appre- 
ciation to the committee for extending me the privilege of presenting my views 
on the proposed closing of the Murphy General Hospital in Waltham, Mass., and 
on the need for a Veterans’ Administration domiciliary hospital in the Boston 
area. 

The recent announcement by the Defense Department that Murphy General 
Hospital in Waltham would soon be inactivated as an Army facility has caused 
serious concern to constituents in my district. Both houses of the Massachusetts 
Legislature have gone on record as opposing this move, as have the major vet- 
erans’ organizations in the area. 

I have recently been in touch with Mr. T. A. Young, Assistant Secretary of the 
Army, and have been informed that the Army intends to hold up action on closing 
of the hospital, pending a reconsideration of the matter. It is to be hoped that 
this reconsideration will result in a decision to continue operations of the hospital 
on the same basis as in the past. 

If present plans for inactivating the hospital as an Army installation are car- 
ried out, I urge that consideration be given to the Veterans’ Administration taking 
over the hospital, either in whole or in part, as a domiciliary facility for disabled 
veterans. There is a great need in the Boston area for such a facility, as I have 
emphasized on a number of occasions to the Veterans’ Administration. 

At the present time there are 17 domiciliary hospitals in the United States 
operated by the Veterans’ Administration. None of these hospitals is in the 
Greater Boston area, nor is there one in the entire New England area now that 
the veterans domiciliary hospital in Togus, Maine, has been transferred to other 
uses. At present, the nearest VA domiciliary facility for New England veterans 
is at Bath, N. Y., a considerable distance from the Boston area. 

In response to my inquiry last February regarding the possibility of estab- 
lishing a VA domiciliary facility in the Boston area, Mr. Harvey V. Higley, 
Administrator of Veterans’ Affairs, informed me that “no authority has been 
received to acquire additional domiciliaries either by new construction or con- 
version or utilization of existing installations.”” He pointed out that in addition 
to the facilities at Bath, N. Y., the Veterans’ Administration makes a con- 
tribution of $500 a year to the State of Massachusetts for each eligible veteran 
eared for in the State Soldiers’ Homes at Chelsea and Holyoke. 

I submit that these facilities are not adequate. Our State Soldiers’ Homes 
are equipped and used substantially as hospitals, not as facilities for domiciliary 
cases. Equally important, I believe the Federal Government should not shift 
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its obligation for providing veterans with domiciliary care over to the States, 
as such care is primarily the responsibility of the k'ederal Government. 

In conclusion, I would like to reiterate the importance of maintaining Murphy 
General as an Army facility. If this cannot be done, I urge that the Veterans’ 
Administration be authorized to take over the hospital as a domiciliary home 
for veterans and that the funds necessary for operating such a home be provided. 
In any event, I would like to emphasize again the great need for a VA domi- 
ciliary hospital within reasonable reach of the Greater Boston area for the 
benefit of Massachusetts’ veterans and those living in other parts of New 
England. 

Thank you for extending me the privilege of presenting my views. 


DOMICILIARY CARE OF MASSACHUSETTS VETERANS 


Senator SaLronsTaLLt. Now the Chair would like to ask, Mr. 
Higley, whether there is anything operated by the Veterans’ Admin 
istration anywhere in New England at the present time for domi 
ciliary care of veterans? 

Mr. Hictey. The answer is “No,” Senator. We have Mr. Chapman 
here who is in charge of that, and if you would like to have a picture 
of the domiciliary situation he will be able to give it to you with a 
chart. 

Senator Sauronsraun. All right, Mr. Chapman, let the Chair ask 
these questions. The Chair will direct them to Mr. Higley, and Mr. 
Higley may refer to you, and you can make the statements. 

What is the nearest home, domiciliary home, for veterans to 
Massachusetts ? 

Mr. Cuarpman. Bath, N. Y. 

Senator SALToNsTALL. Where is Bath located ? 

Mr. CuHapman. Would the Senator like to see the chart, sir? 

Senator SatronstaLL. What city ? 

Mr. CuapMaNn. in Bath, N. Y. 

Admiral Boonr. That is a map, Senator, of all domiciliary centers 
in the Veterans’ Administration, including separate domiciliary and 
State homes which are used. 

Senator SauronsraLL. Where is Bath? What big city would be 
near there? 

Admiral Boone. It is southwest of Syracuse, about 80 miles south- 
west of Syracuse. 

Senator Sarronsrati. Now, Mr. Higley—if you care to, you may 
refer this question—are } you familiar with the functions of our State 
soldiers’ homes at Chelsea and Holyoke ? 

Mr. CuapmMan. Yes, sir. 

Senator SattonsTaL. Is it not true that these are hospitals rather 
than homes for domiciliary care? 

Mr. CuHapman. Yes, sir. 

Senator SALTONSTALL. Now, how much does the Commonwealth of 
Massachusetts contribute to the maintenance of these homes in Chelsea 
and Holyoke? 

Mr. Cuapman. In Chelsea during the fiscal year 1953 they con- 
tributed $2,136,256. 

Senator Satronstaut. To both of the hospitals? 

Mr. Cuapman. No, sir. At Holyoke they contributed $645,733. 

Senator SattonsTatt. That is almost $3 million then. 

Mr. Cuapman. Yes, sir. 
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Senator SarronsraLu. What proportion is that of the total cost of 
those two hospitals or homes? 

Mr. Cuarman. At Chelsea that is 87 percent, sir, and at Holyoke 
it is 92 percent. 

Senator Sartonstann. So that the Federal Government only puts 
13 percent in Chelsea and 8 percent in Holyoxe? 

Mr. Cuarpman. That is correct, sir. 

Senator Savtonstaut.. Now is not the care of veterans primarily a 
Federal responsibility ? 

Admiral Boonr. Yes, sir. 

Senator aera Lt. Admiral Boone has answered that question. 

Admiral Boone. The veterans served the Federal Government, 
therefore, they are a Federal responsibility. 

Senator SartonstaLyu. That is correct. 

Now, how does the administration justify its continued failure to 
establish any home for domiciliary care in the entire New England 
area ¢ 

Mr. Hicury. May I answer that, Senator? We are absolutely 
limited in the number of domiciliary beds that we are permitted to 
have. That program has been limited. The last letter on the subject 
is one from the Director of the Budget on June 11, 1953. This whole 
program of domiciliary care is one that we are giving a lot of study, 
but there is nothing we can do about it until we can get some specific 
instructions as to what we are permitted to do. 

Senator SAttonstaty. Who should give you the instructions? 

Mr. Hietery. I think it all starts with the Congress. 

Senator Sarronstatt. Then while you say that you have the re- 
sponsibility for the care of the veterans, in this instance in Massa- 
chusetis the State is paying for 87 percent of one institution and 92 
percent of the other, and those inatitutsons are primarily hospitals 
rather than domiciliary-care institutions ? 

Mr. Hietry. Have you got the data on that, Mr. Chapman? 

Mr. Cuapman. Yes, sir. In connection with the domiciliary load 
we have four domiciliaries which are taking care of the New England 
area, and those are at Bath, N. Y., Martinsburg, W. Va., Kecoughtan, 
and Dayton, Ohio. 

Senator Satronstatu. What is the third one? 

Mr. Cuapman. Kecoughtan, Va., Hampton Roads, and Dayton, 
Ohio. 

Senator Sarronstaty. So that a Massachusetts veteran who needs 
domiciliary care has got to go either to New York, West Virginia, 
Virginia, or what was the fourth one? 

Mr. Cuarman. Ohio. 

Senator Sarronstatu, Or Ohio. 

Senator Kircore. There is one in Tennessee. 

Mr. Cuapman. Yes. 

Senator Sauronstatt. Now this Murphy General Hospital in 
Waltham, which is a suburb of Boston and approximately 8 miles 
from Boston, may become available if the Army gives it up. Would 
you be in a position, Mr. Higley, to take that over? 

Mr. Hiatry. It is my understanding: 

Senator SautonsTa.L, Is it a question of funds or is it a question 
of authorization? 
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TOTAL DOMICILIARY HOMES 


Mr. Hietey. Well, our instructions, the last instructions we have, 
or limitation is that the domiciliary program is leveled off at our 
present 17,000. 

Admiral Boongz. Seventeen thousand domiciliary members in 17 
homes. 

Senator Sautonsrauy. Will you make that clearer? 

Admiral Boongr. Seventeen homes and 17,000 members. 

Senator SALTonsTALL. Seventeen thousand members? 

Admiral Boonn. Yes, sir; and they are practically 100 percent 
filled. 

Senator Savronsrauu. In other words, 1,000 members to a home, 
at an average ¢ 

Admiral Boonn. Yes, sir; and they run almost 100 percent 
occupancy. 

Senator Sauronstati. And that is a question, Admiral Boone, of 
authorization? Or is it a question of appropriation ? 

Admiral Boonr. Both, sir. We had a situation, Senator, that 
is still pending before Congress. There were two bills, I believe, 
by Senator Millikin, of Colorado, and Senator Johnson seeking to 
have Fort Logan converted into a domiciliary home. We have had 
2 reports from the Bureau of the Budget on behalf of the President, 
1 by President Truman and 1 by President Eisenhower, in both 
instances in behalf of these 2 Presidents, that this bill and expansion 
of this program was not in consonance with the President’s program. 

Senator SaLToNsTALL. So that, Admiral Boone, before the Vet- 
erans’ Administration could take over the Murphy General Hospital 
there would have to be a change in authorization ? 

Admiral Boonr. Yes, sir. 

Senator SatronstaLL, That is a statutory authorization? Or is it 
regulatory ? 

Admiral Boonr. According to Mr. Truman’s statement on the one 
and Mr. Dodge in behalf of President Eisenhower, it limited us to the 
present facilities. 

Mr. Hietry. May I read the paragraph ? 

Senator SaLronsTaLu. Certainly. 


EXPANSION OF DOMICILIARY FACILITIES 


Mr. Hiatey. This is from Mr. Dodge, of June 11, 1953, and it had 
a 

to do with, as the Admiral suggested, fort Logan. That was another 

similar situation. Here is the paragraph in question: 


It must be borne in mind in considering any expansion of Veterans’ Ad- 
ministration domiciliary facilities that by law the Administrator of Veterans’ 
Affairs is permitted to furnish domiciliary care to veterans within the limits 
of existing Veterans’ Administration facilities. It is also pertinent that at pres- 
ent almost 88 percent of the persons admitted to Veterans’ Administration 
domiciliary homes do not have disabilities related to their military service. In 
view of these facts established of an additional Veterans’ Administration 
domiciliary facility at Fort Logan would be contrary to the administration’s 
policy as set forth in the Bureau's letter of February 3, 1953, to reduce every 
agency’s expenditures the maximum level possible and to hold all programs to 
minimum levels. 


Senator SarronsTatu. So that what it would require to have the 
Veterans’ Administration take over the Murphy General Hospital 
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from the Army, if the Army decided to give it up—which we hope it 
will not—would be really a change in the policy of the Government 
enunciated by both Presidents Truman and Eisenhower? Is that 
correct ? 

Mr. Higtey. On the limitations that have been in effect now for 
some time, the 174-,:0spital limit. 

Admiral Boonr. And 17 domiciliary homes. 

Mr. Hieiry. And 17 domiciliary homes. I would say it would take 
specific instructions from Congress or perhaps the President. I 
don’t know, 

Senator Savronstraty. Well, the Logan bill is on the calendar in 
the Senate, if the Chair is correct. 

Admiral Boone. Yes, sir. 

Senator Savronstauti. That has been on the calendar in the Senate 
now for over a year and a half, or a year and a quarter. 

Admiral Boonr. About 2 years, sir, nearly 2 years. I believe Mr. 
Birdsall can say. 

Mr. Brrpsauu. Ever since last session. 

Senator SavronstatL. That is what I say, about 16 months. Then 
it would have to come either in a message from the President or legis- 
lation initiated in Congress and a bill signed by the President to 
change the present situation? Is that correct ? 

Mr. Hietry. I believe it would be, sir. 

Admiral Boonr. It is policy, so I imagine it would be. 

Senator Sauronstauti. Or the Chair assumes that the present Presi- 
dent could change the policy within the present law, but it would 
have to be a change in policy starting from the President. 

Admiral Boonr. I think that is night, sir. 

Senator Satronstatn. Admiral Boone, have you any knowledge of 
the number of veterans who have applied for domiciliary care who 
have not received it ? 

Admiral Boonr. Mr. Chapman, who is director of the domiciliary 
home program, can probably answer that. 

Mr. Cuapman. Senator, as of yesterday in the 4 centers which are 
serving the New England area we had a total of 154 veterans at Bath, 
N. Y.; 34 at Dayton, Ohio: 4 at Martinsburg, W. Va.; and 52 at 
Kecoughtan, Va.; a total of 244, who are New England residents. 

Senator SarronstaLL. How many applications have you pending? 

Mr. Cuarpman. We have none on the waiting list in these States from 
the New England, area. 

Admiral Boone. In those four domiciliaries. 

Mr. CHapmMaAn. Inthose four,none. At Bath, N. Y., as of March 31, 
we had 40 unoccupied available beds for which we had no demand. 

Senator Sarronstaty. Now, may the Chair ask this question of 
Admiral Boone: Have you made any investigation of the Murphy 
General Hospital for any of your purposes in the Veterans’ Adminis- 
tration ¢ 

Admiral Boonr. Since I have been Chief Medical Director, more 
than 3 years; no, sir. But when serving on the Secretary of Defense 
staff I did visit it and I know the institution. 

Senator Sauronsraun. Is it sutiable for veterans’ purposes if there 
were funds and if there was an extension of hospital facilities or 
domiciliary facilities? I will put it in two questions, first as a 
hospital. 
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Admiral Boonr. I think Murphy, as these Army cantonment. hos- 
pitals go, which are only built for a temporary period, is one of the best 
I have seen and maintained as one of the best, and it could be utilized 
for such a purpose. I must be frank and say that in our acquisition 
of these cantonment type of hospitals in the period of years that have 
transpired since they have been built we are finding that they are 
getting very, very expensive to maintain and their life henceforth is 
limited. I would have to be replaced ty permanent construction in a 
period of a few years. With much maintenance it might go 10 years, 
but it could be used. 

Senator Satronstatn. What you refer to as the cantonment is 
similar to the Cushing Hospital ¢ 

Admiral Boonr. Yes, sir; that type. 

Senator Savronstauw. Is it suitable for a domiciliary institution ? 
The Chair assumes the same answer applies. 

Admiral Boonr. I would rather see old infirm and some blind men 
who cannot do much for themselves, placed in permanent construction 
for reasons of fire hazard, safety, and security, rather than wooden 
construction even with brick facing. But it can be used. 

Senator Sarronstau.. So that, as an expert, Admiral Boone, and an 
expert administator in both the Veterans’ Administration and the 
service, you would be hesitant to recommend Murphy General Hospital 
for VA purposes ¢ 

Admiral Boonn. I would say if we had a large patient load there 
of domiciliaries waiting to be moved to some place, I would be glad 
to accept it and utilize it. But, since there is no waiting list of 
domiciliaries in the New England area, I feel we are not in a strong 
position to request this facility at this time. 

(The following was subsequently submitted :) 


SUPPLEMENTAL STATEMENT CONCERNING DOMICILIARY CARE IN THE 
NEW ENGLAND AREA 


Reflecting on the data introduced at the hearing of the Senate Subcommittee 
on Appropriations, regarding domiciliary care in the New England area, I am 
of the opinion that the press of time did not allow for a full development of 
the subject. In recognition of which, I am taking the liberty of furnishing, in 
this form, certain additional data and comment. 

In accordance with our latest statistics on the veteran population, the New 
England area has resident in civilian life 6.6 percent of the total, or 1,353,000. 
This overall percentage varies only slightly when broken down by individual 
wars, and is not significant statistically. Projecting the February 28, 1954, 
domiciliary occupancy of 17,299, and a waiting list of 1,155, the potential na 
tional requirement represents 0.0009 percent of the veteran population. Using 
this same percentage for the New England veteran population total, we arrive 
at a statistical figure of 1,217. 

We know that as of December 31, 19538, there were resident in the New 
England State Soldiers’ Home 1,518 veterans eligible for domiciliary care by 
the Veterans’ Administration. Also, on April 22, 1954, a survey disclosed that 
the Veterans’ Administration centers at Bath, N. Y.; Dayton, Ohio; Martins- 
burg, W. Va.; and Kecoughtan, Va.; had a total of 244 claiming New England 
residence. I feel that there is an additional indeterminate number of eligible 
beneficiaries who would apply for admission if facilities were immediately 
available and within commuting distance of their homes. 

The Veterans’ Administration has found, and is finding it, extremely difficult 
to formulate a basis upon which to predicate estimated future domiciliary 
requirements not only by total, but also by geographical locations. Specific con- 
sideration of the New England area introduces an additional complicating factor 
due to the 2,660 beds located in the 6 State soldiers’ homes. Since an average 
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of only 57 percent of these beds were occupied during fiscal year 1953, the question 
arises as to what extent these beds will be maintained or expanded in future 
years by the State governments, Not to be overlooked in this connection is the 
effect that passage of H. R. 8180, increasing Federal aid to State homes from 
$500 to $700, would exert on future planning by the State governments. 

Since 1950 the demand for domiciliary care has remained at a fairly constant 
level notwithstanding the advancing age level of the veteran group. The in- 
fluence played by social security, industrial pension growth, group health plans, 
liberalization of State and county welfare programs, high level of employment, 
etc., undoubtedly has had an effect upon the demand for domiciliary care. 


J. T. Boone, 
Vice Admiral (MC) United States Navy (Retired), Chief Medical 
Director. 


PROSTHETIC RESEARCH 


Senator Savronstaty. Thank you. 

Senator Kilgore, have you anything further ? 

Senator Kiicore. No. 

Senator SavtonstaLu. Mr. Higley, have you anything more to add? 

Mr. Hietey. I do not think so. 

Senator SarronsTaLL. Have you, Admiral Boone? 

Admiral Boone. I have, sir, and I think it is of very great im- 
portance because of the question Senator Robertson asked me about the 
alleged recommendation by me to the House subcommittee to cut back 
$100,000 from the prosthetic research. That statement is not true. 
Our research situation is vital to our whole program. We are activat- 
ing more hospitals with research facilities without increased funds 
to support these new activities. This results in token activation of 
research facilities in new hospitals. 

I wanted to see the House keep $800,000 for prosthetics because I 
am tremendously interested in that subject. I have been in much 
combat with these people and initially treated many of them for 
traumatic amputations. I have reason to strongly support them. I 
agree with the necessity for a total of $800,000 for prosthetics but not 
at the expense of other research programs. 

Senator SavtonsTautnL. You have not asked for it, though, have you? 

Admiral Boonr. We did not know about it until the committee re- 
port was published. 

Senator SartonsTaty. Does the Chair understand that the Admin- 
istrator asked for it? 

Admiral Boone. It wouldn’t be—— 

Senator Sarronstatt The House has put it in their report? 

Admiral Boonr. We were limited to $5,500,000 for research over all. 
That was the limit that was put in our budget last September, and is 
the same sum allowed for fiscal year 1954. 

Senator SaLronstaLL. What you ask for then, Admiral, is a lan- 
guage change? 

Admiral Boonr. This action is robbing Peter to pay Paul. 

Mr. Hicgtey. When we were limited to $5,500,000 the only thing to 
do was to prorate that over the whole program in order to try to keep 
as much of it going as is possible. In the meantime we are activating 
new hospitals, some adjacent to universities, so that we have an in- 
creasing need in that field if we want to keep the whole program going. 

Senator Sarronstatt. What Admiral Boone is saying is you would 
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like all the money in one pool to spend it where you want, rather than 
to have anything specific. 

Admiral Boonr. There is a loss there in prosthetic research and the 
feeling was that if that were cut down $100,000 with the overall at 
$5,500,000, it depleted that unit or that phase of the whole research 
program. But my deep concern is that, while I want them to have the 
$800,000, I am very sorry that it has come at the expense of the rest of 
the program. 

Senator SALTONSTALL. I see. 

Senator Kircore. Admiral, I have a question at that point: 

Does the $800,000 also cover the furnishing of prosthetic devices? 

Admiral Boonr. No, sir. 

Senator Kricore. Where does that come from ¢ 

Admiral Boonr. Outpatient care program. 

Senator Kingore. That comes from the outpatient appropriation ? 

Admiral Boonr. Yes, sir. 

Senator Kincorr. And the $800,000 is research ? 

Admiral Boone. Research and testing. We have a testing labora- 
tory in New York. It is not only for our own benefit of the veterans, 
but nonveterans get the benefit of all the research and testing we do. 
We test all the manufacturers’ materials and make sure they meet 
specifications. 

Senator Sartonstatn. Thank you very much, gentlemen. We will 
close the hearing on the Veterans’ Administration, and will you fur- 
nish, please, the information requested for the record ? 


Mr. Hierry. Yes, sir, and thank you, Mr. Chairman. It has been a 


pleasure to be here. 


Tur American Legion 
CLAIMS FOR DENTAL TREATMENT 


Senator SauronsTaLu. Various letters have been received and will 
be inserted in the record at this point. 
(The letters referred to follow :) 


THE AMERICAN LEGION, 
WASHINGTON HEADQUARTERS, 
Washington, D. C., April 26, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Offices, 
Senate Appropriations Committee, the Capitol, Washington, D. 0. 

Drar SENATOR SALTONSTALL: At our appearance before your subcommittee on 
Tuesday, April 20, 1954, you commented upon the fact that the American Legion 
witnesses were appearing in advance of the VA people themselves, and that we 
would have the privilege of submitting supplemental testimony. In consonance 
with that the following is respectfully submitted and your careful consideration 
thereof requested. 

1. The American Legion is opposed to the reinstatement of the rider or proviso 
(lines 11 to 28, p. 47, of the original H. R. 8583 dated March 26, 1954) which the 
House of Representatives deleted. 

2. This rider has the effect of changing substantive law in that it imposes a 
time limitation upon veterans desiring to file claims for service-connected dental 
ailments. 

3. Under jaws enacted by Congress and in effect today there is no time iimita- 
tion for the filing of claims for disability compensation or disability pension. 

4. Singling out a certain portion of the body and requiring that claims based on 
disabilities therein must be filed within a certain period is contrary to the policy 
and practice of Congress as incorporated in current laws. 
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5. VA Circular 2 promulgated on January 25, 1954, meets the most prevalent 
objection with reference to continuing indefinite treatment of noncompensable 
service-connected dental conditions. Copy is attached. 

6. If Congress is intent upon further limitation we urgently and respectfully 
request that there be full hearings before appropriate committees of the House 
and Senate on such amendatory legislation. Such a procedure has been followed 
by Congress in the great majority of laws providing veterans’ services and 
benefits. We see no reason for making an exception in this instance. 

7. In our formal statement of April 20, 1954, we computed that the VA would 
require at least S15 million more to continue the fee basis dental outpatient 
program during fiscal year 1955. This computation was based upon statistical 
records available to us at the time. We now note that the VA itself has calcu- 
lated that it will need $16,621,000 additional for this purpose, and we support 
that request. 

8. We point out that war veterans should have the same right to file applica- 
tions for treatment of dental disabilities which they believe are due to service as 
they now have for other disabilities without the imposition of a time limitation. 
Furthermore there are no restrictions as to the date applications are to be filed 
for treatment of service-connected compensable dental disabilities, nor as to 
recurring episodes of treatment. Moreover, the restrictions in VA Cireular 2 will 
assure at least a one-time treatment for noncompensable service-connected dental 
conditions for those who are found entitled thereto; and that subsequent treat- 
ments for such dental conditions will be accorded in cases of adjunct treatment, 
deficient or inadequate initial treatment, prisoner-of-war cases, and cases of 
combat wounds or service trauma. The requirement of showing service con- 
nection must always be met by the claimant irrespective of when he files for 
treatment. 

9. In conclusion we stress the fact that thousands of dischargees were informed 
at the time of separation that the VA would attend to their dental ailments. A 
great many of these have yet to receive the one-time treatment and there may 
be an unknown number of veterans who have not as yet filed. A program based 
upon the provisions of VA Circular 2, the elimination of the above-cited rider, 
and the appropriation of supplemental funds as requested will establish an 
equitable and yet limited program for those who have noncompensable service- 
incurred dental ailments. 

I respectfully request that the above statements be given consideration by 
your subcommittee and that this letter be incorporated in the record of hearings 
on H. R. 8583. 

Thanking you for your courtesy and cooperation, I am 

Sincerely yours, 
Mites D. Kennepy, Director. 


[ Veterans’ Administration Circular No. 2, Washington, D. C., January 25, 1954] 
AUTHORIZATION OF OUTPATIENT DENTAL EXAMINATIONS AND TREATMENT 


1. In the administration of the outpatient dental program the following provi- 
sions are for application and supersede Emergency Interim Issue FM 10-48. 

2. The Chief. Dental Service, will be responsible for administering the provi- 
sions of this directive. 

3. Dental examinations may be authorized for beneficiaries having direct 
service-connected dental disabilities; for beneficiaries for whom a dental exam- 
ination is required to determine whether a dental disability exists which is 
aggravating an associated service-connected disorder; and when required by 
the Adiudication Division in processing a dental claim. 

4. When peacetime service is a factor in making a determination of eligibility 
for outpatient dental treatment, the beneficiary to be eligible must have been 
discharged on account of a disability incurred in line of duty or in receipt of 
compensation for a service-incurred disability. 

5. Outnatient dental treatment will be authorized hereafter under the follow- 
ing provisions. 

Class I—Service-connected compensable dental conditions or disabilities: Any 
dental treatment considered “reasonably necessary” may be authorized. There 
are no restrictions as to the date the applications are filed or to recurring 
episodes of treatment. 

Class II—Service-connected noncompensable dental conditions or disabilities : 
Any treatment indicated as “reasonably necessary” for the correction of service 
connected noncompensable dental disabilities may be authorized. 
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Except for class TI (a) and class II (b) defined below, upon onetime com- 
pletion of dental treatment authorized, no further outpatient dental treatment 
may be furnished unless the dental services rendered on a onetime basis are 
found upacceptable within the limitation of good professional standards or the 
veteran-beneficiary is found eligible under one or more of the other dental benefit 
classifications. 

In the authorization and rendition of dental services on a onetime basis it is 
expected that the services authorized and subsequently rendered will be adequate 
in extent and professionally acceptable in quality. When, in the opinion of the 
Chief, Dental Service, the treatment rendered on a onetime basis for the correc- 
tion of a noncompensable service-connected dental condition is not acceptable 
and/or not within good professional standards the initial authority for treatment 
may be supplemented by an additional authority for treatment to the extent that 
the treatment authorized will be satisfactorily completed. Treatment rendered 
by participating dentists which does not meet acceptable standards will be subject 
to existing spot checks and refund procedures, 

The policies referred to above are predicated upon the sound theory that in 
most instances adequate and complete restoration of a veteran’s teeth or the 
correction of other dental conditions will have discharged the Government’s 
responsibility. When it is apparent that the facts in an individual case are such 
as to make it professionally improper to deny further dental treatment, such 
treatment may be authorized by the approving dental officer, in the exercise of 
sound judgment under established dental principles, upon his certification that 
additional treatment is needed in order to discharge the Administration’s respon- 
sibilities. 

When a case in this class has been disposed of by completion of the indicated 
treatment or closed because no treatment is indicated as reasonably necessary, 
no further class II authorization may be issued. Likewise, tack of cooperation 
of the beneficiary by refusal to accept treatment as authorized or willful failure 
to report for treatment will be considered to terminaie ciass If eligibility. 

Veterans who have had treatment completed on eligibility established on prior 
military service may be furnished additional treatment under class II for dental 
disabilities adjudicated as incurred during a subsequent period of service in 
the Armed Forces, 

Treatment may likewise be authorized for additional service-connected dental 
disabilities or conditions granted by an amended rating subsequent to comple- 
tion of the initial episode of treatment. Authorization will be mited to treat- 
ment of the additional service-connected dental disabilities established by the 
amended rating. 

The furnishing of dentures, serviceable at insertion, will terminate class II 
eligibility to treatment if a veteran elects to receive immediate dentures after 
extraction. 

Provisions for treatment of periodontal conditions are likewise limited by the 
restrictions of the directive. Treatment authorized will be that which may be 
expected to provide maximum benefits at time case is processed. When treat- 
ment is completed as authorized, no further episode of treatment may be 
furnished. 

When dental treatment was not authorized as indicated due to the restrictions 
of VA Technical Bulletin TB 10A-—303 and other factors, such treatment may be 
completed provided the provisions of Public Law 149, 83d Congress, are satisfied. 

The beneficiary will be considered to have had onetime completion of class II 
treatment, if treatment indicated for his service-connected noncompensable dental 
disabilities had previously been furnished during VA hospitalization or under 
class III or class V eligibility. 

Class II (a)—Service-connected noncompensable dental conditions or disabili- 
ties resulting from combat wounds or service trauma: Recurring episodes of 
indicated treatment may be extended in those cases where service connection 
for the dental disability is based upon combat wounds or service trauma. 

Class If (b)—Service-connected noncompensable dental conditions or dis- 
abilities for beneficiaries with prisoner-of-war status: Treatment indicated as 
reasonably necessary may be furnished on a recurring basis for former prisoners 
of war with class II dental disabilities. 

Class I1I—Those beneficiaries having a dental condition whether or not service 
connected, but professionally determined to be aggravating disability from an 
associated disorder that is service connected: In class TIT, outpatient treatment 
will be rendered as an adjunct measure for only those dental conditions which, 
in sound professional judgment, are having a direct and material detrimental 
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effect upon an associated service-connected condition. Particular consideration 
will be given to those veterans, notably those who were prisoners of war for 
extended periods of time, who have resultant service-connected disabilities for 
which adjunct dental treatment is indicated. 

Class V—Those beneficiaries pursuing a course of vocational training author- 
ized under Public Law 16, 78th Congress, as amended, or Public Law 894, 81st 
Congress, as amended, who require dental treatment to prevent:-interruption of 
training: See note under class VI. 

Class VI—Persons defined in VA Regulation 6060 (A) (8) (Spanish-American 
War Veterans) : Nors.—Outpatient dental treatment may not be authorized for 
classes V and VI during fiscal year 1954, under the provisions of Public Law 149, 
83d Congress, unless eligibility is established under another classification. 

Class ViI—Persons defined in VA Regulation 6060 (A) (9) (Korean veterans, 
Public Law 28) : Provisions of classes II, Il (a), and II (b) apply for eligibility 
under class VII. 

6. Emergency dental treatment.—Existing instructions governing the author- 
ization of emergency dental treatment remain in effect; however, when a benefi- 
eiary is found ineligible for dental treatment under the provisions of this direc- 
tive, only such emergency dental treatment may be rendered in a VA clinic as 
will alleviate pain or extreme discomfort and/or provide adequate remediation 
of a dental condition which is determined to be immediately endangering the life 
or health of the individual. The Chief, Dental Service, is expected to use sound 
professional judgment and limit the extent of treatment accordingly. 

7. Dental ratings will routinely identify prisoner of war status and conditions 
resulting from combat and service trauma. Separate instructions will be issued 
by the Department of Veterans Benefits covering these procedures. 

8. This circular follows dental classifications outlined in VA Regulation 6123, 
and amends VA Regulations 6120, 6123, 6129, and 6135 insofar as they apply to the 
administration of the outpatient dental program. 

9%. The provisions of Emergency Interim Issue EM 10-44 remain in effect during 
the effective period covering by Public Law 149, 83d Congress. 

10. Rescission.—EM 10-48. (10). 

H. V. Hieiey, Administrator. 


Distribution in accordance with VA Form 3-3040—Mailing or Distribution List. 
Crvu. Service ComMIssiIon 
FEDERAL RETIREMENT FUND 


STATEMENT OF THOMAS G. WALTERS, OPERATIONS DrrREecCTOR, GOVERNMENT Em- 
PLOYEES’ Councin, A. F. or L., ON APPROPRIATING MONEY FOR THE FEDERAL 
RETIREMENT SYSTEM 


Mr. Chairman and members of the Senate Subcommittee on Appropriations, by 
way of introduction, my name is Thomas G. Walters, operation director of the 
Government Employees’ Council of the American Federation of Labor, 100 
Indiana Avenue, NW., Washington 1, D. C., phone Executive 3-2820 and 3-2821. 

The Government Employees’ Council of the American Federation of Labor is 
made up of 23 national and international unions whose membership, in whole 
or in part, are civil-service employees. The total Federal employee membership 
of the Government Employees’ Council is more than 500,000 members. 

Mr. Chairman and members of the subcommittee, the officers, delegates, and 
members of the Government Employees’ Council, A. F. of L., have never sub- 
scribed to the theory that the Federal retirement system should be a fully 
funded plan, but we feel very keenly that a sizable appropriation should be made 
each year by the Congress to the Federal retirement fund. 

We believe that approximately 300 or 350 millions of dollars should be appro- 
priated each year to the Federal retirement fund. We cannot believe that it is 
fair to collect the deductions from the employees paycheck and the Federal 
Government make no appropriation whatsoever. The Federal Government 
putting off today until some future date appropriating money for the Federal 
retirement system cannot be looked upon as a true savings, but simply a post- 
ponement of a payment to some future date that should be paid today. 

We strongly recommend that your subcommittee recommend to the full com- 
mittee the appropriating of at least 350 millions of dollars to the Federal retire- 
ment fund. 
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Thank you for the opportunity and privilege of making this statement in 
support of an appropriation by the Congress to the Federal retirement fund. 


Hovustne anp Home Frnance Agency Capirat GRANTS FOR 
Stum CLEARANCE 


(See p. 691) 


APRIL 27, 1954. 
Hon. Leverett SALTONSTALL, 
Senate Office Building, Washington, D. C. 

DeAR SENATOR SALTONSTALL: Thank you very much for the opportunity to 
submit a proposed revision of the Phillips amendment. This revision was pre- 
pared by our legal staff. Text is as follows: 

“Provided, That no funds in this Act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
project for predominantly residential uses where incidental uses are not re- 
stricted to those normally essential for the residential uses or where residential 
uses and/or incidental uses are restricted or limited on the basis of race or color: 
Provided further, That no funds in this Act shall be available for payment of 
capital grants under any contract involving the development or redevelopment 
of a project for predominantly nonresidential uses on a residential slum site or 
a blighted residential site where the land area available to minority groups for 
housing will be reduced by such project or where the nonresidential uses will be 
restricted or limited on the basis of race or color.” 

Pursuant to the suggestion made by you at the hearing on Wednesday, April 
21, I have met with the Baltimore representative of a planning commission, 
Mr. Steiner. After approximately 2 hours of detailed discussion, I reached the 
conclusion that the Baltimore plan was carefully arranged to accomplish the 
displacement of colored people from the area to be cleared and also to establish 
a buffer arrangement of commercial enterprises between an existing area of the 
city now occupied by colored people and another area now occupied by white 
people. 

Therefore, I wish strongly to urge that our proposed language be accepted by 
the committee. We have made representation to the Banking and Currency 
Committee and the housing officials on the Baltimore problem and the situation 
that I outlined in the Birmingham area. At this time I have no reason to believe 
that the housing officials will remedy these problems, nor is it clear that the 
Banking and Currency Committee will act. Therefore, we believe that your 
committee is in a position to provide a valuable remedy in a situation that repre- 
sents the worst kind of racial discrimination. 

Sincerely yours, 
CLARENCE MITCHELL, 
Director, Washington Bureau 


CONGRESS OF THE UNITED STATES, 
Hovse oF REPRESENTATIVES, 
Washington, D. C., April 28, 1954. 
Hon. LEVERETT SALTONSTALL, 
United States Senate, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR: The enclosed telegram from Mr. G. H. Pouder, executive vice 
president, Baltimore Association of Commerce, urging that the Baltimore slum 
clearance projects will not be cut off from Federal aid by a proviso attached to 
TH. R. 8583 of the independent offices appropriations bill, is self-explanatory, and 
is being sent for your careful consideration and appropriate attention 

The possible enactment of this proviso has created considerable concern in 
Raltimore and in addition to Mr. Pouder’s telegram, I have received a number 
of letters from prominent city officials of Baltimore, urgently requesting that I 
use my good offices to delete this proviso. 

I shall very much appreciate your comments on this matter, returning Mr 
Pouder’s telegram with your answer. 

Sincerely yours, 
Grorce H. FALLON 
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SALTIMORE, Mp., April 20, 1954. 
Hon. Grorege H. Faron, 


House of Representatives, 
House Office Building, Washington, D. C.: 


Your attention is called to a proviso attached to H. R. 8583, the independent 
offices appropriations bill, as passed by the House of Representatives, which 
reads as follows: 

“Provided, That no funds in this Act shall be available for payment of capital 
grants under any contract involving the development or redevelopment of a 
protect for predominantly residential uses where incidental uses are not re- 
stricted to those normally essential for residential uses.” 

This proviso could be so interpreted as to void existing contracts with the Hous- 
ing and Home Finance Agency for Federal aid for Baltimore slum clearance 
projects and jeopardize continuance of Baltimore’s slum clearance and urban 
redevelopment program. 

H. R. 8583 is now before Senator Saltonstall’s subcommittee on independent 
offices appropriations. 

It is urgently requested that you use your good offices to have the proviso cited 
above deleted. 

G. H. Pouper, 
Eavecutive Vice President, Baltimore Association of Commerce. 





COMMERCIAL BUILDING OWNERS AND TENANTS ASSOCIATION 
oF LOWER MANHATTAN, INC., 
New York City, N. Y., April 21, 1954. 
Senator LEVERETT SALTONSTALL, 
Chairman, Senate Appropriations Committee, Senate Office Building, 
Washington, D. C. 


Dear SENATOR SALTONSTALL: This association is strongly in favor of the 
passage in its present form of the portion of bill H. R. 8583 beginning on page 
28 and entitled, “Capital Grant for Slum Clearance and Urban Redevelopment.” 

We represent a large group of small manufacturing establishments, employees, 
and building owners in lower Manhattan. Our interest in favoring the passage 
of this bill is to attempt to prevent the indiscriminate use of housing laws, and 
especially title I of the Housing Act of 1949, to destroy through condemnation 
an excellent area of highly productive manufacturing character. 

The proposed Washington Square southeast project in lower Manhattan is an 
especially serious breach of faith with the scope of public housing since its pri- 
mary purpose is to previde a private educational institution with 3 square 
blocks of valuable Manhattan real estate at the bargain price of $5 per square 
foot. The housing provisions of the bill are not providing necessary housing 
since there is an overabundance of apartments at $48 per room per month in 
this city, as any perusal of the daily newspaper ads will reveal. 

It does, however, destroy an extremely important industrial area whose pro- 
ductive worth is many times the value of the new development and an infinitely 
more important asset to the economy of this community and the Nation. 

The institution that this project is designed to aid owns 80 percent of the 
property around Washington Square. The majority of this property is non- 
academic and is being held by it for investment purposes only. Much of it is 
old and deteriorated and could very well be reconstructed for academic pur- 
poses. In addition, it owns an empty block of land which for a long time has 
been an eyesore and a menace to the children of the community. It was even- 
tually made into private tennis courts at the urgent request of civie associations. 
The buildings to be destroyed in the area it wishes to acquire are much better 
than many of the buildings which the university owns and could be rebuilt for 
academic purposes. 

The proposed Washington Square southeast area is by no stretch of the 
imagination a slum area or a blighted area. A visual inspection of the area 
proves that the vast majority of the buildings are in excellent condition and 
that throughout the years they have been maintained in accordance with the 
laws and regulations of the city of New York. These buildings have been under 
constant inspection of the inspectors of the various city departments and in 
addition many of the owners have made extensive repairs and alterations in 
said buildings. Most of these buildings were built very sturdily and the con- 
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struction of same is excellent. A large percentage of the buildings is of fire- 
proof construction and a great majority have sprinkler systems. 

There are approximately 1,100 manufacturing tenants in this area, employing 
about 15,000 people. A great many of these tenants will be forced out of busi- 
ness by the project because of the moving cost and the unavailability of the 
particular type of space required by their operations and at a rental that they 
can afford to pay. The rentals range from abont 40 cents to 80 cents per square 
foot, indicating an average rental of about 6C cents per square foot. 

There have been practically no loft buildings, constructed during the last 
quarter of a century of the type that it is proposed to demolish or which would 
be suitable to fit the particular industries that would be displaced. <A survey 
of the Real Estate Board of New York, published in April of 1953, stated that 
there was only one-half of 1 percent vacancies in loft buildings in the Borough 
of Manhattan and that the vacancies of loft space in Manhattan in 1952 were 
seven-tenths of 1 percent, indicating that there was actually a decline in vacan- 
cies of two-tenths of 1 percent in that l-year period. 

Even if other loft space were available the rentals of more than $1 per square 
foot would preclude these displaced tenants from renting same because of the 
greater financial cost involved. The average square footage per employee 
required in the Washington Square southeast area is 313 square feet per employee 
This ranges up to as high as 520 square feet for some of the printing and mechan- 
ical industries. For instance, the garment industry requires only 170 square feet 
per employee and therefor the garment industry for example could afford to 
pay a higher rental than the commercial tenants in this area. 

Another factor too, which would force a great many tenants out of business, 
is the tremendous cost of moving plant and equipment, which requires an imme- 
diate cash outlay which many of the firms do not have and cannot finance in 
view of the fact that banks are not willing to finance economic setbacks. 

It should also be borne in mind that industrial unemployment throughout the 
country has been increasing constantly. To emphasize this point the welfare 
commissioner of New York City has recently stated that the relief rolls of New 
York City have been increasing at a great rate each and every week. 

We cannot stress too strongly the fact that this is an important industrial 
area which contributes a good share to the welfare, not only of New York City. 
but to the entire country where many of the products are shipped. There is an 
annual payroll in this area of about $40 million and the annual production of 
goods is usually a little over four times the amount of the annual payroll. 

To further indicate the size of this industrial area, the industrial activity of 
this area can support an industrial community of approximately 60,000 popula 
tion. This is equivalent to two-thirds of the city of Schenectady, N. Y., or 
approximately 120 percent of the city of Poughkeepsie, N. Y. 

We feel that it would not be in the interests of the country to demolish this 
fine industrial area, and furthermore that it would adversely affect the economy 
of the country at a time when we are trying to maintain business at a high 
level. 

To further emnhasize the extreme harm which this project will cause, we set 
forth the following comparisons: 

The annual payroll is $11 million greater than the total cost of the new 
project. 

The annual wealth produced by this area is more than six times the cost of 
the proposed project. 

We trust that you will give this matter vour sympathetic consideration. 

Thanking you for your courtesy and cooperation, we are, 

Respectfully yours, 
CHARLES PAGELLA, 
Secretary. 


TENNESSEE VALLEY AUTHORITY 


STATEMENT OF CLYDE T. ELLIS, EXECUTIVE MANAGER, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Senator SauronstTaLL. Now we have Mr. Ellis, who has requested to 
be heard onthe TVA. Do you have a prepared statement, Mr. Ellis? 
Mr. Exxis. I have a prepared statement, but I have come to testify 
on matters in answer to statements that were made the other day in 
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addition to the prepared statement, and I will not use my prepared 
statement, except to file it. 

Senator SauronstaLL. Then we will file the prepared statement, 
and could you state what you wish to say in a very few minutes? 

Mr. Exxis. May I have permission to revise and extend my state- 
ment in the record ? 

Senator Satronsrauy. Certainly. 

Mr. Exuis. I would like to ask more liberty to extend what I say 
here than normally I would do. 

Senator Sarronstaty. The Chair would be perfectly glad, in fair- 
ness to you, to say that we will eliminate your prepared statement 
entirely, or put that in the record, and you can prepare your answers 
and put those in the record. Most of the great many statements on 
TVA are in the record as such, and the Chair would think you would 
be better off if you took advantage of what the Chair has just said, 
because that would give you an advantage of putting in your prepared 
statement, your original prepared statement, and the Chair will per- 
mit you gladly to put in another statement answering any questions 
that came up the other day. 


That would cover it more fully than making an oral statement at the 
present time. 
(The statement refered to follows :) 
STATEMENT OF CLypE T. EvLirs, ExecuTivE MANAGER, NATIONAL RvURAL ELEcTRIC 
COOPERATIVE ASSOCIA ION, IN SUPPORT OF APPROPRIATIONS FOR THE TENNESSEE 
VALLEY AuTHority, Aprit 23, 1954 


Mr. Chairman and gentlemen of the committee, my name is Clyde T. Ellis. Iam 
executive manager of the National Rural Electric Cooperative Association, the 
national service organization for approximately 900 rural electric systems in the 
United States and Alaska—about 92 percent of all REA electric borrowers. 

Mr. Chairman, we are here today for the purpose of urging an appropriation 
for the Tennessee Valley Authority adequate to carry forward the TVA program 
in a businesslike manner that will assure the Federal Government of a continuing 
generous return on its investment in TVA power facilities, and a program that 
will indicate to the people of the TVA area that the Federal Government intends 
to keep faith with them. 

We are interested in vertical expansion to meet the needs of the people within 
the boundaries of TVA. Weare not asking for geographical expansion of TVA. 


WHAT IS THE 20TH CENTURY GOAL OF THE UNITED STATES? 


The members of this subcommittee possess, collectively, many decades of 
experience in prosecuting the duties of public office and in making decisions which 
will influence the responsibilities borne by the United States in the 20th century 
effort to help stabilize world affairs, socioeconomic and political. The knowledge 
of most individual citizens, not directly sharing the responsibility of formulating 
our national policy, is necessarily limited with respect to the specific factors 
affecting our international aspirations. However, I think it is safe for even a 
person such as myself with only the most meager information on these problems 
to say that probably never since the Revolutionary War have the American 
people and their Government been engaged in as great a political struggle to 
maintain our way of life as that in which we now find ourselves entangled. 

We have barely finished a shooting war in Korea, the purpose of which was to 
demonstrate to the Communist nations that they can no longer absorb, at will, 
territory lying within the sphere of the free peoples of the world. We are now 
apparently, though on a less active scale, participating in another great struggle 
of similar character in Indochina. The Indochina war is, as was the Korean war, 
another attempt to contain the forces of communism which apparently seek to 
dominate the earth. 

During the past few years our military forces have participated in the North 
Atlantic Treaty Alliance, and we have maintained a sizable military establish- 
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ment in western Europe as a deterrent to the advancement of communism on 
that front. 

We have pursued, in general, two methods of containing and destroying this 
undesirable force of international communism. First, we have tried to detect 
outward manifestations of its existence and to suppress them. But the attempt 
to destroy the symptoms is like pressing on the sides of an inflated balloon to 
reduce its volume. As soon as one facet of Communist activity is suppressed, 
another springs up at a different location. 

I think it is almost impossible to estimate the billions of dollars and the thou- 
sands of lives that have been sacrificed in attempts to suppress manifestations of 
communism in Korea and in Indochina, and there is no telling what the future 
may hold in store for us in this respect. We must include not only in this category 
the actual expenditures of lives and property in active military campaigns, but we 
must also include the untold billions of dollars we have invested in developing 
the hydrogen bomb and in enforcing security measures at home. These mili- 
tary costs of containing and suppressing communism throughout the world are 
completely nonreimbursable as far as our Federal Treasury is concerned. War- 
ships, military aircraft, hydrogen bombs, tanks, rifles, machineguns, artillery, 
ammunition, and all of the other machines of destruction return nothing for 
the investment made in them. 

A second, and perhaps far more effective method we have pursued in our 
attempts.to- keep the world free from Soviet domination is the elimination of con- 
ditions which encourage the development of communism among the peoples of 
the earth who live in economic poverty. According to a booklet entitled “Foreign 
Grants and Credits by the United States Government,” published by the United 
States Department of Commerce, the United States has spent about $45 billion 
since World War II on “Net credits and grants” to foreign countries in an attempt 
to stave off the advance of commuism by providing the people of those nations 
with military equipment and at least the necessities of civilian life so that they 
will be less easily misled by the false promises held out by the emissaries of 
Moscow. These expenditures, though great, are nowhere near the cost of waging 
a war. And by expanding the economies of other nations, we enable them to 
stimulate world trade by increasing international purchasing power. No actual 
monetary returns are forthcoming to our Treasury from 74 percent of these 
expenditures which are in the category of “net grants.” 


THE THEME APPLIED TO TVA 


It may seem that the preceding discussion has very little bearing on appro- 
priations for the Tennessee Valley Authority, but the point I wish to make is 
that to many of us who have been more or less closely allied to the goals and 
achievements of the TVA, it seems inconceivable that while we spend billions of 
dollars to develop a military machine capable of containing Commmtnist armies in 
foreign lands, and while we annually export billions of dollars to maintain the 
economies of our allies in such condition as will discourage the development of 
communism, nonetheless, we may sometimes lose sight of the desirability of 
investing our money at home in programs which insure the continued fertility 
of our land and the conservation and utilization of our natural resources. We 
must preserve our own future because there is no one else in the free world to 
whom we can look for aid. We perhaps feel secure here in our present high 
level of economic development, but let us not become careless so that a large 
serment of our population is allowed to sink back into poverty. 

What is the greatest deterrent to the development of communism in the United 
States? It is not the activities of the FBI, nor is it investigations carried on 
by committees of Congress. It is the ability of the American economic system to 
maintain for a people a standard of living high enough so that the pleas of the 
few commnnistic agitators among us fall on deaf ears. Communism breeds hest 
under conditions of extreme poverty where human beings will grasp at almost 
any straw held out to them which promises to satisfy even their most elemental 
needs. 

The Tennessee Valley Authority has, since its existence, miracnlonsly trans- 
formed its service area from one of the most backward sections of the country, 
economically, to one of the most prosperous. TVA has fought communism on 
both fronts. It has provided a standard of living which places the inhabitants 
of its area beyond the call of the agitators, and it has supplied the energy with 
which to bnild the atemie bomb and with which to produce aluminum, the key 
to air supremacy. 
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WHO SEEKS THE DESTRUCTION OF TVA? 


TVA has been labeled as Socialist and Socialist-Communist by various people 
throughout the country at different times. Actually no instrumentality of the 
lederal Government has probably ever done more te discourage socialism and 
communism and to stimulate development of free enterprise than has TVA. 

The only people who wish to see TVA destroyed are those who are jealous of 
its accomplishments as a standard of area development and as a standard of 
accomplishment in the efficient production and marketing of electric power for 
the benefit of the people it serves. Those who call TVA Socialist, and Socialist- 
Communist are merely attempting to establish in the minds of people of this 
country an unfavorable connotation of TVA by symbolizing it as representing 
something un-American. Those who accuse TVA of socialism and socialism- 
communism would make the same charges against any activity, private or public, 
which would tend to expose their fraudulent machinations aimed at self-enrich- 
ment by public exploitation, Historically, we know, of course, that there were 
those who, in the early days of our Government, blasted Federal ownership of 
post offices and Federal control of navigable rivers for similar reasons. 

Those who seek to destroy the Tennessee Valley Authority do not do so openly. 
They do not sponsor legislation for the outright sale of its facilities or for the 
repeal of the TVA Act. They sponsor moves designed to limit appropriations 
and to attach legislative riders to appropriations bills designed to cause the 
failure of TVA by an inability to operate efficiently within the laws thus devised 
to bring about its destruction. This year we have seen an attempt in the House 
of Representatives to eliminate the power of TVA to fix power resale rates. 
Those who originally proposed this legislation, I feel sure, must have realized 
that once this power was denied, many of the benefits of efficient operation would 
be gradually withdrawn from the people of the TVA area and the surrounding 
commercial utility companies could then point to TVA as failing in its purpose, 

By encouraging the reduction of TVA appropriations and transferring con- 
struction obligations from appropriated funds to corporate funds, those who 
would destroy TVA seek to limit its power production capability to an amount 
below the needs of its customers, and to destroy, by a reduction of working cash, 
its ability to operate efficiently. 

If the enemies of TVA can cause its inefficient operation and raise its genera- 
tion costs, they can point to the Authority as inefficient and worthless. 


THE RESPONSIBILITY OF CONGRESS 


It seems to us that the responsibility of the Congress is not to give effect to 
the program of those who seek, for selfish motives, to deprive a large segment 
of our population of the benefits that have been made available by TVA, but 
its responsibility lies rather in striking down these efforts, and in helping the 
people of the valley States to continue in the enjoyment of the benefits derived 
from the natural resources of their area. 

Congress cannot avoid its responsibility to these people and still anticipate 
that the Nation will reap the reward of high economic activity and a decent 
standard of living. 

We feel it is the responsibility of the Congress to insure that the Tennessee 
Valley Authority and other Federal power agencies are maintained in a posi- 
tion where they can serve as an undiluted standard against which to measure 
actual costs of production and transmission of electric energy. This should 
be as much a function of the Government as is the maintenance of standards 
of weights and measures which insure that the housewife will receive equitable 


value at the grocery store. The TVA yardstick is worth millions annually 
to the American people. 


TVA AT CROSSROADS 


The Tennessee Valley Authority, after two decades of service to the country, 
has arrived at a critical point in its destiny. The economic hydroelectric ca- 
pacity of the Tennessee Valley is virtually all developed and the huge block 
of electricity provided from the river has been absorbed into the ever-growing 
economy of the area. From henceforth, the power supply of the TVA area must 
come largely from thermal plants. 

To carry its responsibility of supplying the Tennessee Valley area with reli- 
able electric service, TVA this year requested from the Bureau of the Budget, 
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according to the House testimony, an appropriation adequate to continue con- 
tinue construction on 22 steam units already underway and to initiate construc- 
tion on 8 new steam units, including 2 at the proposed Fulton steam plant 
located above Memphis. In transmitting this request to the Congress, the 
Bureau of the Budget reduced this figure by $85 million and disallowed all 
construction of new steam units. The House committee further reduced the 
request and included a $12 million cut in transmission facility appropriations. 
The House committee recommended that substantially all of the «ppropriation 
reduction which they imposed be met by a comparable reductior. in the cash 
reserve of the Authority. Legislative provisions recommended by the House 
committee which would have provided for payment to the Treasury by TVA 
of an arbitrary rate of interest in the Federal investment in power facilities 
and would have taken from TVA its right to fix resale rates, was deleted from 
the bill on a point of order after it reached the House floor. 

We feel that the action of the Bureau of the Budget in refusing all funds 
for starts on new steam plant construction and the action of the House com- 
mittee in transferring to cash reserve financing a large portion of the 1955 con- 
struction program, assures that TVA will be unable to meet its power loads 
beyond 1957 and practically guarantees a rate increase to the people of the 
Tennessee Valley. A rate increase is bound to occur when the capability of 
the TVA system equals its load. That condition will make it necessary for 
TVA to purchase large blocks of firm power from private utility systems—if they 
have it for sale—at rates appreciably hicher than the rates which would be 
available from TVA constructed steam facilities. 

We do not understand the action of the Bureau of the Pudget nor the action 
of the House Committee in denying these funds. TVA has demonstrated its 
ability to build generating facilities, both steam and hydro, within construction 
estimates, and has made large blocks of power available to the Atomic Energy 
Commission faster and at rates well below those which the best private utility 
companies operating under Governmert guaranties have been able to achieve. 
The cuts made by the Budget Bureau are based on the assumption that no new 
or increased Federal load will be imposed on the TVA system and the further 
assumption that the requirements from TVA of the Atomic Energy Commission 
will be reduced by 500,000 kilowatts by 1957. That will be the critical year 
because even assuming no increase in Federal load, and assuming that 500,000 
kilowatts of capacity were transferred from TVA to some other source of supply, 
the capability of the system would just about equal the load, unless additional 
generation is built. 

We do not know what figures these assumptions are based on, but estimates at 
our disposal indicate that consumption of TVA energy by Federal agencies rose 
from 2.8 billion kilowatt-hours in 1951 to 7 billion kilowatt-hours in 1953, and is 
estimated to reach approximately 25 billion in 1956. It would, therefore, seem 
that to assume that no additional Federal load will be imposed on the system is 
somewhat optimistic in view of past experience. Furthermore, there is ap 
parently no assurance at this time that as much as 500,000 kilowatts of Atomic 
Energy Commission load now supplied by TVA will be transferred to other utili- 
ties by the fall of 1957, and our best information indicates that this assumption 
is also based more on a hope for successful negotiations at some time in the 
future rather than upon existing commitments. It takes 3 years to build a 
steam plant, so if TVA is to be denied funds for new plants, someone ought to 
begin transforming these optimistic assumptions into something more tangible. 

There is also the very important consideration of cost involved in any pro- 
posal to transfer 500,000 kilowatts of load from the TVA system to presumably 
privately owned systems serving adjacent areas. The Government faced a 
similar situation in negotiating for a joint energy supply for its Paducah, Ky., 
atomic energy installation from TVA and from Electric Energy, Inc. According 
to the testimony of R. W. Cook, Assistant General Manager for Manufacturing 
at the Atomie Energy Commission, which appears on page 2641 of the House hear- 
ings, the per kilowatt of capability cost for the Joppa plant being constructed 
by Electric Energy, Inc., is $196 per kilowatt, compared to a present estimated 
cost of $145 per kilowatt of capability for the Shawnee plant of TVA. The ap 
parent increased cost of the private utility plant will, of course, be reflected in 
rates paid by the Atomic Energy Commission—by the people. Mr. R. W. Cook 
also estimated, according to page 2648 of the House hearings, that AEC will pay 
0.4 mills per kilowatt-hour more for energy from the Joppa plant of Plectric 
Energy, Inc., than from TVA’s Shawnee plant. It is, therefore, entirely pos- 
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sible that further studies may indicate that it would be economically unwise 
for the Government to transfer 500,000 kilowatts of TVA load to private utility 
systems. If, as in the case of Electric Energy, Inc., the participating companies 
recover the cost of their plant within a stipulated period of years at the end of 
which time they will have amortized the plant with many years of useful life 
remaining, it would seem questionable as to whether the Government should par- 
ticipate in additional arrangements of this sort rather than finance self-liqui- 
dating TVA generation facilities which would be owned by the Government when 
they were paid for. 

The point I am trying to emphasize in this line of argument is that fiscal 1955 
budget estimates for TVA are based upon two assumptions, either or both of 
which may not be justifiable. For example, I would like to quote from page 7 
of the news issue of the Electrical World, March 15, 1954, which states: 

“TVA General Manager John Oliver hinted that AEC may further expand its 
facilities in the valley because of ‘indications of defense load requirements not 
identified last fall’ when President Eisenhower urged that private companies take 
over job of furnishing power for new ABC plant at Paducah, Ky. Oliver indi- 
cated new AEC facilities will need TVA power released from Paducah.” 

This was published after it was assumed by the Bureau of the Budget that no 
increase in Federal load on the TVA system will occur. 

However, even should no additional Federal load be placed on the TVA system, 
and should 500,000 kilowatts of Federal load be transferred to other suppliers 
as has been assumed, the 1957 capability of the TVA system will only, at best, 
equal the anticipated load without providing adequate reserve. Such a situation 
is unsatisfactory and could easily lead to large forced curtailment of load should 
load estimates prove even slightly too conservative. There would apparently 
be no reserve with which to meet unforeseen load growth during the interim, 
‘There has been no indication as to what plant on the TVA system would be 
relieved of the 500,000 kilowatts block of load. Presumably, it would be the 
Shawnee plant at the northwest corner of the system, designed to supply the 
Atomic Energy Commission plant at Paducah. The question of economics would 
then arise in connection with any proposed plan to get Shawnee power 120 miles 
southward to the Memphis area where it is needed. What is more likely is that 
a private power company would build a plant to supply the Memphis area to 
avoid transmission losses between Memphis and Paducah. During the House 
hearings, R. B. Wilson, vice president of the Mississippi Power & Light Co., one 
of the Middle South Utilities group, told the subcommittee that his company in 
a letter of October 15, 1953, had made a definite offer to supply TVA with an 
amount of power equivalent to that contemplated by TVA’s proposed Fulton 
steam plant. Under questioning by members of the House subcommittee, Mr. 
Wilson stated that his price for such power delivered to TVA would be between 
6 and 9 mills per kilowatt-hour. TVA is selling power to rural electric coopera- 
tives, delivered at their load centers, for an average of 4.8 mills. 

There is also the additional consideration that when any electric system is 
operated at peak capability or purchases energy from another system operating at 
or close to peak capability, it becomes necessary to utilize old, less efficient gener- 
ating facilities—usually old, antiquated steam plants that normally would stand 
idle except in real emergencies. This means that, much of the time, the power 
TVA is having to purchase costs more than it costs TVA to generate. During 
the House hearings, Mr. Graham Claytor, executive vice president, American 
Gus & Blectric Service Co., reiterated this fact, stating that his company may 
have charged TVA as high as 15 mills per kilowatt-hour for purchased energy 
Mr. Claytor further stated that, in general, TVA can furnish power to its cus- 
tomers more cheaply than his company can sell it to TVA. It is clear, I think, 
that large-scale purchase of power by TVA will, in the long run, mean higher 
rates to all customers, including the rural electric cooperatives. 

‘The rural-electric cooperatives and other consumer groups in the valley which 
all have requirements contracts with TVA would be the first to feel the pinch of 
a shortage because it would be most unwise from the national-security standpoint 
to restrict the power supply of Atomic Energy Commission facilities or other 
essential defense industries. 

The availability of large quantities of low-cost hydroelectric energy has, in 
our opinion, been the deciding factor in the rapid development of the rural areas 
oft the Tennessee Valley and surrounding territories, and has, in addition, served 
as a standard of wholesale electric service for our systems throughout the entire 
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eountry. TVA has made a strong rural-electrification program possible not only 
within the service area of TVA, but in adjacent States as well. 

For example, according to Business Week (May 1953 issue), Mr. Hamilton 
Moses, chairman of the board of the Arkansas Power & Light Co., a native of 
my own State of Arkansas and probably one of the most dynamic personalities 
of the Southwest, “has been afraid of something like an Arkansas TVA for years. 
He has fought it by pushing rural electrification, by selling power to the rural 
cooperatives cheaper than the Government’s power system could, and by building 
Arkansas.” 

While this may not be entirely correct, it is nevertheless evidence of the wide- 
spread influence of the TVA system and of the benefits that it has bestowed 
upon the rural-electrification program. Mr. Moses appeared before the House 
committee in opposition to the TVA program. 

TVA is our sole source of wholesale energy in its service area, covering all of 
Tennessee and parts of Mississippi, Alabama, Georgia, Virginia, and Kentucky. 
On the average, the loads of rural-electric systems throughout the country are 
increasing around 20 percent each year. This, compounded, means our use is 
doubling every 4 or 5 years. Except under special circumstances, it is not eco- 
nomical for us to generate our own power. We must, therefore, be assured of 
the ability of TVA to expand along with us and with the rest of the valley. 

In summary, the rural-electric cooperatives of the TVA area and surrounding 
States think it is essential that the TVA system be assured of sufficient gener- 
ating capacity to meet the utility responsibility to its customers and to maintain 
its established position as the national standard for comprehensive natural- 
resource development, and efficient production of abundant low-cost electricity. 
We do not think that subtraction of load is the way to restore the balance between 
generation and demand, especially when it involves substitution of much higher 
cost sources of energy. 

TVA has performed admirably for many years in pulling the Nation out of em- 
barrassing predicaments by placing great blocks of otherwise unobtainable power 
at the disposal of defense industry on unbelievably short notice. The miracle 
cupboard of the Tennessee Valley’s hydro resources is about empty now, and it is 
time that we start to refill it. 

We urge the subcommittee to restore the appropriation cuts imposed on TVA 
by the House and to add sufficient funds to the TVA appropriation so that the 
additional new steam generating units requested may be started, including those 
at the Fulton site. It seems to us that with the Nation teetering on the brink of 
another military intervention against the spread of world communism, it is in- 
deed a poor policy to restrict appropriations for a power producing organization 
which has probably more than any other single producer of power in the coun- 
try, contributed to what superiority the United States still possesses in the field of 
atomic weapons, and which will soon be devoting 50 percent of its entire electrical 
output to the production and development of atomic energy. 

Since World War II, we have spent billions of dollars in military appropria- 
tions to stop the spread of communism throughout the world. None of this 
will ever be repaid to the Treasury. We have spent or loaned on the order of 
$43 billion in aid to our allies throughout the world, and whereas this expenditure 
tends to stabilize world commerce, nonetheless, 75 percent of it, which is classi- 
fied as “grants” will not be repaid into the Treasury either. Compared with 
these billions of dollars we have spent throughout the world to stop communism 
and to maintain the economic levels of our allies, Congress has appropriated 
$723 million for investment in TVA power system. That is less than one sixty- 
third, or 1.6 percent, of the funds provided for our allies since World War II 
Of this $723 million, over 11 percent already been repaid into the Treasury and 
the rest will be repaid on a relatively short 40-year amortization period under 
the law. Appropriations for TVA are not an expense. They are an investment 
in the future of America and in the future of the rural electrification program. 

I would like to close by reading to you a resolution adopted by our people in 
January. More than 5,000 of them had gathered in their annual national meet- 
ing at Miami. This resolution came from our national resolutions committee 
whose members are elected by our people each fall at their regional meetings. 
There was ample discussion on TVA. 

But was there a dissenting vote from Ohio, Michigan, Idaho, or any other State? 
Not one. Here is what the resolution says: 
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RESOLUTION UNANIMOUSLY ADOPTED BY THE NATIONAL RURAL ELECTRIC COOPERA- 
TIVE ASSOCIATION, JANUARY 14, 1954, Miami, Pia. 


Whereas the TVA has been so vitally constructive in »roviding low-cost electric 
power and energy to the farmers, homeowners, defense industries, other indus- 
tries, municipalities, and mills in the Tennessee Valley, and improved the gen- 
eral standard of living for farm and homeowners through furnishing power to 
the rural electric cooperatives, and to the establishment of industries in its 
area; and 

Whereas the Tennessee Valley Authority has made vast contributions to na- 
tional defense, including the provision far ahead of schedule of the tremendous 
needs for power of the atomic energy program, furnishing this power at rates 
so low as to save all the taxpayers of the United States millions of dollars; and 

Whereas the TVA program is self-liquidating, repaying capital invested by 
the people of the United States over a 40-year period and will still belong to all 
the American people after the people of the Tennessee Valley have paid for it; 
and 

Whereas TVA’s wholesale rate yardstick has reduced the rates at which all 
rural electric systems must buy power, thus exercising a restraining influence 
that diminishes only with the distance from TVA territory: Now therefore be it 

Resolved, That we commend to the Congress the great economic advancements 
and contributions to the development of the Southeast made by the Tennessee 
Valley Authority, and request that continued appropriations be made to supple- 
ment, advance, and continue this great development of our natural resources, 

Mr. Exu1s. This is irregular, I know, and I am trying to cooperate, 
and Iam willing for this to be off the record. 

Senator Savronstauu. I would rather have it on the record for 4 
or 5 minutes, with the opportunity before next Wednesday to file a 
further statement, or an enlargement of your answers. 

Mr. Ex.is. Yes—and to integrate them with this statement. 

Senator Satronstauu. That is right. 

Mr. Exvsis. Mr. Chairman, I am speaking, I think, with the almost 
unanimous agreement of the rural electric systems countrywide. 

The rural electric systems, which are now purchasing about $100 
million worth of wholesale energy a year, have to depend on outside 
sources for the major part of their power supply, and in the TVA area 
on TVA completely. 

Countrywide we have regarded the TVA as a symbol, and we are 
fearful that what happens to TVA may happen to the Federal power 
supply in other areas. 

Now, Mr. Chairman, Ham Moses, president of the Arkansas Power 
& Light Co., came in here and made an impassioned plea to your 
committee. I do not know whether you were there or not. 

Senator SatronstaLL. The Chair was not there, he was on the 
floor of the Senate. 

Mr. Exxts. I want to place in the record, if I may, now or as a part 
of my suppleme ntal statement, figures which we have compiled from 
Federal Power Commission and Securities and Exchange Commission 
records. These statements are designed to show that the power com- 
panies have, in my opinion, again become tools of investment groups, 
mostly in the North and East. These sheets will show who are the 
princ ipal stockholders of the companies. 

For instance, the Arkansas Power & Light Co. common stock is 
owned completely by the Middle South U tilities Co. of New York, a 
holding company. The common stockholders of record of those hold- 
ing companies are also listed. 

The truth is, Mr. Chairman—and I want to emphasize this—the 
truth is that almost every time the Arkansas Power & Light Co. and 
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some of the other companies from all around the TVA periphery, 
testify against TVA, that they would be able to supply TVA large 
amounts of power, they have been themselves in a critical situation 
for power. Ham Moses, president of the Arkansas Power & Light, 
would have told you, I am sare, had somebody asked, “Yes, it is true, 
we couldn’t supply the Reynolds aluminum plant in Arkansas with 
power, just a hundred thousand kilowatts. It is true we had to take it 
away from Bull Shoals Dam, it is true we had to take it away from 
rural electric co-ops, in order to supply the aluminum plant.” And 
he would have told you that the Arkansas Power & Light Co. is reap- 
ing tremendous profits from that operation, 

Their facilities had to be used in order to get the power from the 
dam down to the aluminum plant. 

Now, then, they are proposing to sell power to TVA as a substitute 
for building the Fulton steam plant, this group. For how much? Six 
to nine mills, they told the House committee. 

For how much are they selling power in Arkansas to the rural elec- 
tric co-ops, in order to keep the rural electric co-ops from working out 
urrangements of their own for power supply? They have dropped 
the rate out there to about 5.4 mills a kilowatt-hour. 

So, they would charge the Federal Government 1 to 3 or 4 or 5 mills 
higher, more, for power in the Fulton steam plant area than they are 
charging the rural electrics in Arkansas. 

I question the sincerity of their proposal. 

Mr. Chairman, I want to call the attention of yourself and the com- 
mittee—and then I am going to close—to this article, which appeared 
in the Nashville Tennessean on April 18, which is a reporter’s report 
of an interview with Purcell Smith, president of the National Asso- 
ciation of Electric Companies. 

Now, I understand that Lois Laycock, who did this article, is a 
well-known and reputable reporter. He quotes Purcell Smith as say- 
ing that one of the chief objectives of the power company is to keep 
TVA from getting any more appropriations and to keep TVA from 
expanding. 

I believe this article has already been inserted in the record, but 
T wanted the members of the committee to have it, and I would like to 
leave it with the clerk of the committee, if I may, and furnish enough 
copies to supply the whole committee. 

Senator Sarronsrany. Thank you. 

(The article referred to appears on p. 440.) 

Mr. Exuis. Thank you, Mr. Chairman. 

Senator Savronstaty. Thank you, Mr. Ellis, and the Chair appre- 
ciates your courtesy and cooperation, and understands that your previ- 
ous understanding with the Chair will be carried forward. 

Mr. Ex.xis. Thank you, sir. 

(The following was later submitted :) 


SUPPLEMENTAL STATEMENT OF CLYDE T. ExLiis, Executive MANAGER NATIONAL 
RurAL ELectric COOPERATIVE ASSOCIATION IN SUPPORT OF APPROPRIATIONS FOR 
THE TENNESSEE VALLEY AUTHORITY 
Mr. Chairman, it was agreed by the distinguished chairman that I might 

submit this more extensive supplemental statement in view of the fact that the 

committee was not able to hear me personally for more than 10 minutes. 


45746—54——53 
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If I may be permitted to say so, gentlemen, I feel that I must, on behalf of 
those I represent, express keen disappointment at the way representatives of 
the commercial power companies were permitted to take up so much of the time 
that had been allocated to witnesses from the Tennessee Valley and in behalf 
of the Tennessee Valley Authority last Monday. We had been assured that after 
the testimony of Chairman Gordon Clapp of TVA, we would have the entire 
day to present our case, but when we appeared for the hearing, we were told that 
after Mr. Clapp’s testimony, one of our friendly witnesses would be heard, then 
a power company witness, and so on throughout the afternoon. 

Some of the power company witnesses went on at great length with the 
result that some of our people were not heard at all and others only briefly. 
I personally understood that I would be given an opportunity to be heard later, 
but when I appeared on Friday, April 23, at the request of the committee, I was 
first asked whether I could say what I wanted to say in 5 minutes. When I 
replied in the negative, I was told that I could have not more than 10 minutes. 
True, it was past noon when they got to me, but I was told I could not return 
at a later date, 

This, I must add, was in sharp contrast to the splendid consideration and 
hearings which have been accorded us by practically all other committees of 
the Congress. 

This situation is further disappointing because of the fact that something 
similar happened to us last year. Power company witnesses were run in ahead 
of us on time which had been scheduled for us. 

Gentlemen, the rural electric system leaders throughout the country are very 
much alarmed about what is happening to TVA. TVA is being slowed down, 
stymied, and stalled. TVA is not being permitted to keep up with the power 
demands of the area. TVA is short of power and is going to be much shorter. 

TVA is the sole supplier of the 51 farmers’ electric coooperatives of the valley. 
The rural electric systems in all of Tennessee and parts of the States of Ken- 
tucky, Virginia, Georgia, Alabama, and Mississippi have no other alternative 
as a source of power. 

We also know by experience that in any emergency the defense requirements, 
which now dominate the valley’s power demands, would come first. The farmers 
would come second. 

These are the reasons why the farmers of the TVA area and the farmers of 
the country generally are concerned about what is happening to TVA. 

In short, we want an appronriation for the Fulton steam plant and an appro- 
priation for the request of additional generating units at the New Johnsonville 
plant, and we don’t want the restricting and crippling amendments which the 
House committee proposed. These additional facilities will be paid for entirely 
by the people who use_them. They will not cost the Federal Government any- 
thing. And since the Federal Government is by far the biggest user and since 
it would buy power from these facilities at much less than it could buy the 
power wholesale anywhere else, these requested facilities will save the Federal 
Government many, many millions of dollars. 

But the main purpose of this supplemental statement, gentlemen, is to try 
to show up the gigantic power company attack on and conspiracy against TVA 
for just what it is—a selfish, bigoted, monopolistic attempt to destroy the TVA 
yardstick and an attempt to use the power companies located on the TVA 
periphery for expansion into the valley for the selfish gain of certain investor 
groups. 

C. Hamilton Moses, chairman of the board of the so-called Arkansas Power & 
Light Co., made the first attack of the power company brigade. But who 
controls the Arkansas Power & Light Co.? I submit herewith the following 
data from the records of the Federal Power Commission. You will note that 
it shows that all of the common stock votes of Arkansas Power & Light Co. 
are held by Middle South Utilities, a holding company, whose principal office 
is in New York City, 
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Arkansas Power & Light Co. 


{Incorporated: Florida] 
LO 
Total votes ( ommon Preferred 
votes votes 


Total votes of all securities outstanding. aux . , 513, 4, 420, 000 93, 500 
10 LARGEST STOCK HOLDERS 


Middle South Utilities, New York rr 4, 420,000 4, 420, 000 
Corey & Co., New York 3, 975 j 

Light & Power Securities, New York , 250 

Oudd & Co., New York : 1, 175 
Life Insurance Co. of Georgia, Atlanta, Ga 1, 169 
Great American Insurance Co., New York “ 1, 000 
Mutua! Life [Insurance Co., New York 1,000 
National Surety Corp., New York 1, 000 
Columbia National Life Insurance Co., Boston 979 
Lincoln National Life Insurance Co., Fort Wayne, Ind 700 


Total votes of above___. 4, 432, 248 4, 420, 000 


Percent of total votes of all securities outstanding - 98. 19 100 
| 


Mr. R. B. Wilson, vice president of the Mississippi Power & Light Co., also 
appeared before this committee against TVA. 

Here is similar data concerning Mississippi Power & Light Co. stock which 
shows that all its common stock is controlled by Middle South Utilities, the same 
holding company of New York City. 


Mississippi Power & Light Co. 


{Incorporated: Florida] 


Common Preferred 


| Total votes votes votes 


‘Total votes of all securities outstanding aie | 2, 644, 476 | 2, 600, 000 | 44, 
10 LARCEST STOCKHOLDERS 


Middle South Utilities New York 000 2, 600, 000 |... . 
Light & Power Securities Co., New York 2, 000 | 2, 000 
Harvard & Co., Boston 815 815 


Supple & Co., Boston 4 » 207 » 207 
American Express Co., New York 235 , 255 
Kenneburt & Co., Birmingham, Ala_. wa 854 | ‘ | 854 
Mrs. Katrleen Cox, Brandon, Miss 790 | 790 
Wilson & Co., Boston | 780 780 
Elmer Ericson, New York “ “ 650 650 
Kidder, Peabody & Co., New York . 620 620 


Total votes of above 2, 610, 021 2, 600, 000 10, 021 
Percent of total votes of all securities outstanding ¥8. 69 100 22. 53 


Now then, I submit the following data concerning Middle South Utilities, the 
holding company which controls Arkansas Power & Light Co., Mississippi Power 
& Light Co., Louisiana Power & Light Co., and New Orleans Public Service, 
Ine. You will note that I have listed here the 10 largest common stockholders, 
the control group of record of Middle South Utilities and that they are all large 
investor groups of New York, Boston, and Philadelphia. 
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Middle South Utilities, Inc. 


{Incorporated : Florida] 
Common stock outstanding, 7,125,000. 


Type of ownership Amount 
‘ of shares 


10 LARGEST COMMON STOC® HOLDERS 


Trustees of the Massachusetts Investors Trust | Record and beneficiary 

Thomas & Co., New York | Record ‘ 

Douglas & Co., New York ; do 

Bishop & Co., Boston, Mass do , 
Harvard & Co., Boston, Mass do 100, 
J. W. Seligman Co., New York do 
Anderson & Co., Philadelphia, Pa do 
Shaw & Co., New York do 

Cudd & Co., New York do 72, 
Sigler & Co., New York .-.do s si | 1 68,2 


&8, 
87, ¢ 


otal 982, 341 


1 Or 13.78 percent of outstanding shares. 


Mr. E. A. Yates, of New York City, chairman of the board of the Southern Co., 
appeared before your honorable committee. The Southern Co. is another New 
York holding company. It controls the Georgia Power Co., the Alabama Power 
Co., the Gulf Power Co., the Mississippi Power Co., and the Birmingham Electric 
Co. You will note that the principal common-stock holders, the principal voting 
control, in other words, of the Southern Co, is likewise held of record by the big 
investor groups of the northeastern part of the country, principally New York 
City and Boston. 


The Southern Company 
[Incorporated: Delaware] 


Total outstanding shares, 18,087,643. 


mm : Amount Percent 
[ype of ownership : 
yP MerSOry owned of class 


LARGEST STOCKHOLDERS 


Merrill Lynch, Pierce, Fenner & Beane, New York...| Record.... 509, 174 | 
Douglas & Co, (nominee of Guaranty Trust Co do 308, 300 
Trustees of Massachusetts Investment Trust_ _- Record and beneficiary... 225, 000 
J. W. Seligman & Co., New York Record___. . é 118, 663 | 
Broekmans Administratiekantoor N. V. (care of Peskeatel dos 114, 780 
Chase National Bank, New York) (custodian of 
Dutch holders). 
Atwell & Co., New York (nominee of United States |_....do.........: | 92, 619 
Trust Co., New York) (trust of 121 separate ac- 
counts). 
Pratt & Co., Boston (care of Boston Safe Deposit |.....do 90, 000 
Trust Co.). 
(All other holders held less than 4 of 1 percent of | 
record). | 


Total_.... pele pmeee opeasegdor tdoacn gb Sumas swépad-~ ples howd pnd twnyod bl, 408, 586: 


1 Percent of outstanding, 8.06. 


Then Mr. Graham Claytor, executive vice president of the American Gas & 
Electric Co. of New York City, appeared before you in opposition to TVA. Ameri- 
can Gas & Electric is another holding company which controls the following elec- 
tric operating companies, most of whose systems approach the territory served 
by the Tennessee Valley Authority: Appalachian Eiectric Power Co., Central 
Ohio Light & Power Co., Citizens Heat Light & Power Co., Indiana & Michigan 
Electric Co., Kanawha Valley Power Co., Kentucky & West Virginia Power Co., 
Kingsport Utilities, Inc., Ohio Power Co., and Wheeling Electric Co. 
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I am listing here the data concerning the American Gas & Blectric Co. and 
you will note thut its 10 largest stockholders of record are likewise principally 
large investor groups of New York, Philadelphia, and Bostor. 


American Gas & Electric Co. 


[Incorporated: New York] 
Common stock outstanding 12, 846, 72 


Amount 


Anderson & Co., 


10 largest holders of record 


Philadelphia, Pa 


Ty pe of 
ownership 


Record 


Sigler & Co., 


New York 


do 


owned 


391, 306 | 


309, 032 


Percent of 
‘lass 


Eddy & Co., New York d i do 258, 525 
King & Co., New York . ‘ do.. 168, 692 
Ralph D. Mershon, Miami, Fla do : 198, 390 
Steere & Co., Philadelphia, Pa do 180, 307 
Trustees of Massachusetts Investors Trust do 157, 850 


Atwell & Co., New York 7 . do e | 131, 509 
Miss Ethel A. Bennett, New York 
Cudd & Co., New York 


Total 


Percent of outstanding 


Carolina Power & Light Co., also appeared before you against TVA. 


do 
do 


113, 910 
112, 762 


2, 052, 283 
15. 97 


Mr. L. V. Sutton, chairman of the beard, president, and general manager of 


the principal common stockholders of that company: 


Carolina Power & Light Co. 


[Incorporated: North Carolina] 


Total votes of all seeurities outstanding 


10 largest stockholders: 


Carothers & Clark, Wilmington, Del-.. 

Merrill Lynch, Pierce, Fenner & Beane, New York 
Atwell & Co., New York 

Anderson & Co., Philadelphia, Pa 

Bull & Co., Winston-Salem, N. C 

Kugler & Co., New York 

John Hancock Mutual Life Insurance Co., Boston 
Harvard & Co., Boston 

Mansell & Co., New York 

Williams & Co., New York 


Total votes of above. 


Total votes 


2, 187, 259 


56, 900 
49, 184 | 


49, 193 
34, 076 
33, 142 
25, 000 
20, 000 
20, 000 
16, 411 
16, 141 


320, 047 


Common 
votes 


1, 950, 00( 


44, 900 
48, 881 
48, 278 
33, 209 
27,171 
25, 000 
20, 000 
20, 000 
16, 395 
16, 141 


299, 975 


Here are 


Preferred 
votes 


237, 259 


12, 000 
303 
915 
867 

5, 971 
0 

0 

0 

16 

0 


20, 072 


Percent of total outstanding......--.-------------- | 14, 63 15. 38 8. 45 





You will note that here again these investor groups are practically all located 
in the New York-Boston-Philadelphia area. 

Now this is not bad in itself, but I think it is very bad when great corpora- 
tions controlled by the world’s financial capital area try to pass themselves off 
as local interests when as a matter of fact all of these men who appeared before 
you, though fine individuals in themselves no doubt, were either the resident 
agents of the New York City groups or were sent directly from New York City. 
The situation is equally as monopolistic and vicious, with regard to these great 
drives of power-company combine, investor-control groups as existed before the 
passage of the Securities and Exchange Act and the Public Utility Holding 
Company Act. Some believe it is even worse. 

The power companies of America have again become investor tools, foreign 
owned and controlled,’ for the perpetration and perpetuation of one of the most 
ruthless monopolies known to man. 

Now let me return to Moses. Moses is by all odds the finest showman among 
all the power company resident agents. His principal theme before this com- 


1 Foreign in the sense that they are not domestic 
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mittee, and he dwelled on it eloquently and long, was that Arkansas is being 
discriminated against. I have been a resident of Arkansas all my life. I served 
for a number of years in both of its legislative bodies and as one of its repre- 
sentatives in the United States Congress. I can testify from my own knowledge 
that in my opinion Arkansas is being discriminated against and that the prin- 
cipal reasons are two: (1) The Arkansas Power & Light Co. and (2) its Mr 
Moses. This company and this Mr. Moses prevented Arkansas from enjoying 
some of the same rich development that is being enjoyed by the TVA area. 
First, they fought any multipurpose dams being built in the State. When I 
and the rest of the Arkansas congressional delegation were trying to get power 
included in the flood-control dams, Arkansas Power & Light Co. was doing its 
utmost to prevent it. They even built a giant model dam and trucked it all 
over Arkansas to prove to the schoolchildren, the Boy Scouts, the Sunday- 
school classes, the women’s clubs, the civic groups, and anyone else who would 
listen to them, that you can’t get flood control and power out of the same dam, 
They proved that it can’t be done—to the satisfaction of No. 2 Rector Street, 
New York City, that is. 

Over their opposition, however, we finally got power included in the dams. 
Then Arkansas Power & Light and Mr. Moses carried on a several-year battle 
to prevent the people of Arkansas from really enjoying the benefits of those proj- 
ects. They are still at it. They have done this by preventing the building of 
Federal or cooperative transmission lines in the state and by creating situations 
wherein the Government would have to dump the power from the dams to Ar- 
kansas Power & Light as its only customer in Arkansas. They have purchased 
the power for as little as one mill per kilowatt-hour. 

Arkansas Power & Light Co. and Mr. Moses have been two of the bitterest 
enemies of the rural electrification program in the country. They have fought 
it at every turn; and yet at every opportunity Moses professes to be its benefi- 
cent godfather. They long refused to quote the electric co-ops in Arkansas a 
wholesale rate and thus delayed the starting of the program many months. They 
were finally ordered in 1987 by the State commission to quote a rate. They 
quoted one between 17 and 18 mills. The commission ordered them to reduce 
the rate. They finally reduced it to about 11 mills but stated that it was non- 
compensatory. 

The rural electric co-ops finally got started and for more than a decade, have 
been carrying on a campaign to purchase hydro power from the Federal dams or 
to generate their own power. All of these efforts have been resisted by Arkansas 
Power & Light Co. and Mr. Moses. They have dragged the co-ops into courts. 
They have opposed them before the State regulatory commission. They have 
pretty well whipped the co-ops out in their efforts to solve their wholesale power 
supply problem. The power company resources seem to be unlimited, whereas 
the farmers’ co-op resources are extremely limited. 

But while doing all of this and in order to block the co-ops—Arkansas Power 
& Light Co. and Mr. Moses have seen fit to reduce their wholesale rates to the 
electric co-ops to approximately 5 mills per kilowatt hour—almost to the TVA 
rate. Following are the rates being charged the Arkansas electric co-ops which 
are purchasing power from Arkansas Power & Light—for the calendar year 
1953 : 
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It is interesting to note, however, that Arkansas Power & Light is charging 
municipally owned electric systems which it serves in Arkansas approximately 


50 percent more than it charges the electric co. ops even though the municipals 


have what are regarded as better load factors. Here are some of its rates to 
them: 


| | 
ee |} A. P.& L.| Kilowatt- 
Municipals rate hours 

| 


Million 


v 
West Memphis cthtenbabe cpltdattldiaintinmaptiiee pil Micieinlinn Peete | 7. 
North Little Rock . netetlind ; , Ti 51. 
Prescott 4.3 


Average. _- 74. 0 


Now these rates are extremely interesting in view of the fact that the Arkansas 
Power & Light Co., or rather its holding company, the Middle South Utilities 
Co. of New York, in open though perhaps not unlawful conspiracy with other 
such groups, is trying to force TVA to purchase power from it in lieu of build- 
ing its Fulton steam plant near Memphis or other facilities. 

Oh, yes, they say they can supply all of the power that TVA will need, 
beginning with 100,000 kilowatts. 

Let me quote you from the testimony of Mr. R. B. Wilson, who appeared, 
along with Mr. Moses, before the House committee. Mr. Wilson, you will 
recall, is vice president of the Mississippi Power & Light Co. At page 2922 
of part 3 of the House independent offices appropriations hearings for 1955, 
Mr. Wilson said with regard to supplying TVA power: “We could start im- 
mediately the delivery of 100,000 kilowatts which we have delivered in the 
past.” 

Well, in the first place, I seriously doubt that they could supply the 100,000 
kilowatts because the power situation is known to be and has long been very 
tight in the Southwest. The power companies have consistently complained 
that they could not supply demands which were desired by the Federal Gov- 
ernment and others. 

Mr. Wilson also said, and I am quoting from that same page: “I think the 
price would vary between 6 and 9 mills per kilowatt-hour.” 

So it appears that these same power companies would charge TVA, 
with whom they are already interconnected, and whom they admire 
like a cat a bird, from 50 percent to 90 percent more than they are 
charging the electric co-ops for power—and again it would be at a 
much better load factor. They would really clean up on TVA and 
the Federal Government. Their scheme would serve the double pur- 

: rave? AS . 7 
pose of forcing TV A’s rates in the valley up and thus destroying the 
yardstick and of cleaning up greater profits for the monopolistic 


northeast investor group. 
Let me give you one other example of how at least one power com- 


pany will really clean up on the Government. 


The year before last, during the Korean crisis, the defense authorities con- 
cluded that they must locate another aluminum plant somewhere in the United 
States. The electric power situation was so tight at that time that the only way 
this could be accomplished was to locate the aluminum plant in Arkansas in order 
to use the peaking capability of the Bull Shoals Dam to supply the aluminum load. 
Bull Shoals Dam was just being completed on the White River in Arkansas. The 
rural electric systems had contracted for practically all of the firm power at 
the dam. The Federal Government virtually conscripted that power, diverted 
it away from the rural electric systems and into the system of the Arkansas 
Power & Light Co. for delivery to the aluminum plant at Arkadelphia, Ark. As I 
have said previously, the Arkansas Power & Light Co. has blocked all attempts 
to construct Federal transmission lines in Arkansas and so the company found 
itself, during the Korean crisis, in the enviable position of being alone capable of 
delivering Bull Shoals power to the aluminum plant. 





838 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


Under the contract for supplying the aluminum plant, the Arkansas Power & 
Light Co. purchases Bull Shoals power and intermingles it with off-peak steam 
energy to supply the load. It costs the Federal Government $2,857,500 per year 
to generate the power at Bull Shoals and place it on the company system. For 
this power, the company pays the Government only $2,052,000 per year. In other 
words, it will cost the Government $805,500 per year more to produce and deliver 
this power to Arkansas Power & Light Co. than Arkansas Power & Light Co. 
pays for it. 

By contrast with this loss the Government takes on the generation of this peak- 
ing capacity for Arkansas Power & Light Co., the company makes a profit of 
$851,700 per year for merely transferring it from SPA to the aluminum load, 
This amounts to a profit of about 2.36 mills per kilowatt-hour and about $25.5 
million during the term of the contract. Uncle Sam is subsidizing this company 
each year through the aluminum contract more than enough to pay for its low 
rates to the cooperatives plus all of the expenses for propaganda used in fight- 
ing TVA. 

Now this is true despite the fact that the Arkansas Power & Light Co. is 
already interconnected with the SPA system and was already serving in the 
area in which the aluminum plant was built. 

But that is still not all. Under the terms of the same contract, Arkansas 
Power & Light Co. gets first call on the SPA system for an additional 300 million 
kilowatt-hours per year of secondary energy when it is available. This second- 
ary energy is purchased by the company from the Government at 1 mill per 
kilowatt-hour. 

This is a 30-year contract which is signed, executed, and in force today. 

And speaking of subsidy, the power companies which appeared before your 
committee are some of the most highly subsidized agencies in the United States. 
They were subsidized heavily during World War II, but we don’t have the 
figures on that. We do have the figures on the amount of accelerated tax 
depreciation which they have demanded and obtained during and since the 
Korean crisis as an inducement to them to build required capacity, all of which 
the studies showed they would build anyway. 

Take the Middle South Utilities group. They have been granted $64.2 million 
in accelerated tax amortization certificates. Their subsidiary company, the 
Arkansas Power & Light Co., has received $33.2 million. These are only the 
amounts of the tax amortization certificates. The actual benefits or subsidies 
over the 35-year period will amount to several times this figure. The benefits to 
the Middle South group will be $96.5 million and to Arkansas Power & Light, 
$49.8 million. Following is a table showing the benefits which the companies 
I have mentioned have obtained in tax amortization subsidies during and since 
the Korean crisis. 


Estimated value of accelerated depreciation certificates, interest-free loans, and 
other subsidy benefits to certain private electric companies from June 9, 1951, 
to November 28, 1958 


Amount cer- m . 
tified for Amount of Total sub- 


interest sidy up to 
accelerated : | 215 
depreviation free loan 33M years 


Name of company 


Alabama Power co --| $44,258,791 | $19,562,386 | — $66, 507, 685 
Appalachian Electric Power Co 54,895,335 | 24, 263, 738 82, 491, 220 
Arkansas Power & Light Co 33, 173, 046 14, 662, 486 49, 849, 136 
Carolina Power & Light Co 23, 654, 150 10, 455, 134 35, 545, 091 
Georgia Power Co 45, 456, 220 20, 091, 649 | 68, 307, 062 
Gulf Power Corp 11, 234, 041 | 4, 965, 446 16, 881, 393 
Indiana & Michigan Electric Co ; 2 37, 254,074 | 16, 466, 301 55, 981, 697 
Kentucky West Virginia Power Co 835, 541 | 369, 309 1, 255, 582 
Louisiana Power & Licht Co 11, 059, 502 4, 888, 300 16, 619, 114 
Mississippi Power & Light Co__ : 19, 977, 556 8, 830, 080 30, 020, 273 
Mississippi Power Co___- -- 5, 906, 938 | 2, 610, 867 | 8, 876, 356 
Ohio Power Co . 78, 901, 213 34, 874, 336 115, 473, 495 
Wheeling Electric Co | 362, 750 160, 336 545, 104 


MI hs cath nt Rieti ay 969,157 | 162,200,368 | 548, 353, 208 





“If you give us the same concession,’ Moses told your committee, “we will 
sell power just as cheap as TVA.” Well, there is a lot of doubt about that. In 
the first place, the highest paid official of TVA gets $15,000 salary per year. I 
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have in my possession evidence that for the year 1948, Mr. Moses was paid $98,- 
533.36 “for fees, salaries and commissions.” When power companies reduce 
their rates to the TVA level, I wonder who is going to pay their enormous sala- 
ries, their millions spent for lobbying and propaganda advertising and their many 
other extravagances. I wonder too who is going to pay their common-stock 
holders monopoly investor groups the high incomes on their investments which 
they demand—far above the 6 percent average on all investments permitted in 
most States. These averages include income from stocks and bonds, much of 
which is far lower than the average and thus permitting the gigantic common- 
stock dividends. 

Both Mr. Wilson, who admitted to the House committee that the Middle South 
Utilities group would have to charge TVA 6 to 9 mills for power, and Mr. Graham 
Claytor, executive vice president of American Gas & Electric Co., were more 
realistic. Mr. Claytor told the House committee, and I quote the following from 
page 2888 of part 3 of the House Independent Offices Appropriations Committee 
hearings. Questions were asked by Congressman George W. Andrews of Alabama 
and Congressman Charles R. Jonas of North Carolina: 

“Mr. ANpDREws. TVA furnishes the cities power in their area, as I understand 
it. Could you give any opinion as to how the power furnished that area from 
your system would compare in price to the price now being charged by TVA? 

“Mr. CLayror. I would say it would be considerably higher. I do not see how 
it could help but be. 

“Mr. Jonas. I did not quite understand that last question. 

“Mr, ANpREws. I asked how the power furnished municipalities in the TVA 
area from his company’s system would compare in price to the price charged 
by TVA. 

“Mr. Jonas. Why would it be higher? 

“Mr. CLaytor. I did not understand the question. I thought you said, Would 
the power we supplied to TVA be higher than the price charged by TVA to the 
cities? 

“Mr, Anprews. As I understand it, TVA furnishes power to the municipalities 
in the so-called TVA area. If your company furnished power to TVA and they 
in turn furnished it to the cities, how would the rates for power furnished by 
your company compare with the rates charged by TVA? 

“Mr. Craytor. That would depend on TVA, but I would think the power we 
furnish TVA would be higher than the power TVA is furnishing to the cities.” 

Again, if the power companies should sell power to TVA at rates higher than 
TVA is now delivering it to the cities for wholesale, I wonder what that power 
would cost by the time it reached the farmers? 

Gentlemen, I want to call your attention at this point to a news article in 
the Nashville Tennessean of April 18, 1954, bylined by Lois Laycook, Washington 
correspondent, quoting at length Mr. Purcell Smith, president of the National 
Association of Electric Companies. The article is already a part of your record. 
It was submitted by Floyd Nelson on April 19, so I shall refer only to certain 
paragraphs. 

The National Association of Electric Companies, as you know, is the national 
lobbying organization of the electric power companies of the country. Practically 
all of the power companies are members, according to their lobby registration 
reports. The National Association of Electric Companies spends more money 
for lobbying than any other group in America, and its president, Purcell Smith, 
is the highest paid and, no doubt, most effective lobbyist in America—drawing 
$65,000 a year salary, and earning perhaps several times that much. And as a 
former associate of the Insulls, he is no doubt the best man for the job. Mr. 
Smith claims credit for the relatively low TVA appropriations last year: “I think 
we were effective in keeping TVA appropriations to a reduced amount.” 

Mr. Smith insists that TVA get no further appropriations even though the 
people who use the power are paying for all of the power facilities and return 
a substantial profit to the Federal Government over and above annual amortiza- 
tion payments plus an interest equivalent. Said Smith, “Our objective, of course, 
is that the Federal Government should not appropriate one nickel for TVA 
and the area should be forced to support itself.” 

Mr. Smith makes it very clear that he expects to achieve his goals through 
pressure on the United States Congress. Smith said the association “strives 
continuously to ‘instigate our individual power companies to work on their con- 
gressional delegation and the people at home. This is basic with us. We could 
not accomplish anything without it.’” 
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It’s the northeastern investor groups, their investor-tool, foreign controlled 
power companies, the Hamilton Moseses and Purcell Smiths against the peopie— 
gentlemen, that is the issue. 

We hope and pray that you, the elected leaders of democracy, will continue to 
cast your lot with the people. 


——_——— 


CHATTANOOGA, TENN., April 19, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Appropriations, 
Independent Offices Bill, 
United States Senate, Washington, D.C. 

Dear SENATOR SALTONSTALL: Since resource development, and particularly 
forestry, is a proper channel of Government aid, I hope that your committee 
will see fit to adequately finance this portion of the TVA scope of activities. 

From a purely personal standpoint, I am not greatly interested in TVA selling 
cheap power to residents and industries in this valley at the expense of tax- 
payers in other sections of the country but their conservation activities are 
imminently worthwhile and I trust will not have to be discontinued because of 
lack of adequate financial appropriations by the Federal Congress. 

Sincerely, 
CARTTER PATTEN 


SouTHERN TIMBER MANAGEMENT SERVICE, 
April 22, 1954. 
Hon. Senator Lister HIL1, 
United States Senate Office Building, Washington, D. C. 

Dear Senator Hrixi: It has come to my attention that the budget request of 
$1,200,000 for “Resources development of TVA,” which has been approved by 
both President Eisenhower and the administration’s Director of the Budget, has 
been cut in the House of Representatives to no outright appropriation, with 
permission to allocate only $600,000 to this important work out of TVA’s general 
fund, if available. 

This token appropriation, in my opinion, is pennywise and pound-foolish as 
the scale of keep-alive activity it will permit cannot return 100 cents on the 
public’s investment dollar. Such a limited fund, even up to the full $1,200,000, 
will have to be stretched, and too thinly, between such programs and works as 
forest development, forest research, fish and wildlife development, watershed 
control, navigation, and mapping. After the division of said funds no one of 
these organizations can be too optimistic about being able to operate as effectively 
as they should be obliged to do as public-servant agencies. There will be the 
real question as to whether the public’s investment in some uncompleted invest- 
ments in these activities can be properly protected and eventually completed on 
such budget appropriations. 

We urge that you and the Senators sitting on the Senate’s Subcommittee on 
Independent Offices of the Senate Appropriations Committee, of which you are 
a member, do all within your power to restore the cut made by the House, thus 
appropriating the full $1,200,000 as recommended by the President for ‘“‘Resources 
development of TVA.” 

Most sincerely, 
Joun M. Braptey, Jr. 


Senator Savronsratyt. The committee is recessed until Tuesday 
morning at 10 o’clock. 

(Whereupon, at 12:45 p. m., Friday, April 23, 1954, the committee 
was recessed, to be reconvened at 10 a. m. Tuesday, April 27, 1954.) 
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TUESDAY, APRIL 27, 1954 


Untrep Sratres SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met, at 11 a. m., pursuant to call, in room P-69, 
the Capitol, Hon. Leverett Saltonstall (chairman of the subcommittee) 
presiding. 
Present: Senators Saltonstall, Ellender, and Robertson. 


Wunpb Tunwnet Report or GENERAL ACCOUNTING OFFICE 


STATEMENTS OF OWEN A. KANE, LEGISLATIVE ATTORNEY ; IRWIN 
S. DECKER, ASSOCIATE DIRECTOR OF AUDITS; ROBERT MEISNER, 
SUPERVISORY AUDITOR; AND DONNELL W. DUTTON, DIRECTOR, 
DANIEL GUGGENHEIM SCHOOL OF AERONAUTICS, GEORGIA 
INSTITUTE OF TECHNOLOGY, CONSULTANT, OFFICE OF THE 
COMPTROLLER GENERAL 


CENTRALIZED USE OF FACILITIES 


Senator SatronstaLL. The subcommittee will come to order. 

The Chair would like to read from page 13 of the first independent 
offices appropriation bill for the fiscal year 1954, the second paragraph 
on the top of the page under National Advisory Committee for 
Aeronautics, which reads as follows: 

Also the committee requests the General Accounting Office to make a study 
of the operation of wind tunnels by various Government agencies with the 
view to recommending a plan for the centralized use of such huge facilities 
to the end that economies may be effected in the use of power as well as of 
personnel, 

Now that was put in the appropriations act of last year. As a 
result of that request the General Accounting Office did make such a 
study and submitted it as of April 1954 over the signature of Frank 
H. Weitzel, Acting Comptroller General, April 9, 1954, in a letter 
to Chairman Bridges of this committee. This report is in two parts, 
a section that is unclassified and a section that is classified. 

(The unclassified report referred to appears on pp. 862 to 898.) 

Now, may I ask your name, sir? 

Mr. Kane. Owen A. Kane, Senator. 

Senator SauronstaLL. What is your position? 

Mr. Kane. Legislative attorney in the Office of the Comptroller 
General. I have with me Mr. Irwin S. Decker, Associate Director of 
the Division of Audits. I have with me also Mr. Robert Meisner, 
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Supervisory Auditor of the Division of Audits, and Prof. Donnell W. 
Dutton, Director, Daniel Guggenheim School of Aeronautics, Geor- 
gia Institute of Technology, consultant. 

Senator Sauronsratn. Now, Mr. Kane, you have a brief state- 
ment which we will put into the record at this point, unless you care 
to read it. 

Mr. Kane. I would like to read a part of it, Senator. 

Senator SarronstatL. Then you may proceed in your own way with 
the thought that the Chair will have to leave this committee at 
5 minutes of 12. 

Mr. Kane. I will be very brief, Mr. Chairman. 

Senator SatronstaLu. All right. 


GENERAL STATEMENT 


Mr. Kane. Mr. Chairman, we are pleased to be here this morning 
for this special hearing on General Accounting Office report on study 
of United States Government wind tunnels which the Comptroller 
General furnished your committee earlier this month. 

The report was made by the Division of Audits of the General 
Accounting Office in accordance with the request of your committee 
in reporting out the 1954 appropriation of the National Advisory 
Committee for Aeronautics. 

First, we wish to express our sincere appreciation to the National 
Advisory Committee for Aeronautics and the Departments of De- 
fense, the Army, the Navy, the Air Force, and the other agencies 
involved for the fine cooperation extended to representatives of this 
Office in carrying out this study. I might add this applies equally 
to industry and the educational institutions for their assistance. 

As you know, Comptroller General Lindsay C. Warren will retire 
at the end of this week due to ill health. It is gratifying to him, in 
keeping with his constant effort during the past 1314 years to make 
the General Accounting Office an effective arm of the Congress, that 
this hearing concerns a report on so vital a subject made by the Office 
as a service to your committee. 

We, of course, realize that many of the problems involved in the 
planning, construction, and use of wind tunnels and, indeed, the entire 
field of research and development are somewhat nebulous. Efficiency 
of operations and management in this field cannot be reduced to dollar- 
and-cents evaluation in the same degree as the operation of a steam 
plant or other types of Government operations. The various recom- 
mendations which we have made cannot, therefore, be expected to 
provide an airtight solution to the problems we found. However 
our recommendations are the results of thoughtful consideration of 
the problems, and are possible and practical answers, and we believe 
they will at least guide the way to the remedial action that appears 
necessary. The agencies represented here today undoubtedly have 
helpful suggestions of their own which, coupled with our views, should 
bring about improvements in the Government’s wind-tunnel program. 

We have prepared, with the thought that it might be of assistance to 
you, a brief 1-page condensation of the more significant findings and 
recommendations contained in our report. 
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RECOMMENDATIONS AND FINDINGS 


Senator Sauronsratn. These are your recommendations and find- 
ings ? 

Mr. Kane. That is right, Senator, those are the main ones. 

It will be noted that our primary recommendation concerns the 
establishment of a small, technically qualified and independent ad- 
visory group that would primarily serve the Congress. We have 
found that there is no single agency that— 

(a) Assembles all pertinent information on a continual basis as to 
the available tunnel time for various test purposes versus the projected 
demand for the use of such time; 

(6) Evaluates the effectiveness of operation under the various 
organization patterns and concepts used in the operation of tunnels, 
and the superiority of one over the other; 

(c) Evaluates the efficiency of oper rations and quality of results 
achieved in the various wind-tunnel installations. 

Now we strongly feel that this advisory group should devote its 
entire effort toward providing unbiased and objective information 
and recommendations to the Congress with respect. to the Nation’s 
needs for aeronautical research and development facilities on an over- 
all basis, as opposed to the needs of any one department or agency of 
the Government. We feel the Congress lacks this overall informa- 
tion today and is unnecessarily handicapped thereby. Where the 
group is placed in the Government structure will influence materially 
its independence, objectivity, and usefulness to the Congress, 

We strongly recommend that congressional control be strengthened 
by requiring all proposals for appropriations for major construction 
modification and equipment be more clearly identified as facility 
programs, and that the funds made available be required to be used 
solely in accordance with such proposals. 


PREVIOUS METHODS OF FINANCING 


We have found that the methods used in the past for financing 
the construction of wind tunnels have followed no consistent pattern— 
some being built from construction funds appropriated for the pur- 
pose, others from operating funds, and still others from a combina- 
tion of both. Current practices of the agencies have been improved 
in this regard, but there is no assurance these improved practices 
will be continued. 

We noted that the Government is at a disadvantage in manning 
its facilities. In our report we suggest that the personnel problem 
should be given thoughtful consideration, so as to insure that expen- 
sive wind tunnels and related equipment will be properly utilized, 
which is possible only by having the necessary complement of qu: ali- 
fied professional engineers to run them. For a number of years to 
come, the supply of engineers being graduated will be much below 
the demand for their services, and the gap between Government and 
private compensation is widening more and more, particularly at the 
trainee level. 
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UNDERGRADUATE SCHOLARSHIPS 


We suggest, therefore, that the National Science Foundation con- 
sider awarding undergraduate scholarships. Its scholarship empha- 
sis now is solely at the graduate level. In addition, we feel in con- 
nection with this personnel problem that it would be desirable that 
NACA evaluate the present need for instructional tunnels at edu- 

cational institutions with a view to seeking appropriations therefor 
(a hich are already authorized) if the need is found to exist. 

Our report also points out that there is need for improvement in 
the methods used in accounting for the costs of operations of wind 
tunnels. In accordance with the joint accounting Improvement pro- 
gram, as implemented by the Budget and Accounting Procedures Act 
of 1950, the General Accounting ‘Office will work with the agencies 
concerned to bring about the necessary accounting changes, and we 
are confident that the agencies will cooperate with us in achieving 
this goal. 

JOINT ACCOUNTING IMPROVEMENT PROGRAM 


As the chairman knows, the joint accounting improvement program 
is going full steam ahead throughout the Government, and one of the 
reasons it is so successful is because of the wonderful cooperation 
we are getting from the Bureau of the Budget, the Treasury Depart- 
ment, and all the agencies concerned, As a matter of fact, the NACA 
is now engaged in making changes in its accounting system and pro- 
cedures with the cooperation and assistance of the Accounting Sys- 
tem’s Division of the General Accounting Office. 

This recommendation is very important because we found that we 
could not completely evaluate the efficiency of the tunnels against 
one another because there was not a uniform system with respect to 
costs: and we feel that with the proper installation of cost accounting 
it will be a valuable tool to management and may bring about a sav- 
ing of many dollars of the taxpayers’ money, which we think is very 
important. 

From our limited observations, and while opinions of engineers 
and scientists may vary as to the degree of effectiveness attained, 
we did not find indications of significant waste and inefficiency. Also, 
the test results or end product appeared to be generally acceptable. 

We found that power costs, and power management and use, were 
receiving careful consideration, and that sincere efforts are made 
at the various wind tunnel installations to maintain a favorable bal- 
ance between power costs on the one hand and good utilization of 
facilities on the other. 


DUPLICATION OF FACILITIES 


The question as to whether or not unwarranted duplication of fa- 
cilities exists depends on a number of factors, primarily the current 
and projected need for facilities in which to conduct tests under re- 
search and development programs. Our conclusion in this respect 
is that there is considerable doubt that such duplication exists.. As 
a matter of fact, when we survey an agency, the very first thing that 
hits us ordinarily is the duplication of effort and duplication of work. 

Mr. Chairman, that covers the main points of our report. 
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Senator E:tenper. I think that was the principal charge as I recall 
of duplication of facilities. I notice you indicate the number of 
tunnels. Would you be able to tell us who operates them and how 


many ¢ 
TOTAL WIND TUNNELS 


Mr. Kane. Yes, we have that information in the report, Senator. 
You will note on the summary that there is a total of 115. 

Senator SatronsraLy. Would the Senator yield to allow for an in- 
sertion ? 

Senator ELtenver. Yes. 

Senator Sauronstaty. Mr. Kane, is there any objection to putting 
in the open record the recommendations and findings ? 

Mr. Kane. No, in deed, Senator; that is part of the record itself, 
and is not classified. 

Senator SatronstaLu. Then without objection the recommendations 
and findings will be included in the record immediately following your 


statement. ' 
(The information referred to follows :) 


SIGNIFICANT FINDINGS AND RECOMMENDATIONS IN APRIL 1954, REPORT OF THE 
COMPTROLLER GENERAL ON StuDY OF GOVERNMENT WIND TUNNELS 


RECOM MENDATIONS 


1. Establish advisory group.—A small, independent, technically qualified group 
primarily to serve the Congress as a continual source of overall information with 
respect to construction and operation of wind tunnels (pp. 13 and 74). There 
should be better information available to the Congress on supply of and demand 
for wind tunnels, to form a basis for better planning (p. 14 and pt. II). 

2. Strengthen appropriation control.—Facility proposals should be more clearly 
identified, and funds made available should be used accordingly (pp. 15 and 28). 

3. Steps to alleviate shortage of engineers (pp. 15 and 88).—(a) National 
Seience Foundation undertake program of awarding scholarships at under- 
graduate level (p. 41); (b) NACA again consider need for additional institutional 
facilities authorized by Unitary Plan Act of 1941 (p. 42); (c) Congress should 
give consideration to widening gap between salaries offered by the Government 
and those offered by industry ; Government at disadvantage (p. 44). 

1. Improve cost accounting systems.—General Accounting Oilice presently co- 
operating with NACA in improvements, and will extend coordinating efforts to 
other departments and agencies (pp. 16 and 66). 


FINDINGS 


1. Number of tunnels.—Total 115: 87 in existence, 19 under construction, or 
modification, and 5 planned and 1 disassembled. But due to lack of proper 
records there may be others (p. 34, appendix B of pt. I and exhibit I of pt. II). 
Estimated construction cost, $387,253,000 ; estimated annual operation, $37,617,000. 

2. Use of power.—Adequate supply in most areas; satisfactory efforts by users 
to maintain fayorable balance between power costs and good tunnel utilization 
(pp. 8 and 46). 

3. Duplication of facilities —Considerable doubt that unwarranted duplication 
exists. Depends largely on supply versus demand (pp. 10 and 50, and pt. IT). 

4. Utilization of facilities —Depends on physical characteristics, availability 
of qualified personnel, and cost of power. Two-shift operation should be con- 
sidered when practical to curtail tunnels that may be found to be less efficient 
(pp. 54 and 62). There are no indications of dissatisfaction with respect to 
interagency use of tunnels (p. 9). 

5. Operating ejficiency.—There are no indications of significant waste and 
inefficiency. Technical results are said to be generally satisfactory (pp. 10 
and 63). 

6. Fee system.—Consideration has been given by industry and NACA to the 
question of charging fees for unitary tunnel occupancy time. Industry desires 
fees for all work ; NACA would restrict fees to proprietary work only (p. 12). 
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INTERAGENCY USE OF TUNNELS 


Senator ExLtenper. Well, in your investigation did you find that the 
Army, say, was using a tunnel that could have been used by the Navy 
or by the Air Force in trying out planes to be used by their respective 
organizations ¢ 

Ar. Kane, Can you answer that, Mr. Decker? This is Mr. Decker, 
the Associate Director of the Division of Audits. 

Mr. Decker. In appendix E of our report at page 101 is an indica- 
tion of the interagency use of those tunnels showing the percentage 
of time which each agency happens to get out of the tunnels owned 
by any other agency. As a matter of fact, we found that as far as 
the interagency use went, the owner agency generally gets the majority 
of the available testing time at their installation. This is probably a 
natural consequence of convenience and ownership control, but we 
have seen no indications of dissatisfaction with respect to the ability 
of one agency to obtain test time in the facilities of another. 

Does that answer your question ¢ 

Senator ELtenper. Yes. Well, did you find that all of these tun- 
nels were utilized? They did not lie idle because of too many of them 
being erected ? 

Mr. Decker. I might say there was one that was disassembled that 
has not been reerected, but as to the others, they have all been utilized. 
Senator Etuenprr. Would you say that they are in constant use? 

Mr. Decker. To the extent feasible I would say we could generally 
say that, yes, sir. 

Senator SavronsTaLut. Thank you, Senator. 


Before proceeding with further questions from members of the 
committee, the Chair would simply lke to get on the record the fact 
that there have been various interested agencies receiving copies of this 
report, and they have been asked to appear here. Is there a represent- 
ative of the National Advisory Committee for Aeronautics present ? 

Dr. Drypen. Yes, sir. 


Nationat Apvisory CoMMITTEF ror AKRONAUTICS 


STATEMENT OF DR. HUGH L. DRYDEN, DIRECTOR 
VALUE OF REPORT 


Senator SauronsTatu. Have you a statement to put in the record? 

Dr, Drypen. I have not prepared any statement, sir, for the reason 
that our executive committee has not discussed these recommendations 
in detail. I might say that I think we feel that this is an extremely 
valuable report. We think it has been done in a very capable manner. 
We were impressed by the people assigned to the job, and we think 
it is very helpful to the general situation. 

When you come to the specific recommendations I think we would 
like to reserve official comment of the committee until our executive 
committee has passed upon it. 

Senator Sauronstatu. Thank you, sir. 

Dr. Drrven. If you want a personal view, I think the way in which 
Congress organizes itself to consider such matters is a matter for Con- 
gress to decide. If it is contemplated that another independent agency 
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be set up in the executive branch of the Government, I personally 
think that it would not serve a useful purpose but only add to the 
confusion. 

Senator SatronsraLy. Thank you, sir. 

Now is the Department of Defense represented here by the Assistant 
Secretary of Research and Development and the Assistant Secretary 
for the Comptroller? 


DrparRtM ENT OF DereNnsE 


STATEMENT OF DR. D. P. BARNARD, DEPUTY ASSISTANT SECRE- 
TARY OF DEFENSE FOR RESEARCH AND DEVELOPMENT 


PREPARED STATEMENT 


Dr. Barnarp. I am D. P. Barnard, Deputy Assistant Secretary of 
Defense for Research and Development. 

Senator Savronstatit. Have you a prepared statement ! 

Dr. Barnarp. I have a statement, sir, and I will leave it with the 
committee. 

Senator Sautronstauu. Will you put it in the record! 

Dr. Barnarp. Yes. 

(The statement referred to follows :) 


SraTEMENT By Dr. D. P. BAarNarp, Deputy AssIsTanr SecretTArY or DEFENSE 
FoR RESEARCH AND DEVELOPMENT 


I am D. P. Barnard, Deputy to the Assistant Secretary of Defense for Re- 
search and Development, the Honorable D. A. Quarles, who is unable to be 
present today because of a previous commitment. He has asked me to present 
our comments on the Comptroller General’s report on the Study of United 
States Government Wind Tunnels. 

The Department of Defense, with the cooperation of the three military depart- 
ments and the NACA, recently completed a comprehensive review of high speed 
wind tunnels and large engine test facilities, and has prepared a report covering 
the following points which were defined by a request from the Bureau of the 
Budget : 

1. Steps which might be taken to improve utilization of existing 
facilities. 

2. Policies and procedures that should govern the utilization of facilities 
now under construction. 

8. Any changes in existing legislation, organization or budgetary re- 
sponsibility which appear to be necessary or desirable. 

4. Existing facilities, operation of which can be curtailed or terminated. 

5. Facilities planned or in early stages of construction which can be can- 
celed or deferred (due to lack of requirements or better utilization of other 
facilities. ) 

This study was made by an ad hoc group under the chairmanship of the 
Assistant Secretary of Defense for Research and Development. The group in- 
cluded representatives of the Assistant Secretary of Defense (Comptroller), 
Assistant Secretary of Defense (Properties and Installations), Army, Navy, 
Air Force, and NACA. In this study, the group made a very comprehensive 
analysis of the capacity and workload requirements for existing high speed 
wind tunnels, those already authorized and funded by Congress, as well as 
eertain additional facilities planned by the departments to be in operation by 
fiseal year 1960, but which have not yet been authorized or funded by Congress. 

The results of this study confirm the conclusions of the Comptroller General's 
study which are to the effect that the only area where the capacity exceeds the 
requirements is in the field of small supersonic pressurized wind tunnels. The 
Department of Defense is taking steps to subject the individual facilities to a 
continuing review to insure that the less efficient and less economical wind 
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tunnels of this type will be closed down or their operation limited in order to 
bring the total national active capacity closer in line with the overall require- 
ments. The study was consequently able to provide conclusions regarding exist- 
ing facilities and those planned or in early stages of construction. 

It was determined that the problem concerning high-speed wind tunnels and 
jet-engine test facilities are due to technical and fiscal matters. The study did 
not reveal any problems that could be solved by changes in existing legislation 
or by the passage of new legislation, other than the usual authorization and 
appropriation for public works. 

The matters of facility initiation, budgetary policy, and facility utilization 
were found to deserve continuing centralized attention. You will also be inter- 
ested to learn that this ad hoe working group arrived at certain recommendations 
aimed at the same objectives as the Comptroller General’s recommendations Nos. 
1 and 2, regarding the establishment of an advisory group and the need to main- 
tain current information on justification of facilities. Their recommendations on 
policies and procedures relative to these subjects read as follows: 

“21.1 Budgetary and fiscal problems: Until a solution can be found for the 
practical problems in the way of a dollar-type “operator-user” relationship 
which would control the complicated workload versus operating level relation- 
ships, the operation of wind tunnels, engine test facilities, ranges, and other 
large test facilities should be controlled, planned, and financially supported on 
a facility or installation basis, with the workload scheduled and performed on 
a priority and technical feasibility basis. During this period, a management 
mechanism, as outlined in paragraph 2.1.2 and 2.1.3, should be established to 
provide (1) adequate control of the level at which test facilities should be 
operated, (2) economical utilization of all similar facilities, taken as a whole, 
and (3) the “operator-user” relationships which it is not as yet feasible to 
place on a dollar basis. 

“2.1.2 Organizational relationships: A coordinating committee covering the 
area of large ranges, wind tunnels, and centralized Government-owned engine 
test facilities should be established within the organization of the Assistant 
Seeretary of Defense (Research and Development). The fiscal, budgetary, and 
publie works aspects of the subjects to be reviewed and recommendations to 
he made should be covered by coordination with the other Assistant Secretaries 
of Defense involved. The Assistant Secretary of Defense (Research and De- 
velopment) should establish suitable coordination with the NACA so that joint 
Department of Defense-NACA matters can be considered periodically. 

“213 Project allocation and priority assignment: The military departments 
and the NACA should organize two joint committees consisting of appropriate 
representatives to coordinate the allocation of Department of Defense projects 
and to assign priorities for the development tests to be conducted in: (1) the 
wind tunnels of the Department of Defense and the NACA and (2) the central- 
ized, Government-owned jet engine test facilities. The membership of these 
committees should be composed of personnel closely connected with the projects 
and facilities under consideration.” 

The Office of the Assistant Secretary of Defense for Research and Develop- 
ment is currently engaged in developing plans for the establishment and organ- 
ization of the necessary policy committee and the two-project allocation and 
priority assignment committees covered by these recommendations. We anti- 
cipate that the policy committee will function under the Assistant Secretary 
of Defense for Research and Development, will include representation from 
the Army, Navy, Air Force, and NACA, and will operate in much the same 
fashion as the committees which now coordinate the various research and devel- 
opment programs, 


This coordinating committee, as part of our operating system now 
in existence, will have access to the best technical experience and ad- 
vice available in this country through our technical advisory panels. 
The necessary staff services will be provided by the Office of the 
Assistant Secretary of Defense. The project allocation and priority 
assignment committees for wind tunnels and for jet engine test facili- 
ties will include representation at the working level from the Army, 
Navy, Air Force and NACA, and will also follow the pattern of the 
coordinating committees, but in a subordinate role. 


I be 
ordina 
comm) 
recom 
necess 
the C« 

I sl 
mend: 
reads 

To |} 
involve 
1 bel 
of thi 
and g 
agem 
ing 0 
ment: 
is res 
Defe 
order 
advis 
respec 
the J 

from 
versi 
orga 
tend 
tion 
shou 
objec 
WwW 
tees 
fron 
resp 

»rog 

ond 

nica 
tion 
also 
faci 

T 
rani 
base 
ordi 

Ass 

cons 

pla 
pro 

at t 

I 
pri: 
vial 





order to 
require. 
ing exist- 


nels and 
tudy did 
gislation 
tion and 


ilization 
be inter- 
ndations 
ons Nos, 
to main 
itions on 


for the 
tionship 
relation 
id other 
yrted on 
rmed on 
igement 
ished to 
ould be 
i whole, 
sible to 


ing the 
engine 
ssistant 
ry, and 
ions to 
retaries 
ind De- 
at joint 


‘tments 
opriate 
rojects 
‘1) the 
‘entral- 
f these 
rojects 


evelop 
organ 
m and 
e anti- 
retary 
1 from 
+ Same 
devel- 


1 now 
d ad- 
anels. 
f the 
lority 
acili- 
rmy, 


f the 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 849 


I believe that the combination of these three committees, the co- 
ordinating committee and the two allocation and priority assignment 
committees, will provide a means of realizing the objectives of the 
recommendations of the Comptroller General’s report and obviate the 
necessity for an additional Advisory Committee to be organized by 
the Congress to perform this function. 

I should also like to comment briefly on a portion of the recom- 
mendation concerning the establishment of an advisory group which 
reads as follows: 

To be effective, the group must be completely divorced from the agencies 

involved in aeronautics and entirely free from bias or external influences. 
I believe that in order to be effective and well informed, the members 
of this committee should be closely associated with the field of aircraft 
and guided missile research and development and wind-tunnel man- 
agement. This can best be accomplished by drawing upon the exist- 
ing organizations of the Department of Defense, the military depart- 
ments, and the NACA. Asa normal part of our business, this office 
is responsible for effective implementation of the Department of 
Defense research and development program in the broadest sense. In 
order to accomplish this assignment we have organized our technical 
advisory panels so as to be completely divorced from administrative 
responsibilities, acting only in an advisory capacity. Membership of 
the Technical Advisory Panel on Aeronautics, for example, is taken 
from the best technical experts from the manufacturing industry, uni- 
versities, Government agencies such as NACA, and private research 
organizations. Although these professional affiliations may involve 
tendency toward some individual bias, the wide scope of representa- 
tion and the fact that the aircraft industry is adequately represented 
should assure proper consideration of interests and a completely 
objective and unbiased result. 

We feel that this organizational structure of coordinating commit- 
tees for determination of policy, coupled with the technical advice 
from the panels, provides a most effective means for discharging our 
responsibilities with respect to the military research and development 
programs. We agree with the Comptroller General’s conclusion that 
long-range planning is required in test facilities because of the tech- 
nical and constructional lead time involved. Our overall organiza- 
tion for coordinating long-range planning of the military projects is 
also the logical and appropriate means for planning the specialized 
facilities designed for developing these projects. 

The construction, modification and operation of guided-missile 
ranges, large centralized jet engine test facilities, airplane flight test 
bases, and large rocket test facilities likewise must be studied and co- 
ordinated on a continuing basis. This policy committee under the 
Assistant Secretary of Defense for Research and Development will be 
constituted to continually study these problems and to coordinate the 
planning, budgeting and the management of these facilities so as to 
provide the maximum technical service for research and development 
at the minimum expenditure of public funds. 

I agree with the Comptroller General’s comments concerning appro- 
priation control and the need for positive action to be taken to alle- 
viate the shortage of engineers. 
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I shall not comment in detail upon cost accounting systems or the 
inclusion of an element therein for depreciation of wind tunnel facili- 
ties. However, I understand from Comptroller personnel of the 
Department of Defense that, generally speaking, the development of 
cost systems on a unilateral basis to cover individual areas acts as a 
deterrent to development of an overall cost accounting system to serve 
all needs of this nature. Therefore, it is necessary that careful consid- 
eration be given in the establishment of any cost finding system to the 
overall requirements of the agencies involved. 


POSSIBLE DUPLICATION 


Senator SarTonsTaLL. Can you answer yes or no, does the Depart- 
ment in general approve this report ? 

Dr. Barnarp. We agree in general with the findings and recom- 
mendations, and seconding Dr. Dryden’s remarks, we feel that the 
recommended implementation of management recommendations 
frankly would represent a duplication of our own office. 

Senator SartonstatL. Thank you, sir. 

Is the Department of the Army represented here? 


DEPARTMENT OF THE ARMY 
STATEMENT OF MAJ. GEN. LESLIE E. SIMON, UNITED STATES ARMY 
CONCURRENCE OF ARMY 


Major General Stmon. I am Gen. Leslie E. Simon. 

Senator SaLTonsTALL. Have you a prepared statement ? 

Major General Stmon. No, sir. The Department of the Army con- 
curs in the statement prepared, of course, by the Secretary of Defense. 

Senator Sartonstat.. Is the Department of the Air Force repre- 
sented? Will you please give your full name, General ? 


DePARTMENT OF THE Arr Force 


STATEMENT OF MAJ. GEN. HERBERT B. THATCHER, ASSISTANT 
DEPUTY FOR DEVELOPMENT 


PREPARED STATEMENT 


Major General Tuarcuer. I have a prepared statement, sir, if 
you care to have it entered. 

Senator SauronstatL. Will you put that in the record ? 

Major General Tuarcuer. Yes, sir. 

(The statement referred to follows:) 


PREPARED STATEMENT OF Liv. GEN. DoNALp L. Putt 


Mr. Chairman and members of the committee, I am glad to have the oppor- 
tunity of presenting the Air Force views on the report, Study of United States 
Government Wind Tunnels, submitted by the Comptroller General of the United 
States on April 9, 1954, to the chairman, Senate Appropriations Committee. 
Although the report has been examined in detail, comments are related only to 
the five recommendations in the report. 
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RECOMMENDATION 1. Hstablish an advisory group.—It is hoped that the Con- 
gress will not see fit to establish the recommended independent advisory group. 
It is noted that under this recommendation the statement is made that the 
advisory group “must be completely divorced from the agencies involved in aero- 
navtical research and development and entirely free from bias an external 
influence.” If it were possible initially to organize a group of well-qualified 
individuals, thus divorced, it is submitted that the group would immediately 
become involved in aeronautical research and development problems and would 
be subject to external influences. The Air Force wold propose instead that the 
National Advisory Committee for Aeronautics is the appropriate agency to serve 
the Congress as a source of information and advice. The fact that the GAO 
found no unwarranted duplication of wind-tunnel facilities is a demonstration of 
the effectiveness of the existing system and of the judgment and responsibility 
of the officials who constitute this group. The general purposes of the com- 
mittee, as stated in the United States Government Organization Manual, fulfill 
all the purposes proposed for the Advisory Committee except one. This excep- 
tion is “review, coordinate, and make recommendations to the Congress with 
respect to all major appropriation requests for such facilities.” Each Air Force 
request for authorization and appropriation is carefully screened, first by the 
Department of the Air Force, and subsequently within the Office of the Secretary 
of Defense, and the Bureau of the Budget prior to submission to the Congress. 
It is believed that the already existing processes of justification, review, and 
reclama are adequate. 

RECOMMENDATION 2. Maintain current information on sufficiency of facilities.— 
The Air Force has participated with the Department of Defense in a review of 
all wind tunnels in the United States at the request of the Director of the 
Budget. Included in the recommendations of this group was one which would 
provide for a coordinating committee in the Office of the Assistant Secretary of 
Defense for Research and Development and which would consider the fiscal, 
budgetary, and public-works aspects of wind tunnels and related facilities; and 
which would provide for the necessary coordination with the NACA so that joint 
Department of Defense—NACA matters can be considered periodically. The 
Air Force anticipates establishment of this group within the Office of the Secre- 
tary of Defense and considers that this agency together with or through the 
NACA can provide full information to the Congress on the sufficiency of facilities. 

RECOMMENDATION 3. Appropriation control.—It is current Air Force practice 
to budget for and justify the construction of research and development wind 
tunnels and related facilities, and for the major modification of these facilities, 
under annual public-works programs. It would appear then that the control 
of the Congress with respect to these facilities is adequate. 

RECOMMENDATION 4. Take steps to alleviate shortage of engineers.—Concur. 
Any steps which can be taken to increase the resources of technical personnel 
available to the Nation will be beneficial to the Air Force. 

RECOMMENDATION 5. Install meaningful cost accounting systems and account 
for depreciation.—The Air Force recognizes the desirability of developing uni- 
form standards and concepts to obtain meaningful cost accounting. It is rec- 
ommended, however, that initially at least, any uniform standards and concepts 
that may be prescribed be on a general and not a detailed basis. 

We are striving for a better cost accounting system as a tool for management. 
As is pointed out in the GAO report, much remains to be done before a really 
satisfactory cost accounting method is established. While the Air Force recog- 
nizes that there may be some advantages in including depreciation as an element 
in the determination of operating cost for certain facilities, it is not clear that 
the advantages would apply in the particular case of wind tunnels. 


DIFFICULTY IN ENDORSEMENT OF ACCOUNTING SYSTEM 


Senator Sarronsrauu. General Thatcher, do you in general approve 
this report? 

Major General Tuatrcuer. There are parts of it which we would 
not endorse in the interests of good management. We believe this 
independent advisory group would be very awkward and the NACA 
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is probably an agency which could properly discharge that. We en- 
dorse heartily the effort and the recommendation by the Accounting 
Office to help in getting personnel, particularly trained engineers. 
We find the difficulty, we could foresee a difficulty, in trying to endorse 
their cost accounting system as they recommended, 

Those are the statements which I have prepared. 

Senator Savronstauu. Thank you, sir. 

‘The Navy Bureau of Aeronautics, is that Bureau represented here ? 


DrrARTMENT OF THE NAVY 
STATEMENT OF F. A. LOWDEN, NAVY BUREAU OF AERONAUTICS 
PREPARED STATEMENT 


Mr. Lowpen. I am F. A. Lowden. 

Senator Savronstati. Do you have a prepared statement ? 
Mr. Lownen. I have a prepared statement. 

Senator SauronsraLL, Will you put that in the record ? 
Mr. Lowpen. Yes, sir. 

(The statement referred to follows :) 


BUREAU OF AERONAUTICS STATEMENT ON GENERAL ACCOUNTING OFFICE REPORT 
ON Stupy or UNITED STATES GOVERNMENT WIND TUNNELS 


The Report on Study of United States Government Wind Tunnels of April 
1954, prepared by the Division of Audits of the General Accounting Office 
(GAO) is comprehensive and should provide very useful information to the 
Congress in appraising the status of aerodynamic and related test facilities. 
In general, no important disagreements are noted between the conclusions 
reached in this report and the conclusions reached in a somewhat similar 
study made at the request of the Director of the Bureau of the Budget by 
an ad hoe working group of the Office of the Assistant Secretary of Defense 
(Research and Development). The GAO report concerns more directly the 
accounting aspects of large wind tunnel facilities, while the OASD report is 
concerned more with the technical adequacy and availability of wind tunnels. 
Both reports bring out the need, which should not be underestimated, for 
continued planning, funding, constructing and operating wind tunnels adequate 
and appropriate for a vigorous growth of United States airpower. 

Comments concerning the specific recommendations (p. 13) made by the 
GAO are given in the following subparagraphs: 


1. Establish an advisory group 


The concept of an advisory group to keep the Congress fully informed re- 
garding problems involved in aerodynamic and related facilities including 
necessary legislation and appropriation action is meritorious. The unitary 
plan was an original step in the direction of a coordinated effort to meet 
the research and development needs. The implementation of this plan brought 
out the need for a continued coordinated effort and for uniform procedures 
for obtaining approval and appropriations (pp. 30-31). The recommendation 
that the proposed advisory group “be completely divorced from the agencies 
involved” may, however, be undesirable. The report points out (p. 75), “Imple- 
mentation of the mission of the NACA would seem to involve supervision over 
the tools necessary to scientific study, among which are wind tunnels.” This 
is believed to be correct. It is therefore believed that the proposed advisory 
group should function through the NACA. 


2. Maintain current information on sufficiency of facilities 


It is agreed that adequate and coordinated information should be made avail- 
able to the Congress regarding the continuing need for facilities. As capably 
described in appendix A, the wind tunnel is the versatile tool of the aeronautical 
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engineer by which tomorrow’s aircraft and missiles are determined through re- 
search and development. No single tunnel is adequate in itself, nor are the 
tunnels of today necessarily suitable for tomorrow's requirements. The need is 
continually changing, and continuous study of the coming requirements and a 
flexible program of development are essential. 


8. Appropriation control 

Budget items clearly identifying requests for facility construction, expansion 
or improvement appear highly desirable as does the control of expenditures re- 
sulting from appropriations. It appears desirable, however, to establish a lower 
limit for such items, of say $500,000, in order to avoid small details, and to permit 
agencies to deal promptly in meeting urgent new requirements arising in the 
course of development. 
j. Take steps to alleviate shortage of engineers 

It is agreed that every step possible should be taken to encourage the educa- 
tion of engineers and that the education of the aeronautical engineer would be 
greatly enhanced by the opportunity to operate wind tunnels at universities as 
originally contemplated in the unitary plan. The inability of Government to 
compete with private industry in salaries paid engineers entering the profession 
is a handicap in attracting and retaining capable engineers in Government serv- 
ice. At the same time that encouragement is given to educating the engineer, 
consideration must also be given to reducing the disparity in wage scales if 
Government is to obtain its share of suitable engineers. 
5. Install meaningful cost-accounting systems and account for depreciation 

The BUAER is interested in any improved system of cost accounting avoid- 
ing duplication of costs and leading to more efficient management and operation 
of facilities. Such a system should be designed to facilitate flexibility of opera- 
tions. Operations should be financed on an annual basis with freedom by the 
wind-tunnel staff to obtain optimum use of the facility. 


DISAGREEMENTS TO REPORT 


Senator SarronsraLh. Does the Navy take the position of approv- 
ing this report ? 

Mr. Lowpen. There are no important disagreements. We do be- 
lieve that this proposed advisory group should function through the 
NACA. 

Senator SarronstaLu. Thank you. 

Is the Navy Bureau of Ordnance represented ¢ 


Bureau or OrpNANCE 


STATEMENT OF M. T. HUBBARD, TECHNICAL ASSISTANT FOR 
GUIDED MISSILES, RESEARCH AND DEVELOPMENT DIVISION 


APPROVAL OF REPORT 


Mr. Hupparp. I am M. T. Hubbard, technical assistant for guided 
missiles, and our Department has read this report. 

Senator SaLTronsTaLL. Do you have a statement? 

Mr. Hupprarp. No, sir. 

Senator Sautronstauu. Broadly speaking, do you approve of it? 

Mr. Hupparp. Yes, sir. 

Senator SauronsraLL. Thank you, sir. 

National Bureau of Standards? Is it represented here? 
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NATIONAL BurEAU OF STANDARDS 


STATEMENT OF G. B. SCHUBAUER, CHIEF, FLUID MECHANICS 
SECTION 


APPROVAL OF REPORT 


Mr. Scuuraver. Mr. Chairman, my name is G. B. Schubauer, 
Chief, Fluid Mechanics Section, National Bureau of Standards. Dr. 
Astin asked me to be here this morning. 

Senator SALTONsTALL. You have no prepared statement ? 

Mr. Scuvunaver. I have no prepared statement. 

Senator SatronstatL. Have you read this report ? 

Mr. Scuvunaver. Yes, sir. 

Senator Satronsrauu. As a representative of the Bureau of Stand- 
ards, do you approve of what it says? 

Mr. Scuvsaver. In general we do, and I think our stand is in 
agreement with the NACA’s; we are NACA contractors primarily. 

Senator SatronstaLtn. You do a lot of work for them ? 

Mr. Scnvunaver. Yes; we do. We are not considered wind-tunnel 
operators, as mentioned in this report. We do aerodynamics work, 
but use them as one tool of many, but we have just three small, 
independent tunnels. 

Senator Savronsratu. In other words, you approve of what the 
report says, but you take the same position as these other agencies, 
that there is no need for setting up an independent committee? 

Mr. Scuvsaver. That is correct, sir. 

Senator E.nenper. May I ask a question ? 

Senator Sauronstauu. Yes. 


TESTS FOR AGENCIES 


Senator Evtenper. Do you make tests for the various agencies? 

Mr. Scuupaver. “Yes; we do. 

Senator Ettenper. Do you use wind-tunnel facilities? 

Mr. Scuupnaver. Yes; we have three small wind tunnels. 

Senator E.tenpver. Your own facilities? 

Mr. Scuupaurr. Yes. 

Senator ELtenper. Where located ? 

Mr. Scuvuraver. At the National Bureau of Standards on the 
grounds. 

Senator Extrenper. Are there any nearby facilities that could be 
used by you? 

Mr. Scuvpaver. By us? There are nearby facilities; yes. 

Senator Ertenpver. Would it be possible to use those and dispense 
with the ones you have? 

Mr. Scuvupaver. Not and conduct the same kind of research that 
we are now doing. 

Senator Exiienper. Is it a different kind of tunnel from the ones 
that are located nearby ? 

Mr. Scuurnaver. Two of them are; one is not. One is an ordinary 
low-speed wind tunnel that we use mainly for military work. An- 
other is a special supersonic tunnel for mainly hot-wire work, and 
another is a low-speed tunnel of particularly low turbulence for cer- 
tain specialized work. Those two are specialized pieces of equipment. 
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Senator ELLenper. I presume, Mr, Chairman, a little later on we 
can go into detail ¢ 

Senator Satronstatu. Certainly. The Chair wanted to get these 
statements in and then open the subject for questions. 

Senator Eitenper. There is so much unanimity on the report that 
I am a little bit suspeicious, and I would like to go into a little more 
detail. 

Thank you. 

Senator Savronstatn. Is there anybody here representing the 
Bureau of the Budget ? 


Bureau or THE BupcGet 
STATEMENT OF WILLIS H. SHAPLEY, MILITARY DIVISION 
SIMILAR STUDY BY BUREAU 


Mr. Suaptey. Iam Willis H. Shapley, Military Division, Bureau of 
the Budget. 

Senator SauronsTaLu. Have you a prepared statement ? 

Mr. Suaprey. No, sir. 

Senator SatronstTauy. Does the Bureau of the Budget approve in 
principle of these recommendations and findings? 

Mr. Suariey. We feel, sir, that the report is an excellent job, and 
it will be very helpful to us. On the detail recommendations we have 
not yet had a chance to discuss them in sufficient detail with the repre- 
sentatives of the General Accounting Office to have a definite position. 
I think that generally speaking if the intent is to establish a separate 
independent agency of the Government we would not look with favor 
on that. However, if it is a matter of additional organization for the 
committee staff, that is within the purview of the Congress. 

Senator Sauronstauu. It has been pointed out to the Chair that the 
Bureau of the Budget is doing a similar study ? 

Mr. Suap.ey. Last fall, sir, the Director of the Bureau of the 
Budget addressed letters to the Secretary of Defense and the National 
Advisory Committee for Aeronautics requesting a special study be 
made jointly by them of large transonic and supersonic wind tunnels 
and engine-test facilities. 

Senator Satronsrati. Is that study in process? 

Mr. Suap.ey. It is now in process. The preliminary reports and 
replies have very recently been received from the Department of 
Defense and NACA, and the matter is now under active consideration. 

Senator SautronsTaLy. When will that report be ready ? 

Mr. Suaptey. Well, I do not expect that there will be a single report 
emanating from this study from the Bureau of the Budget. The idea 
is more to use the recommendations and material developed in the 
study as a guide for handling the day-to-day and year-to-year requests 
for additional facilities and funds in this area and to improve the 
organization and coordination between the various agencies involved. 

Senator Sauronstaty. Thank you very much, sir. 
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LEGISLATIVE REQUIREMENTS 


Now, Mr. Kane, before the Chair turns the meeting over to the mem- 
bers of the committee for questions, does this report of yours and the 
findings require any new law, any legislative changes by Congress? I 
would appreciate it if you could answer that yes or no. 

Mr. Kane. I can answer it “Yes” and “No.” If it is to be a new 
agency created by law, naturally it would require legislation. On 
the other hand, if after consideration it is determined that a com- 
mittee should be set up in the executive branch by Presidential 
action or possibly even by cooperative effort of the agencies involved, 
it would, of course, not require specific legislation. But we prefer 
that Congress itself establish this committee by direct legislation. 


RESTORATION REQUESTED 


Senator Satronsratu. Now, so far as this committee is concerned 
as an Appropriations Committee, the Chair understands that there 
are only two, comparatively small in percentage, amounts that the 
National Advisory Committee for Aeronautics requests be reinstated 
that the House eliminated, one a supersonic alteration at the Lewis 
Laboratory involving $120,000 and one a rocket engine research 
facility involving $151,000. Those are the only two changes in con- 
struction that are before this committee as the Chair sees it. 

This is a report that you are bringing forward, and you were 
requested by our committee under the chairmanship of Senator 
Bridges to carry forward. We are in the position, are we not, Mr. 
Kane, of receiving this report, receiving the findings and recommen- 
dations, making them available to the executive department who are 
represented here today. We find that the executive departments are 
making their own study. 

Now, are we not in the wisest position to ask you in the presence 
of these gentlemen what questions we consider helpful and then await 
the recommendations of the Bureau of the Budget before acting on 
your recommendations so as not to cross wires with the executive 
department ? 

Mr. Kane. I think that is a very excellent suggestion, Mr. Chair- 
man. The more information we have available in examining this 
problem the better the solution will be in the long run. 


COST OF PROGRAM 


Senator Sarronsraty. The problem of operating wind tunnels, 
building them and operating them, has become a very extensive func- 
tion of Government and costs a lot of money and involves a lot of 
people. 

Mr. Kane. There is a third of a billion dollars already involved 
in this. 

Senator SatronstaLu. How much? 

Mr. Kane. A third of a billion dollars. 

Senator SauronstatL. And you say an operating cost of $36.6 
million annually ? 

Mr. Kane. That is right; just for the operation of the tunnels, 
and does not include certain other expenses of the agencies. 
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Senator Satronsrau. So that as a representative of the Congress, 
which you are, you would agree with the suggestion that was Just 
made by the Chair that we keep this report of yours as an available 
document and perhaps make some communication to the Bureau of 
the Budget from this subcommittee or through the full committee as 
part of its recommendations that the Bureau of the Budget be asked 
to report to this committee when it has completed its study, is that 
correct ¢ 

Mr. Kane. That is correct, Mr. Chairman. 


COMPLETION OF STUDY 


Senator SauronsTALL. Is the representative of the Bureau of the 
Budget in a position to state that the Committee on Appropriations 
will be advised by the Bureau of the Budget when it has completed its 
study ¢ 

Mr. Suapiey. I am sure the Budget would be happy to advise the 
Appropriations Committee. 

Senator SarronsraLt. Then, Mr. Cooper, the Chair believes that 
we should prepare a letter as a part of the report of this subcommittee 
to the full committee on this subject urging the full committee to send 
a letter through its Chair to these various representatives who are 
here today and to the General Accounting Oflice with the request that 
the committee be kept advised. 

While waiting for Senator Ellender, Mr. Kane, there is apparently 
objection from every part of the executive department to setting up 
a new committee. Why did you recommend that a new committee 
be set up ? 

Mr. Kane. The reason for that, Mr. Chairman, is that in making 
our survey we found and observed that there was not basic coordina- 
tion of this program from an operating standpoint or from a funding 
standpoint. Mr. Chairman, there is one observation I would like to 
make with respect to awaiting the Bureau of the Budget’s report or 
additional comments from the agencies, and that is that our report 
and the figures we have given you and the recommendations deal 
solely with respect to the operation of wind tunnels. 

Now, many of these overall facilities involve more than just the 
wind tunnel. Of course, if the Bureau of the Budget is going to re- 
port on additional facilities in the installations where wind tunnels 
are located we would like, of course, to have the opportunity to sub- 
mit our own comments and findings, too, if the study is going to be 
thus broadened. 

Senator Savronstauu, Certainly. In other words then, you be- 
lieve that there was not, even though the National Bureau of Aero- 
nautics had an Advisory Committee which was supposed to help 
with this whole thing in the executive department, that they were not 
really functioning the way they should for unification and unity and 
efficiency of operations? 

Mr. Kane. Mr. Decker, would you want to answer that? 

Senator SarronsraLn. I see the representative of the National 
Bureau is approaching. 

Mr. Decxer. I defer to Dr. Dryden. 

Senator Sarronsratn. Let us get your response first. 

Mr. Decker. I am going to say what I am going to say anyway, 
Mr. Chairman. 
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Senator Satronstatn. Go ahead and say it. 


MISSION OF NACA 


Mr. Decker. The NACA by statute has the mission of supervising 
and directing the scientific study of the problems of flight and to 
determine the problems which should be experimentally seacnee 
They are strictly in the research field for the most part. We are also 
dealing in the military establishments with development and oraiaa 
tion as well. The NACA has never exercised that supervisory au- 
thority. ‘Today they are the largest single operator of wind tunnels 
within the Government. 

I submit that it would be very difficult for NACA to objectively 
and unbiasedly evaluate its own requests for additional expensive 
facilities. 

Senator ELitenper. According to your record they have done pretty 
well in the past, you have found no waste, you have found nothing 
wrong. So what good would it do to create another little bureau? I 
cannot follow you. 

Mr. Decxrr. This small organization that we propose will deal with 
the information on an overall basis and not at the individual agency 
level. There are many considerations that would be involved in how 
and where and why a new facility should be erected. I believe that 
in consideration of some of those problems, it would be very difficult 
for the NACA or for the Air Force or for the Army or any other 
operator who might suggest a tunnel to say, “Well, after all some other 
agency ought to ‘have it because they can run it better than we can.” 
I think it would be very difficult. After all, this suggested group 
that we are considering is to be the eyes and ears of Congress and 
not the eves and ears of each individual executive agency 

Senator Savronstart. Might the Chair just say there, if your 
thought was carried through Congress would have to have sort of a 
look-see, its own agency to look over every department, would it not? 

Senator Eirtenper. Yes. 


IMPACT OF AGENCY ON NATIONAL SECURITY 


Mr. Decker. The reason why we take this view, Mr. Chairman, is 
because of the significance of this particular matter upon our national 
defense and our national security. There are many of our agencies 
that do not have the same implicit impact on our national security 
that this agency has. 

Senator Exvienper. The facts remain that your study shows that 
NACA has been in char ge of this and apparently has done a good job. 
Your findings here showed that there is doubt as to the existence of 
duplication, and that is the one thing that I had charged before the 
hearings. Iam glad and happy to find that you did not find duplica- 
tion because with 115 tunnels I thought surely that there was an 
excess. 

Now your report also shows no indication of significant waste or 
inefliciency. What else could we accomplish if we have another little 
clique to advise us and look over what we are doing? I would rather 
trust them, I believe, than to have this little separate group to snoop 
around and try to tell them what to do. 
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Mr. Decker. Senator, we suggested this for the benefit of the 
Congress. 

Senator Extenper. What is that? 

Mr. Decker. We suggested this group for the benefit of the Con- 
gress. The facilities are becoming larger and more expensive to con- 
struct and more expensive to operate. We will find that those now 
under construction involve some quite large amounts, and if that is 
going to be the trend, and it may well be, then we believe that the 
Congress needs its own, we would like to see the Congress have its own, 
group. 

Senator E.nenper. Why could that not be done at the time that a 
request is made of us? Why could we not provide that if it is antici- 
pated that a new facility is to be erected that we be notified far enough 
in advance, and maybe at that time get somebody to look into it, but to 
have one of these little bureaus or a group established to get around 
and advise us, I do not believe too much in that. I am just taking 
the negative to get the affirmative. I may agree with you finally. 

Mr. Decker. I had a good deal pe srsonally to do with this thought, 
and I think that there are a number of reasons why it should be. In 
the first place, the information from a practical point of view may not 
come to the Congress in sufficient time to enable such a study to be 
made. There are certain data that should be prepared on a continual 
basis with respect to the supply and demand of available testing time 
and the demand for those facilities and time in those facilities. 


ORGANIZATIONAL PATTERNS 


There are many questions which should be raised with respect to 
the different organizational patterns that are followed. They follow 
a number of different organizational patterns in the operation of 
these tunnels, We believe that this group could be helpful in evalu- 
ating the effectiveness with which they are being operated, the quality 
of their end product and generally contribute to a better end product 
for less money. 

Senator ELtenper. I notice here in your findings that you say the 
number of tunnels is 115, but due to a lack of proper records there 
may be others. Well, is a tunnel so small you cannot see them? You 

cannot inquire and find out whether or not they are in existence? Did 
you ask these people whether or not there were more than 115 tunnels? 

Mr. Decker. Yes, sir. 


WIND TUNNELS NOT REPORTED 


Senator ELtenper. What response did you get? 

Mr. Decker. We got a list of all the tunnels that each of the agen- 
cies knew about. 

Senator Ertenver. Knew about? Did they have any that they did 
not know about? 

Mr. Decker. There were a a few that came to our notice after we 
had received their replies that were not included on that list. 

Senator Ettenper. Does your report show in detail as to which 
ones? 

Mr. Decker. As to which ones? Our report mentions that particu- 
lar fact, yes, Senator, it does. 
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Senator Evtenver. I just do not quite follow you. You said that 
vou asked each agency ? 

Mr. Decker. To give us a list of the number of tunnels they owned. 

Senator Ettenpver. You added up that list. Did it aggregate more 
or less than 115, the first list ? 

Mr. Decker. Originally it added up to less than 115 when we got 
their first replies. 

Senator E.tenper. How did that come about? Were they pur- 
posely left out, or what did you find ? 

Mr. Decker. It could have been an oversight, we do not know just 
what it was, but we got the information not from the agency itself 
but from outside sources that they did have additional tunnels. There 
were only a few of them. 

Senator Ettenper. How many of them ? 

Mr. Decker. Either 3 or 4. 

Senator E.tenper. Three or four that were not reported ? 

Mr. Decker. Three or four, yes, sir. 

Senator EL.tenper. What outfit had these four, the Army, Navy, or 
the Air Force? Will you tell us the story on those four ? 

Mr. Metsner. I can tell you the story on one particular installation 
that we found out about after receiving our original list of wind tun- 
nels from the various agencies. This is an installation composed of, 
I believe, four small wind tunnels located out in Toledo, Ohio. It is 
an aeronautical laboratory built for the Air Force by the Packard 
Motor Car Co. in 1946, and was used by the Air Force during that 
time for work on turbine engines, I believe it was. 

In 1948 Packard went out of that particular line of business, and the 
Air Force regained contro] of the installation. At the present time the 
installation is leased to a private corporation which operates the facili- 
ties on its own behalf. 

Senator Eiienper. Is that a lease between the Air Force 

Mr. Meisner. And this organization, yes. It so happens that this 
organization is doing some work under contract for the Air Force. 

Senator Ex.tenper. Could you tell whether there was an effort on 
the part of the Air Force to keep that hidden ? 

Mr. Meisner. I would not say that was done purposely. I imagine 
it was just an oversight. 

Mr. Decker. I think it was just an oversight. The point is that the 
records should have been such that they would know at all times what 
they have. 

Senator Ertenper. Are there any others that were leased out ? 

Mr. Metsner. Not to my knowledge. 

Senator E:tenper. Of the four tunnels were there any in use that 
they failed to report? 

Mr. Meisner. These tunnels are in use today, yes. 

Senator E:ienper. No, no, I am talking about either the Army, Air 
Force, or the Navy. 

Mr. Mrisner. No, I believe that the Air Force and the other services 
and NACA have reported the tunnels at their installations. 

Senator Ertenper. And the few that they did not were not used by 
them. Would you say that? 

Mr. Meisner. In some cases they were used indirectly through the 
means of contracts with the organizations that had control. They do 
not have direct control over the tunnels. 
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Senator Exitenper. That may be the reason why you did not get 
the full picture. 

Mr. Metsner. Yes, sir. 

Mr. Decker. We asked for ownership. 

Senator Savronstautu. Thank you, Senator. 


NACA AUTHORITY 


Mr. Drypen. I wanted to make the statement which I hope will be 
helpful. I am sure the Congress has the situation where you have 
the same kind of facilities in many agencies such as hospité als, ships, 
and so forth. The NACA has, although not specifically in the law, 
exercised coordination in the sense of exchange of information. It 
does not have the legal authority to review the budget estimates of 
another agency, even from a technical point of view. 

This is a philosophy of operation for Congress to dec ide. I do 
not know whether these problems could be solved by assigning to a 
single agency another step in the budget-review process. 

Senator SauronsraLy. That is really a question for the Bureau of 
the Budget. 

Mr. Drypven. For the mares of the Budget and Congress to decide. 

Senatro Sauronstatu. As the Chair sees it, this committee should 
await the report of the Bureau of the Budget which is directly in- 
volved with the question that we have just been discussing. 

Senator Ellender, have you any more questions at the present time? 

Senator Exuenver. No, sir; not for the present. I presume when 
the other report comes in that we will have occasion to go into both 
in detail ? 

Senator Satronstatn. The Chair earnestly hopes so. The Chair 
would respectfully state that unless there is some further oneen 
by some of the representatives of the departments here, or by the 
General Accounting Office, the Chair would believe that, as he under- 
stands it, we will write a letter to the Bureau of the Budget to try 
to get their report, and then we will try to put these two reports 
together and have further recomme dations from the Comptroller. 

‘Mr. Kane. We would be happy to. That is very satisfac tory. Of 
course, Senator, we want to make it clear that the main thought is 
that there should be better coordination on the fiscal operations and 
the planning of this program because it is a growing proposition, 
and it is very important. While we suggest a special committee by 
legislation, that does not mean that there are not other altern: atives. 

‘Our principal view is that at the present time, as I stated in the 
opening statement, we are sure that with the views of the other agen- 
cies this problem can be licked. 

Senator Sauronstaty. Well, to put it in a football term, and perhaps 
since this is spring, I should put it in baseball terminology: what 
you are trying to say is that we have to have the fundamentals, the 
team has to have the fundamentals before it can go ahead with the 
complicated parts of offense and defense ; is that right ? 

Mr. Kane. Very well put, Senator. 

Senator SavronstratL. At this point in the record we will insert 
the report on the study of United States Government wind tunnels. 

(The report referred to follows :) 
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Report on Strupy or Untrep STatres GOVERNMENT WIND TUNNELS BY THE 
COMPTROLLER GENERAL OF THE UNITED STATES, APRIL 1954 


(Part 1) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 9, 1954. 
Hon. Styies BrIncEs, 
Chairman, Committee on Appropriations, 
United States Senate, 

My Dear Mr. CHAIRMAN: Presented herewith are 10 copies of report on study 
of United States Government wind tunnels. This study was made by the Division 
of Audits of the General Accounting Office in accordance with the request of your 
committee contained in its report on the appropriation of the National Advisory 
Committee for Aeronautics for the fiscal year 1954. 

The report is in two parts and specific attention is directed to the fact that 
part II contains confidential and classified information of a security nature. 

Sincerely yours, 
FRANK H. WEIPrZEt, 
Acting Comptroller General of the United States, 


FOREWORD 


The possession of superior aircraft and missiles is vital to our nationa! 
security. It is well known that such superiority is achieved and maintained only 
through continuous research and development by expert technicians, scientists, 
and engineers in problems, such as the aerodynamics of hypersonic flow, about 
which little is known today. The results of these efforts, as related to aircraft 
and missiles, depend in large measure upon the quality of the researcher and 
his available facilities and the amount of effort permitted to be exerted by funds 
appropriated for the purpose. 

Research by its very nature requires continuous effort that once lost cannot 
be entirely made up or markedly accelerated. Cognizance of this principle led 
to eriticism of the fact that basic research in aeronautics was neglected during 
World War II. It was pointed out that the reason for this neglect was that the 
correction of deficiencies in existing aircraft took precedence over long-range 
research. 

It is common knowledge that, had World War II continued only a short while 
longer, there would have been a serious question whether our air superiority 
could have been maintained against the new jet-propelled aircraft brought into 
uction by the Germans in the closing days of the conflict. Recognition of this 
fact led to an attempt on our part to accelerate research and development in 
the field of jet-propulsion and high-speed flight partly by increasing the number 
of facilities for such studies. The success of this accelerated effort may have 
recovered some of the lost advantages, but the point that would have been 
reached had research effort not been subordinated could well have resulted in a 
more advanced position than has been attained. Some of our success in recovery 
is due to the information discovered in the files and laboratories of the Germans 
at the close of the war. 

The preservation of air supremacy is dependent on production as well as 
research and development, but there is no reason to conclude that expenditures 
for one should bear any relationship to expenditures for the other. Nor should 
they be considered to be in competition with one another for the dollars spent 
for defense. Progress in research and development is largely sequential in 
nature wherein one project may depend upon the results of preceding projects 
for its progress or even for its inception. Since, for all practical purposes, 
time (or effort) lost is irretrievable, to economize on research and development 
expenditures with the expectation of accelerating and regaining lost ground 
at a later date is costly and possibly unwise. If effort is sharply curtailed during 
periods of greatly reduced military aircraft and missile production, the result 
might well be reversion to the same poor relative position in which our country 
found itself at the end of World War IT. 

A new phase of research often requires a wind tunnel having significant 
characteristics not found in any existing facility. Important data for research 
purposes may be delayed for as much as 5 years pending the construction 
of a new tunnel or the modification of an existing tunnel to meet the need. 
Consequently, aeronautical research engineers are faced with the problem of 
projecting the need for certain types of tunnels well into the future on the 
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basis of current problems and pertinent technical data. Thus, there may be no 
current testing requirement for a tunnel for which construction funds are being 
requested. 

Another important consideration is that a suificiency of qualified personnel 
must be waintained. ‘The quality and reliability of results and the efficiency of 
wind-tunnel operation are in direct proportion to the quality of personnel em- 
ployed to perform the work. Engineers qualified in the field of aeronautics 
are presently in short supply, while the number of aeronautical engineers being 
graduated is below the quantity required to fill the needs of Government, indus- 
try, and educational institutions. 

An awareness of these general matters and the significance of their impact. 
upon our national security in the future will be helpful to a better understanding 
oi this report. 

In the report of the United States Senate Committee on Appropriations on 
the first independent offices appropriation bill, 1954 under the heading “Na- 
tional Advisory Committee for Aeronautics,” the committee requested : 

“* * * the General Accounting Office to make a study of the operation of 
wind tunnels by various Government agencies, with a view to recommending a 
plan for centralized use of such huge tacilities to the end that economies may 
be effected in the use of power as well as personnel.” 

The Division of Audits of the General Accounting Office undertook the study 
in compliance with this request, and the report thereon follow, 


SUMMARY AND HIGHLIGHTS 


Wind-tunnel facilities form a vital part of the complex aeronautical research 
and development establishment of this country. A small tunnel was instru- 
mental in the first successful man-carrying, powered flight, accomplished by 
the Wright Brothers. Wind tunnels will continue to play an important role 
in the development of aircraft and missiles so long as strong military advantages 
accrue from increased speeds, greater range, and greater maneuverability. 
Appendix A (see p. 887) describes in nontechnical language the fundamentals, 
classes, and uses of wind tunnels. 

In 1915 recognition was given to the growing importance of aircraft and 
associated research and development problems with the enactment of legislation 
(38 Stat. 930; 50 U. S. C. 151) that established the National Advisory Commit- 
tee for Aeronautics. The committee founded its first aeronautical research 
laboratory in 1916 at Langley Field, Va. Since that time—and particularly 
curing World War II and the years immediately following—wind tunnels and 
aeronautical laboratories have continually increased in number and complexity, 
primarily to satisfy military requirements. The chronology of the expansion of 
wind tunnels is presented in appendix B, page 893. 

We have determined that there are 87 wind tunnels owned and operated by 
or on behalf of the Government in use today; 28 more are under construction 
or planned. A detailed list of tunnels is included as exhibit 1 of part II, the 
separate, classified section of this report; this information is summarized herein 
in appendix D, page 894. Due to apparent deficiencies in the recordkeeping for 
facilities, we can give no assurance that this list includes all Government-owned 
tunnels. It does not purport to include very small experimental apparatus of a 
nonpermanent nature. All tunnels reported by members of industry are listed 
in exhibit 2 of the classified section. 

The largest number of Government tunnels are owned and operated by NACA. 
Other principal owners are the Air Force; the Bureaus of Aeronautics, Ordnance, 
and Personnel of the Navy; the Ordnance Corps of the Army; and the National 
Bureau of Standards. The wind-tunnel installations under the sponsorship of 
these agencies are listed with their locations in appendix C, page 893. 

The detailed discussions and statistics contained in this report are limited, for 
the most part, to Government-owned wind tunnels for which construction costs 
are $1 million or more, or having annual operating costs equal to or exceeding 
$250,000. The statistical data presented are approximations and estimates pre- 
pared for us at the tunnel installations. 


Funding 

The method used in the past for financing the construction of wind tunnels 
have followed no consistent pattern. Some tunnels have been funded through 
the normal budget and appropriation procedures as construction projects with 
full knowledge of the Congress; others have been constructed from funds appro- 
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priated primarily for operating purposes and not originally justified for con- 
struction purposes, usually having the approval of the particular agency head. 
Still others have been constructed with funds obtained through a combination of 
these methods. 

Under current practices specific construction authorizations and appropria- 
tions are requested from the Congress, but there is no assurance that this practice 
will be continued in all cases. Normally, the appropriation requests of NACA 
and the military departments for wind tunnels are considered by separate sub- 
committees of the Committee on Appropriations in each House of Congress. 

Because no single agency performs the function of assembling all pertinent 
information, and under present circumstances none is in a position to present 
the Congress with an independent and unbiased picture of conditions, proper 
coordination of the construction of aerodynamic and related research and 
development facilities is lacking. Obviously, the Congress should not be so 
handicapped. 

Some of the facilities located at educational institutions and in industry have 
been constructed directly or indirectly with Government funds. 


Operating organizations 


Government-owned wind tunnels are operated under a number of organizational 
and stathng concepts. (See p. 873.) Some are operated by Government con- 
tractors, others by civilian agencies, and still others by a combination of military 
and civilian personnel. The only skepticism expressed to us with respect to the 
operations of these facilities was in those instances where technical and admin- 
istrative control is vested in uniformed military personnal with both military and 
civilian personnel intermingled at lower and operating levels. 


Personnel 


The most important single factor contributing to effective utilization of wind 
tunnels is the quality and sufficiency of associated professional personnel, pri- 
marily engineers. Forecasts indicate that the supply of graduates in aeronau- 
tical engineering will be exceeded for an indefinite period by the demands of 
Government and industry. Despite the fact that roughly 85 percent of indus- 
try’s aeronautical research is financed by the Government, the latter finds an 
alarmingly short supply of graduating and experienced aeronautical engineers 
needed in its laboratories. Salary levels in Government presently being paid or 
offered are not attracting the complement of personnel required. The manning 
of new facilities that will be brought into service during the next few years, 
together with the existing short supply of trainees, is of considerable concern to 
some operating agencies. While there is no single comprehensive solution to the 
problem, we have recommended three steps that we believe will alleviate the 
shortage. (Seep. 874.) 


Power and tunnel utilization 


Power supply is quite sufficient in most areas where tunnels are operated; 
thus power as such is not a deterrent to good facility utilization. Insofar as 
power is concerned, the effort to keep power costs in reasonable bounds is the 
factor that limits the degree of tunnel utilization. We believe that sincere efforts 
are made to maintain a favorable balance between power costs and good 
utilization. (Seep. 877.) 

There are, however, other factors inherent in tunnel operations that limit the 
extent to which a tunnel can be operated. They include such factors as civic 
objections, sharing an air supply (or some other component) with other facilities, 
air-dryer capacity, and availability of qualified professional personnel. (See 
p. 879.) 

It should be pointed out that optimum use as epposed to maximum use is the 
effect to be sought in the operation of tunnels. Optimum use attempts to establish 
a proper balance between costs and facility utilization—to reach, but not to 
exceed, the point of diminishing return. Maximum use, on the other hand, rep- 
resents around-the-clock operation, and only the larger and more costly :acilities 
are operated on this basis. A discussion of the distinction and the merits of 
each basis begins on page 881. It is also significant that the mere existence of a 
facility does not demand its use. Before a tunnel can be justifiably staffed and 
operated, there must be a real requirement for testing time in that facility that 
cannot be otherwise satisfied. 

Running time to obtain aerodynamic data is the objective of all tunnel activity. 
It is to be expected that running time will vary with different types of tests and 
in different types of facilities, but these types can be classified. It is desirable 
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that the amount of effort and cost devoted to the activities necessary to produce 
effective running time be studied. In our efforts to evaluate the utilization of 
tunnels we attempted to tabulate and analyze the activities involved. (See 
p. 880.) However, before any valid conclusion can ever be made in this respect, 
commonly acceptable definitions ard classifications will have to be established 
and records will have to be maintained accordingly. These requirements are 
likewise necessary to any evaluation of the efficiency of operations from the 
standpoint of analyzing activities and costs. 


Interagency use of tunnels 

Owner-agencies generally use the majority of available testing time in the 
tunnels at their installations; this is probably a natural consequence of con- 
venience and ownership control. We have seen no indications of dissatisfaction 
with respect to the ability of one agency to obtain test time in the facilities of 
another agency. Appendix E shows the percentage of use obtained by each agency 
involved at all of the Govrnment wind tunnel installations. (See p. 882.) 


Duplication and sufficiency of tunnels 

It is most important in considering duplication of facilities to understand that 
only unwarranted duplication is undesirable. Any final conclusion rests in a 
determination of the total requirements for each particular type of tunnel and 
the sufficiency of testing time in each class to satisfy those requirements. No 
single general conclusion can be reached as to whether existing and planned 
facilities are sufficient to meet requirements. This subject is discussed in the 
separate Classified section where each major class of tunnel is treated. Indi- 
vidual tunnels with unique characteristics are not discussed. Such facilities 
are usually justifiable on the basis of technological advance whether or not full- 
time use is necessary. 

There is considerable doubt that duplication of facilities exists within and 
among the agencies involved in wind tunnel operations. There are tunnels that 
appear to be duplicates, but one facility is seldom an exact copy of another. 


Operating efficiency 

There is no single factor by which the efficiency of wind tunnel operations can 
be measured because of the nature of the end product. The prime consideration 
is qualitative rather than quantitative. The users’ experience and degree of 
satisfaction with the results provide a reasonably adequate indication of efti- 
ciency. From our limited observation it appears that, while the opinions of 
engineers aud scientists may vary as to the degree of effectiveness attuined in the 
various Government installations, there are no indications of significant waste 
and inefficiency. Impressions gained during the course of this study from in- 
dustry and Government officials indicated that the qualitative end product of 
the wind tunnels is generally acceptable. (See p. 882.) However, see our dis- 
cussion, beginning on page 874, on the use of uniformed military personnel in the 
operation of Government-owned facilities. 


Accounting for costs of operation 

There is evidence of a lack of meaningful classification and accumulation of 
costs in the internal records maintained at most wind tunnel installations. While 
costs of wind tunnel tests should properly be subordinate to the qualitative value 
of the results obtained, the importance of sound accounting methods and tech- 
niques cannot be overemphasized if proper control and disclosure of the appli- 
cation of public funds are to be attained. (See p. 883. 

We requested operating cost information as a possible basis for comparing 
similar tunnels. However, since records were not always kept in a manner that 
would make such information readily available, cost estimates were prepared 
by operating personnel at the separate installations and submitted to us. For 
various reasons (see p. 885) we did not feel the estimates were satisfactory and 
thus no meaningful comparisons could be made. 

Depreciation is not included as an element of cost at any Government-owned 
laboratory. We believe it to be a proper charge to tunnel occupancy time and its 
use in establishing accurate tunnel costs would be important. (See p. 885.) 

Fee system.—The question of charging fees for industry tests in Government 
tunnels has arisen in connection with the policies established for controlling the 
operation of the unitary tunnels.’ Industry is supporting a fee system while 
NACA is opposed to charging fees for other than proprietary industry tests. (See 


1 Wind tunnels authorized by Public Law 415, approved October 27, 1949 (638 Stat. 986; 
50 U.8.C.511). (See p. 26 et seq.) 
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appendixes F and G for the respective statements on the subject.) An investi- 
gation of the advantages or disadvantages of the fee system did not form a part 
of our study. While it appears that industry had advanced sound reasoning in 
support of its position, caution must be exercised in the use of such a system so 
as not to increase the Government’s costs. (See p. 884.) 


RECOM MENDATIONS 


At present the information required for intelligent and comprehensive con- 
sideration of the many problems and questions that continually arise in planning, 
authorizing, funding, constructing, and operating wind tunnels does not exist in 
readily available and reliable form. No single group or agency provides overall 
information with respect to the requirements for aerodynamic facilities and for 
related research and development programs for the benefit of the Congress in its 
consideration of appropriation requests for these purposes. To relieve these 
deficiencies the following recommendations, described in greater detail in the 
discussion beginning on page 868, are presented for consideration by the Congress. 


1. Established an advisory group 


Some of the problems that are discussed in this report, and in particular the 
lack of overall information and coordinated action to cope with or resolve these 
problems, indicate a need for some form of centralization. We recommend, 
therefore, that there be established an independent advisory group to— 

(a) Primarily serve the Congress as a constant source of information 
and advice on the problems involved in aerodynamic and related facilities. 

(b) Review, coordinate, and make recommendations to the Congress with 
respect to all major appropriation requests for such facilities. 

(c) Render such advice as may be requested by the executive agencies, 

To be effective, the group must be completely divorced from the agencies 
involved in aeronautical research and development and entirely free from bias 
and external influences. 

The group should not be considered as an operating organization in any sense 
of the term. It should not attempt to usurp the functions of the agencies, nor 
should the agencies expect to be relieved of any of their respective responsibili- 
ties by the existence of such an organization. 

The need, composition, functions, and authority of this group are discussed in 
greater detail beginning on page 885. 

Establishment of this group, we believe, should render unnecessary any need 
for a single administrative body to direct the planning, construction, and use of 
wind tunnels. 


2. Maintain current information on sufficiency of facilities 


Information should be maintained on a continual basis to show the balance 
between (@) the supply of existing and anticipated wind tunnel testing time 
available in Government facilities and (b) the projected demand for testing time 
by agencies and industry for the various classes of tunnels. This information 
should be readily available for the use of the Congress when considering the 
need for additional facilities and major modifications of tunnels, to the agencies 
in making their proposals, and to either in considering the need to curtail 
operations or retire selected facilities from service. A detailed discussion of 
the balance between supply and demand appears in the classified section of this 
report. (See pt. IL.) 

There is no regularity or continuity in the maintenance of this information on 
an overall basis although it has current and continual value. The function of 
maintaining this data is included as a duty of the advisory group recommended 
in this report (see p. 885). 

8. Appropriation control 

In order to strengthen the control of the Congress with respect to funds made 
available for the construction of wind tunnels and related facilities, we recom- 
mend that all proposals for major construction, modification, and equipment 
projects be more clearly identified and included in the budget requests as fa- 
cility expansion or improvement programs, whether for inservice, industrial, or 


institutional projects, and that the funds made available be required to be used 
solely in accord with such proposals (see p. 871). 


4. Take 

The 1 
awardil 
the und 
ing gra 

It we 
need fo 
Unitary) 
tion for 

Seric 
offered 
to proj 
profess 
advant 


5. Inst 

We! 
integra 
(see Pp. 
manag 
tential 

The 
Accoul 
barkec 
for its 
cost a 
propri 
In thi 
other 
princi 
tion ¢ 
ments 
ment 

We 
ated | 
be tak 


Th 
Comp 
the o 
term 
contr 
to fo 
condi 

A 
Mem 
catec 
agen 


subj 
mad 
Jose 
Man 
of t 
and 

In 
pria 
of tl 
tun 
Def 
of t 
nom 
stra 
stat 





n investi- 
rm a part 
Soning in 
system so 


sive con- 
planning, 
t exist in 
S Overall] 
s and for 
ess in its 
‘ve these 
il in the 


‘ongress 


‘ular the 
lve these 
ymmend, 


rmation 
acilities. 
ess with 


igencies, 
agencies 
‘om bias 


ny sense 
‘ies, nor 
Onsibili- 


ussed in 


ny need 
i use of 


balance 
ng time 
ng time 
“mation 
ing the 
gencies 
curtail 
sion of 
of this 


tion on 
tion of 
nended 


s made 
recom- 
ipment 
as fa- 
‘ial, or 
e used 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 867 


4. Take steps to alleviate shortage of engineers 

The National Science Foundation should consider undertaking a program of 
awarding scholarships in engineering—particularly aeronautical engineering—at 
the undergraduate level, The present program of the NSF is directed to award- 
ing graduate level fellowships only (see p. 875). 

It would appear desirable for the NACA again to consider and evaluate the 
need for additional instructional and basic research facilities authorized in the 
Unitary Wind Tunnel Plan Act of 1949, with a view of requesting an appropria- 
tion for that program if deemed advisable (see p. 875). 

Serious consideration should be given to the widening gap between the salaries 
offered by industry and those that can be offered under the civil-service schedule 
to professional scientists and engineers, particularly those just entering the 
profession. At present the heads of Government laboratories are at a dis- 
advantage in efforts to man facilities (see p. 876). 

5. Install meaningful cost accounting systems and account for depreciation 

We recommend that all agencies operating wind tunnels install and maintain 
integrated cost accounting systems based upon uniform standards and concepts 
(see p. 883, et seq.). Such systems would serve: (1) As an invaluable aid to 
management, (2) as a basis for comparison of efficiency and for selection by po 
tential users, and (3) as a sound basis for allocating costs to projects. 

The National Advisory Committee for Aeronautics, with the cooperation of the 
Accounting Systems Division of the General Accounting Office, has recently em- 
barked upon a program for the installation of a revised system of cost accounting 
for its activities. This program should, of course, include the establishment of 
cost accounting for wind tunnels and should recognize the need for an ap- 
propriate degree of uniformity for cost data for all wind-tunnel installations. 
In this respect, the Accounting Systems Division is prepared to cooperate with 
other agencies operating wind-tunnel installations in the establishment of the 
principles and standards to be observed and in effecting the necessary coordina- 
tion of accounting development for these activities. Such working arrange- 
ments will be within the cooperative framework of the joint accounting improve- 
ment program, 

We further recommend that depreciation of wind-tunnel facilities and associ- 
ated buildings and equipment be computed on a sound and consistent basis and 
be taken into account in any determination of tunnel operation costs (see p. 885). 


SCOPE OF STUDY 


The primary purpose of this study, as indicated in the request of the Senate 
Committee on Appropriations, is to present a plan that will effect economies in 
the operation of wind tunnels through centralized use of such facilities. The 
term “centralized use” is interpreted to mean either central administration, 
control, or coordination of wind tunnel operation and use. Before attempting 
to formulate a plan, however, it was necessary to determine whether existing 
conditions indicated a need for centralization. 

A review of hearings on the subject of wind-tunnel facilities revealed that 
Members of Congress are interested in determining that facilities are not dupli- 
cated, that existing facilities are fully utilized and available for use by all 
agencies, and that administration and operation are most economically accom- 
plished. 

At the inception of the study, reference was made to reports and treatises on the 
subject of wind tunnels to determine if studies of a similar nature had been 
made. The most recent and significant study was that made at the direction of 
Joseph T. McNarney, general, United States Air Force, as Chairman of the 
Management Committee in the Office of the Secretary of Defense. The report 
of the wind-tunnel team is a secret document entitled “United States Military 
and Related Wind Tunnels,” dated June 12, 1950. 

In November 1953, following the request of the Senate Committee on Appro- 
priations that the General Accounting Office undertake this study, the Director 
of the Bureau of the Budget initiated a review of transonic and supersonic wind 
tunnels and engine test facilities to be undertaken jointly by the Department of 
Defense and the National Advisory Committee for Aeronautics. The purposes 
of that survey are to obtain recommendations leading to more effective and eco- 
nomical use of facilities, and to provide a basis for determining future admini- 
stration policy in this area of Government operations. We have exchanged 
statistical and other factual information with the group making that survey. 
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The reports on the Defense Department-NACA survey have recently been com- 
pleted and made available to us. 

The methods of gathering facts and opinions for use in our study and report 
follow: 

1. Initially, personal inquiries were made to determine what Government 
agencies are involved in the operation of wind tunnels. 

2. Brief questionnaires were circulated to all Government agencies known or 
believed to operate or own wind tunnels to obtain working information and a 
census of Government-owned tunnels. 

3. Detailed questionnaires were then circulated to the operators of tunnels 
selected from the working information submitted. Selections were made in all 
major classes of tunnels based on a minimum annual operating cost of $250,000 
or a minimum contraction cost of $1 million with a few excursions to these ar- 
bitrary criteria. Detailed questionnaires were also circulated to selected edu- 
cational institutions and members of the aircraft industry. 

4 Visits were made to selected representative, Government-owned wind 
tunnel installations where facilities were inspected, and management and operat- 
ing personnel were interviewed. 

5. Discussions and interviews were held with representatives of the aircraft 
industry. 

Three professional aeronautical engineers experienced in the operation and 
administration of wind-tunnel facilities were employed on a consultant basis to 
assist in dealing with the technical aspects of this study. 


DISCUSSION 
Introduction 

The wind tunnel is one of the principal tools of the engineer in the never-ending 
competition to build more effective aircraft and missiles for national welfare 
and security. A small tunnel was instrumental in the first man-carrying, 
powered flight accomplished by the Wright brothers in this country, and wind- 
tunnel tests underlie every major aerodynamic’ advance made since that time. 
Although indispensable, the contribution of the wind tunnel must be comple- 
mented by theory, experiment, and analysis in the fields of structures, engines, 
and electronics in the design and development of modern aircraft and missiles. 

In aeronautical development there are no signs of saturation that would 
presage a reduction of research requirements. The increased diversity and 
complexity of the problems involved in the development of modern aircraft and 
missiles are reflected in increased demands on the engineer and his resources. 
As a specific example, the comparative engineering man-hours devoted to the 
design of the P-51 Mustang of World War II and the F-86 Sabre jet of the 
Korean war may be cited. The F-S6 required over 27 times the engineering man 
hours overall and about 21 times the wind-tunnel engineering man-hours. More 
recent designs would show an even greater increase. 

Flight speeds have reached the low supersonic range and are still increasing. 
The speed of sound, once known as the sonie barrier, has been passed by opera- 
tional as well as research airplanes. Widespread attention is now directed 
to studios of aerodynamic heating to which aircraft and missiles are subjected. 
This thermal barrier cannot be passed, as was the sonic barrier, because 
aerodynamic heating increases as speed is increased. The generation of this 
heat arises from the flow of air over the body. Its effects are important to the 
safety and efficiency of the pilot and to the structural strength and performance 
of the aireraft. So long as strong military advantages accrue from increased 
speeds, greater range, and greater maneuverability, the wind tunnel will continue 
to play an important role in the development of aircraft and missiles. 


Wind tunnel defined 


A wind tunnel is an apparatus used for aerodynamic and propulsion research, 
development, and evaluation of aircraft, guided missiles, projectiles, and bombs. 
A cutaway illustration of a supersonic wind tunnel is shown in figure 1: those 
elements most common to wind tunnels are identified. The wind tunnel is 
defined as a testing facility with a precisely controllable, uniform airflow of 
known characteristics in which precision measurements of aerodynamic forces, 
moments, pressures, and changes of flow can be made for a body inserted into 


? Aerodynamics treats of the motion of air and other gases and of the forces acting on 
bodies in motion through air or on fixed bodies in a current of air or other gases. 
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the flow. Its primary objective is to predict or reproduce the phenomena that 
occur in flight. Its great usefulness stems from the fact that test conditions can 
be closely regulated and the important variables can be independently controlled ; 
these accomplishments are difficult if not impossible with other testing methods 
such as the free-flight method. 

In studying the effects of airflow around bodies, the principle has long been 
recognized that only the relative speed of a body through the air is important. 
Relative speed may be achieved by moving the body through still air, moving 
the air past a stationary body, or a combination of the two. In wind tunnels a 
stationary model is normally mounted in the test section and the air is caused 
to flow past it by the use of propellers, compressors, or some other suitable means. 


DRIVE MOTORS 
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Wind tunnels do not literally predict or reproduce all flight conditions simul- 
taneously with respect to size, speed, and other characteristics. For this reason 
several classes of tunnels are necessary to produce data that can be extended 
and interpreted to predict full-scale effects. A discussion of some of the funda- 
mentals of wind tunnels and their operation appears in appendix A. 
Development and growth of wind-tunnel facilities 

The growth and expansion of Government-owned wind-tunnel facilities can 
be chronologically divided into three rather distinct periods: (1) From World 
War I (1915) to 1939, (2) from 1939 through World War II (1945), and (38) 
from World War II to the present. A more complete picture of the chronology 
of this expansion appears in appendix B, 

During the period from 1915 to 1939, most of the important Government-owned 
wind-tunnel facilities were located at the NACA laboratory at Langley Field, 
Va. Other Government tunnels were located at the Navy Yard, Washington, 
D. C., and at Wright Field, Dayton, Ohio. The growth during this period was 
unhurried and apparently sufficient to stay abreast of current research and 
development (R. and D.) requirements. Construction costs were low by present- 
day standards, and wind tunnels were comparatively simple to construct and 
operate. 

In 1939 and 1940 the United States was faced with the possibility of becoming 
embroiled in a worldwide conflict in which air superiority and technical ex- 
cellence of equipment were to be of paramount importance. Accordingly, efforts 
were accelerated in aeronautical R. and D. New wind tunnel laboratories were 
started by the NACA at Moffett Field, Calif., and Cleveland, Ohio, and by the 
Army Ordnance Corps at the Aberdeen Proving Grounds in Maryland. During 
the war the Navy Bureau of Aeronautics completed the construction of two 
subsonic wind tunnels at Carderock, Md. Wind-tunnel facilities were also 
expanded by the NACA at Langley laboratory and by the Army Air Force at 
Wright Field. 

As the war progressed, available wind-tunnel facilities were used more and 
more for the development and improvement of aircraft immediately needed for 
prosecution of the war. Consequently, basic research in aeronautics suffered to 
a large degree. This situation was recognized by the Special Committee Investi- 
gating the National Defense Program. (See Senate Report No, 110, part 6, 79th 
Congress, 2d session, on aircraft (production, development, and research).) 

Intensive studies in guided missiles and supersonic flight were undertaken in 
this country when Germany's tremendous advances in these fields were dis- 
closed. Shortly after the close of the war, NACA again placed primary em- 
phasis on conducting basic research. Funds were appropriated for the con- 
struction of supersonic tunnels at all NACA laboratories and for the modification 
of existing tunnels for transonic testing. The Air Force, Navy Bureau of Aero- 
nautics, Navy Bureau of Ordnance, and Army Ordnance Corps each undertook 
urgent programs for the development of guided missiles. New wind-tunnel 
installations were established for this purpose at Daingerfield, Tex., and Cam- 
bridge, Mass., by the Bureau of Ordnance; at Point Mugu, Calif., by the Bureau 
of Aeronautics; and at Pasadena, Calif., by the Ordnance Corps. New wind- 
tunnel facilities at the Naval Ordnance Laboratory, White Oak, Md., were also 
constructed largely for missile work. Some of these new facilities and installa- 
tions were justified on the basis that NACA wind tunnels were no longer 
available to sufficiently satisfy development testing requirements. 

A tremendous program of expansion of wind-tunnel facilities was undertaken 
by the Air Force and NACA in 1950 following enactment of the Unitary Wind 
Tunnel Plan Act of 1949, Public Law 415, approved October 27, 1949* (63 Stat. 
936; 50 U. S.C. 511). As authorized by the act, 16 wind tunnels* are planned 
or under construction: 6 at NACA laboratories and 10 at the Air Force Arnold 
Engineering Development Center; some are nearing completion. 

Each year additional facilities are authorized which require funds to be ap- 
propriated for their construction. For example, there is pending before the 
Senate Committee on Armed Services the bill H. R. 7328, 88d Congress, author- 
izing an appropriation of $5 million to finance the alteration of some existing 
facilities (including wind tunnels) and the construction of two new facilities 
(not wind tunnels) at the NACA laboratories. 


*An act to promote the national defense by authorizing a unitary plan for construction 
of transsonic |sic] and supersonic wind-tunnel facilities and the establishment of an Air 
Engineering Development Center. (See p. 28 et seq.) 

‘In this report, when numbers of wind tunnels are referred to, there usually are included 
some tunnels that do not individually possess all the components essential to independent 
operation (See p. 54, last paragraph.) 





Te 
are / 
seve 
addi 
2 ca 
tunt 

E: 
oper 
chat 
A si 

Ir 
loca 
tota 
are 
Gov 
unit 
be « 
por 
in 1 
inst 
sme 
inv 


AP} 
I 
the 
of | 
Det 
tio! 
hat 
Ot} 
ha’ 
wil 
we 
for 
the 


Se 
tre 
set 


th 
So! 
tic 
on 
tu 
wi 


simul- 
reason 
tended 
funda- 


S can 
World 
d (8) 
nology 


»wWhned 
Field, 
ngton, 
1 was 
1 and 
esent- 
t and 


yming 
il ex- 
fforts 
were 
y the 
uring 
' two 
also 
ce at 


» and 
d for 
ed to 
vesti- 
79th 
*h).) 
2n in 
dis- 
em- 
con- 
ition 
Lero- 
‘took 
innel 
,am- 
reau 
‘ind- 
also 
alla- 
nger 


ken 
‘ind 
‘tat. 
ned 
10old 


ap- 
the 
10r- 
ing 
ties 


tion 
Air 


ded 
lent 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 871 


Today there are at least 87 operating wind tunnels in the United States that 
are owned by agencies of the Government and operated either by one of the 
several agencies or by a contractor on behalf of an agency. There are 28 
additional tunnels being modified, constructed, or planned that fall in 1 of these 
2 categories. Appendix C lists all Government agencies known to own wind 
tunnels and the installations where these tunnels are located. 

Exhibit 1 in the classified supplement lists all known wind tunnels owned and 
operated by, or on behalf of, the Government. Some of their more significant 
characteristics and the costs of construction and annual operation are shown. 
A summary of this information appears in appendix D. 

In addition to the tunnels shown in exhibit 1, there are a number of tunnels 
located at educational institutions and at private industry sites that have been 
totally or partially constructed and equipped wih Government funds, but which 
are not operated under the direct control or with the funds of any particular 
Government agency. There is a possibility of other tunnels constructed at 
universities with Government funds incidental to research programs, which may 
be owned by the Government but are not carried on its records. Tunnels re- 
ported to the survey group by members of private industry are listed in exhibit 2 
in the classified supplement. There were 97 tunnels reported by educational 
institutions in response to our inquiries. These include 44 low subsonics, 6 
small transonics, 44 small supersonics, and 3 hypersonics. Because of the detail 
involved, these tunnels have not been listed in the report. 


ippropriation control 

In the past there has been no consistent pattern in the procedures by which 
the various agencies have obtained authority and funds for the construction 
of Government-financed wind tunnels. These facilities were constructed by the 
Defense agencies with military public works funds, program funds, or a combina- 
tion of the two, Some were erected with congressional knowledge and approval, 
having gone through the normal appropriation process in a public works bill. 
Others were constructed with available program or equipment funds without 
having been itemized as wind tunnels. Most NACA tunnels were constructed 
with funds from its contruction and equipment appropriations. Some instances 
were found, however, of expenditures for construction from its appropriations 
for salaries and expenses, of program funds, wherein no provision is made for 
the construction of facilities. 

The Unitary Wind Tunnel Plan Act of 1949 authorized the NACA and the 
Secretary of Defense “jointly to develop a unitary plan for the construction of 
transsonic [sic] and supersonic wind-tunnel facilities for the solution of re- 
search, development, and evaluation problems in aeronautics * * *.” 

Also, in implementation of the plan, the act authorized NACA “to expand 
the facilities at its existing laboratories by the construction of additional super- 
sonic wind tunnels including buildings, equipment, and accessory construc- 
tion * * *.” It authorized an appropriation not to exceed $136 million, and 
only $75 million has been appropriated to date. NACA is building only 3 (6 wind- 
tunnel circuits) of the 6 facilities originally planned, and these are being built, 
with modified plans, at costs lower than originally estimated and approved. 

The Secretary of the Navy was authorized by the Unitary Act to “expand the 
naval facilities at the David W. Taylor Model Basin, Carderock, Md., by the 
construction of a wind tunnel, including buildings, equipment, utilities, and 
accessory construction, at a cost not to exceed $6,600,000.” Funds were not 
appropriated for this purpose, and on August 7, 1953, the authority was rescinded 
by title VI, section 604, of Public Law 209, 88d Congress (67 Stat. 454). 

Title II of Public Law 415, the “Air Engineerng Development Center Act of 
1949” (63 Stat. 987: 50 U. S. ©. 521), authorized the Secretary of the Air Force 
to establish what is now known as the Arnold Engineering Development Center, 
Tullahoma, Tenn., at a cost not to exceed $100 million for initial construction, 
installation, and equipment. The authorization has since been increased to 
$179,500,000 (67 Stat. 449) and funds in that amount made available to the Air 
Force. Additional authorization and funds are needed to complete facilities on 
which construction has been started. For example, although funds suflicient to 
complete the supersonic testing circuit of the propulsion wind tunnel have not 
been authorized or appropriated, approximately $20 million of available funds 
have been irrevocably committed to its construction. Present estimates indicate 
that completion of this circuit, which will share certain components with the 
transonic circuit of the same facility, will require the appropriation of additional 
funds amounting to about $43,500,000. Latest information indicates that the 
cost of AEDC’s 10 wind tunnels alone will aggregate $160 million; of this 





872 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


amount approximately $125 million represents the anticipated cost of the 2 cir- 
cuits of the propulsion wind tunnel. The cost estimate for the engine test 
facility is about $25 million, and for the ram jet addition $38 million. These 
figures amounting to $223 million do not include substantial estimated costs of 
supporting facilities including transient quarters, airfield, waterworks, etc. 

Current procedures.—Under current procedures, both the civilian and the mili- 
tary agencies obtain congressional authorization for the construction or modifica- 
tion of major wind-tunnel facilities. The NACA includes such items in its 
annual requests for C. and BE. appropriations; the military departments include 
them in their requests for public works appropriations. 

The NACA operating ageney’s requests and requirements for research facilities 
are evaluated by a facilities pane! composed entirely of members of the NACA 
main committee. If the panel’s recommendations are approved by the main 
committee, the operating agency is granted permission to include items in the 
NACA C. and E. appropriation request. 

In the military departments, requests for aeronautical R. and D. facilities 
usually originate at the several installations, sometimes in collaboration with 
the R. and D. programing divisions at headquarters. These requests deviate from 
normal, non-R. and D. construction review and approval request channels for 
reviews by groups that have particular knowledge of R. and D. requirements in 
their respective organizations, but a limited knowled’e of overall requirements. 
All requests by the military departments for R. and D. facilities receive a final 
review in the Office of Assistant Secretary of Defense (Research and Develop- 
ment). Here, in the case of the 1955 budget, each request was reviewed in light 
of the overall R. and D. program in the military departments and was either 
disapproved or included in the annual budget. There is no assurance that this 
practice will be continued in all cases. 

At present NACA’s requests for facilities are reviewed in the House of 
Representatives by the Committee on Armed Services and by the Independent 
Offices Snbeommittee of the Committee on Appropriations. The military de- 
partments, on the other hand, review their requests in the House of Representa- 
tives with the Committee on Armed Services, and the Armed Services Sub- 
committee of the Committee on Appropriations. This involves (1) discussions 
of highly technical considerations often being repeated with each hearing and 
(2) in the case of appropriation hearings, two separate subcommittees considering 
the requests and thus possibly being denied an overall appraisal of the funding 
bein’ provided for aeronautical research and development facilities. The same 
procedure prevails in the Senate. 

Private and institutional—A number of tunnels located at educational insti- 
tutions are known to have been financed by one or more Government agencies; 
others are believed to have been. But because of time limitations we did not 
ascertain whether or not title to these facilities vests in the Government. It ap- 
pears (though time has not permitted confirmation) that many of these tunnels 
were constructed with funds appropriated for R. and D. programs rather than 
for construction. In one instance, an aeronautical testing laboratory is leased 
by the Air Force to a private corporation which operates the laboratory on its 
own behalf. 

The limited scope of this study has prevented us from determining whether 
wind tunnels have been built by private contractors from R. and D. contract funds 
not primarily intended for the construction of tunnels. 


* * * * * * * 


The tremendous emphasis being placed on aeronautical R. and D., the rapid 
increase in number and distribution of modern facilities, and the high cost of 
constructing and operating these facilities dictate that more uniform and closely 
controlled procedures be instituted in reviewing, authorizing, and funding their 
econstructon. Therefore we submit the following recommendation. 

Recommendation.—In order to strengthen the control of the Congress with 
respect to funds made available for the construction of wind tunnels and related 
facilities we recommend that it should be made mandatory that all proposals 
by the agencies for major construction, modification, and equipment projects be 
more clearly identified and ineluded in the budget requests as facility expansion 
or improvement programs whether for in-service, industrial, or institutional proj- 
ects, and that the funds made available be required to be used solely in accord 
with such proposals. 

Adoption of this recommendation will serve four significant purposes: (1) It 
will provide the Congress with cognizance of all proposed major capital invest- 
ments; (2) it will provide assurance that funds will not be committed without 
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prior knowledge and consent of the Congress to the partial construction of 
facilities that will require the appropriation of substantial additional sums for 
completion; (3) it will provide the Office of the Secretary of Defense knowledge 
of all capital investments proposed by the military departments and incidentally 
by other agencies as well; and (4) it will provide a basis for the maintenance of 
a complete record of capital facilities by the agencies concerned. 

The effect of new facilities on the future annual operating budgets should not 
be overlooked in considering proposals for new construction. The ultimate 
effect of approving, for example, a proposed research or development program 
which includes provision for constructing a new facility, is concealed from the 
responsible officials unless each proposed facility of consequence is clearly 
identified. Therefore it seems desirable that, in submitting proposals for con- 
struction, estimates of annual operating costs be presented for the benefit of 
those who must make the final decision as to whether a facility shall be built. 

Due to apparent deficiencies in the records of some of the agencies owning 
wind tunnels, there is no assurance that the list of Government-owned tunnels 
(exhibit 1, classified section) is complete. After receiving what purported to be 
complete lists of wind tunnels owned by the respective departments, informa- 
tion on additional facilities continued to come to our attention from other 
sources. This is indicative of the need to improve property accounting systems 
in the various agencies. 

In this connection we believe that the review and recommendations of the 
advisory group proposed in this report will help materially to strengthen con- 
gressional control over funds appropriated for wind-tunnel construction. (See 
p. 74.) 

Forms of operating organizations 

The proper functioning of a wind-tunnel installation and its productivity is 
related not only to the quality of its staff but also to the organizational structure 
under which the installation operates. There are basically two methods in use 
for managing the operations of Government-owned wind tunnels. One is opera- 
tion by a private organization under contract to a military department, the 
other is operation directly by the agency or military department involved. There 
are variations within each category which are discussed hereinafter. 

Contract operation—Those facilities that are operated under contract by 
private organizations are all owned by the military departments. They are 
listed as follows: 

Laboratory ! Agency Operator 


JPL. a ...--| California Institute of Technology. 
NAMTC.. BuAer. University of Southern California. 
NSL-... BuOrd. Massachusetts Institute of Technology. 


OAL... BuOrd. Consolidated Vultee Aircraft Corp. 
BBIV cavers . AF a . .-.-| ARO, Ine. 


1 Abbreviations are identified in appendix C, p 893, 


The contracts usually establish broadly the scope of the work to be per- 
formed, allowable costs, basis of compensation, ete. As indicated, the first 
three facilities listed are operated by educational institutions; the other two by 
private organizations. In all instances, with the possible exception of AEDC 
which is still under construction, the management and operation of the facilities 
are left to the contractor; the military is responsible primarily for contract 
administration and for the establishment of broad operating policy with little 
or no participation in the day-to-day activities. The operaiton of the facilities 
and the programing of tests, within priorities established or approved by the 
military, are left in the hands of experienced, career engineers. There is, and 
properly should be, maximum freedom for the contractor in carrying on his tech- 
nical operations with minimum supervision by the military consistent with the 
latter’s legal responsibilities. We have heard no criticism of this form of opera- 
tion from a technical standpoint, and it appears to be generally acceptable. Since 
AEDC is not yet functioning as an operating installation, it is not possible to 
state the conditions that will prevail when it is fully operative. 

Civilian agency operation.—Operation by civilian government agencies is vested 
primarily in the NACA at its three laboratories. The National Bureau of Stand- 
ards operates a few small tunnels used primarily for basic research studies, 
some of which is sponsored by the NACA, 
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The status of NACA as an independent agency, the nature of its basic responsi- 
bility, and the magnitude of its activities place it in a unique position with respect 
to other wind-tunnel operators. Observations by the survey staff, together with 
expressions of opinion obtained from various members of the aircraft industry, 
indicate that NACA scientific activities are satisfactorily conducted. While there 
have been a few criticisms as to delays in making test results available on a 
timely basis and as to unwarranted interference in the details of the contractors’ 
test program, NACA maintains a fine reputation for its accomplishments. 

Although the National Bureau of Standards conducts excellent research 
studies, it occupies a relatively minor position in the operation of Government 
wind tunnels, and thus has been practically disregarded in this report. 

Military operation.—Operation directly by military departments is accom- 
plished under two distinct organizational patterns involving the interrelationship 
of military and civilian employees. On the one hand, and what appears to be 
the more desirable situation, technical direction is in the hands of trained and 
experienced career civilian officials at the highest organizational level with 
overall administration and housekeeping duties assigned to uniformed military 
personnel. Examples of this arrangement are the Army’s Ballistics Research 
Laboratory and the Naval Ordnance Laboratory. In the latter case, for example, 
a naval officer is commander and a civilian is technical director of the labora- 
tory. Below this top level the technical work of the laboratory is completely in 
the hands of civilians—qualified career engineers. There is an administrative 
department staffed by the military that handles security, safety, travel, mobiliza- 
tion planning, etc It is believed that any objective comparison of this 
system with that of a laboratory employing the type of organization in use at 
WADC and DTMB would definitely show the superiority of the NOL type of 
organization. 

The second pattern consists of complete technical and administrative control 
by uniformed military personnel with military and civilian personnel inter- 
mingled at lower and operating levels. This type of operation is found at WADC 
and to a lesser degree at DTMB. Its effectiveness depends to a large extent on 
the qualifications of the individual who holds a responsible technical position. 
Only in limited cases is the military man especially fitted to research and develop- 
ment work—particularly to direct it. 


Personnel 


The most important single factor contributing to the effective utilization of 
wind tunnels is the quality and sufficiency of associated professional personnel. 
There can be little argument with this premise. In recent years there has been 
a marked reduction in the number of engineers and scientists graduated from 
our educational institutions at a time when demand for their services has heen 
increasing. This has resulted in what appears today to be a definite shortage 
of professionally qualified personnel. This shortage will undoubtedly be aggra- 
vated when wind tunnels now under construction are completed in the next 
2 or 3 years unless other facilities are retired to provide the necessary manpower. 

Illustration of shortage—While statistics should be used with caution, a few 
numbers will suffice to illustrate the manpower situation. Conditions prevailing 
at the NACA are used as a typical example. In June 1952 the NACA had 7,652 
employees; approximately 1,900 were classified as professional research scien- 
tists holding degrees in one of several fields of engineering or in mathematics, 
science, or physics. The turnover rate of its scientific and engineering personnel 
was approximately 8 percent prior to 1951. In September 1951 this turnover 
rate increased sharply to a peak of 28 percent. Although the rate has since 
decreased to about 13 percent, by May 1953 NACA had a deficiency of approxi- 
mately 240 scientific personnel. An attempt was made by the NACA to fill 
its needs by interviewing graduating seniors from 72 different colleges and uni- 
versities. In the spring of 1953 a total of 834 interviews were held with students 
in all fields of engineering; applications were received from 281; offers were 
extended to 157; acceptances were received from 36. This left NACA with a 
deficiency of approximately 200 scientific personnel as of June 1953. 

Although the NACA also looks to other engineering fields, approximately 35 
percent of its scientific personnel are aeronautical engineers. A total of 809 
degrees in aeronautical engineering were granted by all colleges and univer- 
sities throughout the country in the spring of 1952. In the spring of 1953, 738 
aeronautical engineers were graduated and it is estimated that about 600 will 
graduate in the spring of 1954. It is in this market that NACA attempts to 
obtain most of its requirements for aeronautical engineers. With the advent 
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of more complex aerodynamic situations, it can be expected that NACA will 
require an even higher percentage of aeronautical graduates. The above sta- 
tistics are reflected in similar trends in the other engineering fields in which 
competition is even more intense. 

Attempts to solve the problem.—It must be noted that the problem of personnel 
shortages is not one that can be solved overnight. After the outbreak of the 
Korean conflict there was widespread concern that serious manpower deficiencies 
were in the offing; since then many surveys and studies have been made in an 
effort to resolve the problem. When one considers the many contributing factors 
involved, such as birthrate, international tension, military requirements, and 
teachers’ salaries, it may be seen that the complexity of the situation precludes 
a panacea. Scientific and professional manpower cannot be stockpiled against 
future shortages or quickly trained to cope with unexpected surges in demand ; 
nor can the problem be solved by an increase in gross supply without main- 
taining a high level of competency—two second-rate technicians are not a 
substitute for one first-rate man. Various methods have been tried to increase 
the numerical supply and to improve the educational level and qualifications of 
engineering graduates. 

Fellowships and scholarships, at both the masters and doctors levels, have been 
granted by educational institutions, industry, foundations, and the Government. 
The National Science Foundation, a Government agency, has been particularly 
active in this way. In the first 2 years of its activity in this program, it has 
awarded over 1,000 fellowships to science students beyond the baccalaureate 
level. 

Other methods in use include publicity campaigns to acquaint prospective 
students with the shortage of engineers and to encourage a greater number of 
enrollments in engineering schools. Salary scales have been improved, pri- 
marily in industry, to overcome competition and to attract larger number of 
students. While there is no single comprehensive solution to the problem of 
increasing the number of scientists and engineers, three proposals are presented 
as alleviating measures. 

Award undergraduate scholarships.—However worthy the present efforts of the 
National Science Foundation may be in awarding graduate level fellowships, it 
is believed that the basic solution lies in attracting a greater number of students 
to the fields of engineering at the undergraduate level. Only by increasing the 
number of students enrolled in engineering courses at this level can we expect 
to see increasing numbers of students graduated with bachelors degrees in engi- 
neering. The NACA, the Nation’s largest aeronautical research and development 
organization, looks to this market more than any other to obtain employees for 
further development and on-the-job training. 

It appears, therefore, that the National Science Foundation should consider 
undertaking a program of awarding scholarships in engineering—particularly 
aeronautical engineering—at the undergraduate level. The program should be 
based on the foreseeable requirements of the various organizations engaged in 
aeronautical research and development. If, for example, it is recognized that a 
certain number of graduates will be required for aeronautical research and de- 
velopment in 1960, then timely distribution of scholarships to avoid any indi- 
“ated shortages would be in order. It appears that some assistance could be 
provided the National Science Foundation, without significant additional effort, 
by the Advisory Group recommended in this report. (See p. 885.) 

Provide instructional facilities—Another means of attracting a greater num- 
ber of students to engineering studies, thus leading to additional engineering 
graduates, was recognized by the Congress in passing the Unitary Wind Tunnel 
Plan Act. In addition to other provisions (see p. 871), title I of the act authorizes 
the NACA “to construct and equip transsonic [sic] or supersonic wind tunnels of 
a size, design and character adequate for the efficient conduct of experimental 
work in support of long-range fundamental research at educational institu- 
tions * * * ata total cost not to exceed $10,000,000." A review of the legislative 
history of the act indicates that two prime objectives underlie this section of the 
act: (1) to provide additional basic research facilities and (2) to make tunnels 
available for scientific training of engineers and physicists to man all phases of 
future supersonic aircraft and missile projects. 

NACA’s request for implementing funds was disallowed in House-Senate con- 
ference on the Deficiency Appropriation Act of 1950 (64 Stat. 286). The act 
appropriated funds to cover the construction of unitary plan tunnels at NACA 
laboratories only as provided in section 1083 of the Unitary Wind Tunnel Plan 
Act. Again in 1951 NACA attempted to obtain money to build the university 
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tunnels only to have its request denied by the Bureau of the Budget. NACA has 
made no further attempts to implement the program. It is conceivable that 
such a plan might have alleviated the current and near-future manpower short- 
age by improving the ability of schools of engineering (1) to attract additional 
students to engineering pursuits from the small manpower pool, (2) to train 
additional students at the higher graduate levels, and (3) to maintain and im 
prove the proficiency of instructors. 

Although some colleges and universities have obtained research facilities 
through the medium of research and development contracts with the military 
departments, there is no evidence that the need for high speed instructional 
facilities has been met. 

It would appear desirable, therefore, for the NACA again to consider and 
evaluate the need for additional instructional and basic research facilities 
authorized in the Unitary Wind Tunnel Plan Act of 1949, with a view of re- 
questing an appropriation for that program if deemed advisable. 

One of the most effective methods of determining this need, we believe, would 
be to invite those universities and colleges offering accredited degrees in aero- 
nautical engineering to submit proposals on the type and size of facility which 
would best fulfill their requirements. These proposals would provide a variety 
of designs resulting from independent and advanced thinking, and would bring 
the plan up to date with advancements in the aeronautical sciences made since 
1949. These proposals would then be evaluated and NACA would make recom- 
mendations to Congress together with a request for funds to support the pro- 
gram. The Advisory Group proposed in this report (see p. 74) could then 
review the recommendations of NACA and avail the Congress of its opinion on 
the NACA recommendations. 

Salary rates.—The personnel shortage in Government laboratories operating 
under the civil-service system is partially attributable to the disparity between 
the salaries paid in industry and the salary that can be offered to a prospective 
civil-service employee. In June 1953, for instance, the average industry start- 
ing salary for engineering graduates was approximately $4,100 a year. The 
NACA and most other Government installations bound to civil-service regula- 
tions could offer only $3,410, a grade GS—5. Although other Government agencies 
do not recruit so heavily at this level, NACA secures about 80 percent of its 
professional persennel at grade GS-5. Starting salaries to be offered by in- 
dustry in the spring of 1954 are expected to average approximately $4,500 a 
year. The differential between the civil-service starting salary and the average 
industry salary can be expected to increase. It is obvious that Government 
agencies will encounter even more difficulty in recruiting from the market of 
1954 than from the market of 1953. 

If NACA’s turnover. rate remains constant, it will experience a decrease in 
total engineering employees who will have an overall decreased level of ex- 
perience, since many of its employees who have 3 to 7 years’ experience are 
leaving for better paying industrial positions. Serious consideration should be 
given, therefore, to the widening gap between the salaries offered by industry 
and those that can be offered under the civil-service schedule to professional 
scientists and engineers, particularly those just entering the profession. 

It should be pointed out that, although individuals may leave Government 
laboratories to join industrial operations, it is likely that they will still be per- 
forming research and development for the Government. The Bureau of Labor 
Statistics, in a recent bulletin which pertains to scientific research and develop- 
ment in American industry and specifically covers a study of manpower costs, 
states that 85 percent of all research and development conducted in the aircraft 
companies of the United States is financed directly by the Government. It ap- 
pears therefore that most of the cost of scientific personnel is being borne by 
the Government whether employed by an agency or by industry. 

7” - * * : © * 


There are undoubtedly many other individual and possibly conflicting solu- 
tions to the problem of shortages of qualified engineering and scientific man- 
power. It may be that, by the time any long-range programs can have an 
effect on the supply, the rise in the national birthrate in the years during 
World War II will result in a sufficiency of engineers. Evidence indicates 
that the number of engineering degrees to be awarded will steadily increaase 
after 1955, but it may be many years before the demand for engineering per- 
sonnel will be satisfied unless aggressive action is taken to increase supply. 
It seems advisable, therefore, that the Congress consider the proposals pre- 
viously described to (1) provide a balancing and stabilizing effect on the supply 
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of trained engineers by awarding undergraduate scholarships geared to the 
foreseeable demands for their services, (2) provide a means of attracting new 
students and for maintaining and improving the proficiency of instructors and 
students by establishing appropriate and adequate facilities for training and 
experience, and (3) assure an equitable distribution of professional talent 
by providing sufficiently competitive salaries for civil-service scientists and 
engineers. 

Power 

In our opinion, efforts are made at wind-tunnel installations to produce the 
most favorable balance between power costs and, within budgetary limitations, 
good facility utilization. 

Most installations reported that availability of power, as such, is not a 
limiting factor in obtaining good utilization of wind-tunnel facilities; cost of 
power is the limiting factor. A considerable quantity of power is available 
in regional and local systems, and more generating capacity can normally be 
installed. Insofar as power is concerned, the effort at most large installations 
to keep power costs in reasonable bounds is the factor that limits the amount 
of tunnel running time that can be attained. As a practical matter, however, 
wind tunnels cannot be run continuously around the clock—nor throughout 
the entire operating shift, for that matter—due to a number of inherent factors 
that limit running time. These factors are discussed in the section entitled 
“Utilization of Facilities,” 

The relative magnitude of the quantity of power required to operate tunnels 
of various speeds is illustrated on page 889. Exhibit 2 in the classified sec- 
tion indicates the speed range in which each tunnel is designed to operate and 
the horsepower rating of each tunnel drive motor. It should be pointed out, 
however, that the moters may not be operated at their full capacities; the 
amount of power required depends on the speeds at which tests are conducted. 

It follows that a wind-tunnel installation (usually other facilities are in- 
volved in addition to tunnels) will require varying quantities of power at 
various times during the day. Therefore, when an operator arranges with 
the local power company to install transmission lines and transformers for 
his use, he takes this into consideration and estimates his maximum foresee- 
able requirements in terms of instantaneous kilowatt or kilovolt delivery. A 
certain reserve factor is undoubtedly added to this estimate. On that basis 
capacity requirements are determined, and the supplier installs lines and 
transformers and increases generator capacity at his powerplant as required. 

Power contracts between the supplier and the consumer usually stipulate 
a quantity of power which the supplier is obligated to furnish whenever the 
consumer requires it. Although the consumer is not obligated to use all of 
the power guaranteed to be available to him, the supplier must stand ready 
to meet his demands on that basis. The occurrence of infrequent high demand 
coupled with a low average consumption of energy—a condition of operation 
inherent in most wind-tunnel installations—causes the supplier to incur hich 
costs. These high costs result from the generator capacity that the supplier 
must maintain in operative condition, the transmission lines and transformers 
he has installed, and other related factors. These costs must be ahsorbed hy 
the consumer and are usually passed on to him in the form of a demand charge. 

Components of power costs.—The two basic components of power costs are 
the demand charge and the energy charge. Demand charges are based on the 
average maximum amount of power, measured in kilowatts, delivered to an 
installation over a contractually specified short interval of time (usually a 30- 
minute period) within the monthly billing period. Maximum demand, then, 
is determined by the highest measured average of kilowatts delivered during 
any such specified interval of time. Once the maximum demand is established, 
the demand charge for that period is fixed. An unusually high maximum demand 
in a given month may continue to have its effect on power costs for as much 
as a year, since conventional power contracts use the highest demand in the 
preceding 11 months as a factor in computing current demand charges. 

Because a considerable portion of power cost is for demand charges, random 
operation of tunnels is not desirable. A simple example of a demand rate 
schedule follows: 


First 100 kilowatts of maximum demand (minimum charge) $146. 00 
In excess of 100 kilowatts of maximum demand (per kilowatt) 
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Energy charges, on the other hand, are based on an agreed rate applied to the 
total kilowatt-hours used during the billing period. These rates usually will 
vary according to specified levels of use. For example, at one installation the 
energy rate for monthly consumption is as follows: 


Per 
kilowatt 


First 50,000 kilowatt-hours 
Next 150,000 kilowatt-hours 
Over 200,000 kilowatt-hours..._...................... 


It may be seen, then, that, while energy charges occur only with tunnel run- 
ning time, demand rates can apply even while tunnels are idle. Any one or a 
combination of several practices are used at various laboratories to minimize 
the average cost of power per kilowatt-hour. 

Economy measures in the use of power.—At installations where a number of 
facilities with high power requirements are located, a practical maximum de- 
mand is sometimes established by management to avoid excessive demand 
charges. Individual facilities are then allowed to come on the line only as the 
established limit and the concurrent use of other facilities permit. Another 
practice is to schedule the use of the tunnels in a manner to minimize demand 
charges. Larger users of power are scheduled to come on the line alone if they 
are to be operated at or near full capacity. Either practice sometimes restricts 
the operation of large users to offpeak hours when normal loads of the supplier 
are at the lowest point. Offpeak operation usually benefits from a greatly re- 
duced demand rate ; some contracts provide that no demand charge will be made 
for offpeak use within certain limitations. In addition to scheduling large 
tunnels to avoid excessive demands, the smaller tunnels are usually worked 
into the schedule in a manner to maintain the highest practical level of use. 
Although these practices may cause some delays, the restricted utilization is an 
endeavor to keep power costs within reason. 

The power contracts at the three NACA laboratories provide special arrange- 
ments for the use of power in excess of their suppliers’ firm commitments. If 
such excess power is available and arrangements with suppliers are made in 
advance, it can be used without incurring additional demand charges or at sig- 
nificantly reduced rates. 

Geographical distribution—In order to absorb abnormally high demands on 
the capacity of their individual facilities, electric power companies have estab- 
lished systems whereby their power-producing units are interlinked. Through 
this system of interconnection one company delivering to its own consumers 
less power than it has the capacity to generate can absorb the excess demands 
of a neighboring company. There is, however, a limit in the distance that 
power can be transmitted economically due to losses of energy in the transmis- 
sion lines. Therefore the benefits to be derived from the interlinkage of neigh- 
boring systems are restricted to local or regional areas. For example extraor- 
dinary power demands in Ohio cannot be absorbed by excess capacity in Cali- 
fornia. The power-production capacity and the ability to obtain additional 
power through interlinkage in a given area may influence the location of larger 
wind-tunnel installations. 


Duplication of facilities 


Whether unwarranted duplication exists today or will exist in the near future 
depends on the balance between the capacity of a given group of tunnels and 
the demand for testing time in that group. Our comments on this subject are 
contained in the classified section under the heading “Supply of Wind Tunnel 
Testing Time Versus Demand.” 

Except for a few special purpose wind tunnels, there are several tunnels in 
each of the speed categories any one of which is usually eapable of conducting 
a given test program. Examination of exhibit 1 in the classified section reveals 
what appears to be physically duplicate facilities, that is, wind tunnels having 
similar test-section dimensions and speed ranges such as the 7- by 10-foot sub- 
sonic tunnels. It should be recognized that no tunnel exactly corresponds to 
another tunnel in all respects even though one may have been constructed from 
the basic design of another. Some of the differences which oceur are inexplicable ; 
others can be partially explained by modifications and improvements in the 
detail design intended to produce a higher degree of precision, and by the use 
of different auxiliary equipment. The variety of wind-tunnel classifications is 
illustrated by the following enumeration. 
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. Classification by speed: 
1. Low subsonic, 0 to 400 miles per hour. 
2. High subsonic, 400 to 600 miles per hour. 
3. Transonic, 600 to 800 miles per hour. 
4. Supersonic, 800 to 2,500 miles per hour. 
5. Hypersonic, 2,500 miles per hour and higher. 

. Classification by size and shape of test section—identification of test section 
area and dimensions such as 9- by 6-inch rectangular, 7- by 10-foot rec- 
tangular, 16-foot circular, 40- by 80-foot elliptical, etc. 

. Classification by operating pressure: 

1. Atmosphere. 
2. Evacuated or lower than atmosphere. 
8. Pressurized or higher than atmosphere. 
. Classification by method of operation: 
1. Continuous flow 
2. Intermittent flow 
2. Classification by physical arrangement: 
1. Open circuit 
2. Closed circuit 
. Classification by function: 
1, General aerodynamic 
2. Propulsion 
8. Icing 
4. Free flight 
5. Parachute 


6. Gust 
The above classifications are not mutually exclusive, i. e., a tunnel may occupy 


several of the classifications at once. Thus a tunnel may be supersonic, con- 
tinuous flow, closed circuit, and may operate at less than atmospheric pressure. 
Detailed discussion of many of these classifications is contained in appendix A. 

Nonphysical characteristics which may distinguish a tunnel as being more use- 
ful or capable than its apparent duplicate include the training and experience of 
its operating staff and the operating methods employed. 

It must be understood that only unwarranted duplication is undesirable. 
Groups of similar tunnels have been built in response to an overwhelming 
demand for testing time such as occurred during and after World War II. 
Whether such demand will continue indefinitely is unpredictable; continual 
review must be undertaken to determine whether the need or urgency has passed 
permitting a decision either to shut down or curtail the operations of some 
tunnels of a particular class. To prevent possible unwarranted duplication in 
the future, it is necessary that current requests for facilities be reviewed in 
light of current requirements and everchanging related circumstances. For 
example, a significant number of transonic and hypersonic tunnels are now 
under construction or planned for the near future; adequate study of the situa- 
tion today might prevent needless duplication and waste in the future. 


Utilization of facilities 

The extent to which a wind tunnel can be operated is determined primarily by 
physical circumstances. Aside from a limitation of funds, the utilization of a 
wind tunnel may be limited by civic objections to the noise created by tunnel 
operation, the fact that it may share its air supply or drive-control system with 
another facility, the capacity of its air-dryer system, and, as previously indicated, 
the availability of professional personnel and the cost of power. 

At one time civic objection presented a very real problem to the operation of 
one of the larger tunnels at the NACA-Lewis Laboratory near Cleveland, Ohio, 
and NACA was compelled to spend a considerable amount of money to muffle the 
noise. This same problem has also caused some concern at JPL in Pasadena, 
Calif. 

In consideration of lower construction costs, some tunnels requiring similar 
air supply systems, or components thereof, are so constructed as to afford common 
use of this element sharing it according to demand for the respective facilities. 
The two or more test circuits sharing any such common element usually cannot 
be operated simultaneously. This obviously restricts the extent to which any 
such facility can be run, and in some cases it can be a serious limitation. This is 
illustrated in the case of the WADC 10-foot transonic and 20-foot subsonic tun- 
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nels which share a drive-control system. The total available testing time in the 
10-foot tunnel is being significantly curtailed at a time when demand for tran- 
sonic testing is high and demand for subsonic testing is relatively low. (See pp. 
3 and 4, classified section.) 

In supersonic tunnels it is necessary to use dry air because condensation would 
otherwise occur. In a closed-circuit tunnel air drying is not a major problem 
because the air, once dried, is recirculated. But in an open-circuit tunnel, fresh 
air is continuously drawn through the air-drying system which in a short time 
becomes saturated. The air dryer must then be reactivated before the tunnel 
can be used again. This is a slow and time-consuming process which limits the 
number of hours the open-circuit tunnel can be operated. It is a factor that 
limits the running time of the Lewis Laboratory 8- by 6-foot propulsion tunnel 
and will limit the 16- by 10-foot propulsion tunnel; increasing the dryer capacity 
of these two tunnels at considerable cost would diminish the limitation but 
would not eliminate it. In the past, dryer reactivation has limited the running 
time of the JPL 12- and 20-inch tunnels which are being modified to alleviate 
this condition. 

With these physical limitations in mind, and remembering that limited person- 
nel or power will also affect the extent to which a tunnel can be operated, some 
discussion is in order on how the total staffed time of a wind tunnel is normally 
occupied, 

Division of tunnel use by activity.—The activities performed in the direct use 
of a wind tunnel can be divided into two broad categories: Test occupancy time 
and nonproductive time. “Time,” as here used, is related not to man-hours but 
to tunnel-hours, that is, the hours during which a tunnel is oceupied by staff 
netivity irrespective of the number of persons performing the activities re- 
ferred to. 

Occurancy time includes running (or fan) time and test setup and dismantling 
time. Ronning time is all time that air is flowing in the tunnel for the purpose 
of obtainine test data. Test setup and dismantling time includes setting up 
the model and test rig in the tunnel, adjusting and changing the flow conditions, 
model or model mountine during the test, and removing the model and test 
rig when the test is completed. 

Nonproductive time is that time devoted solely to tunnel calibration, main- 
tenance. repair, air-dryer reactivation, ete. Although these activities are neces- 
sarv adjuncts of wind-tunnel! onerations. thev do not contribute directly to the 
contret of tests es do the activities identified in occupancy time. 

When two or more activities that occupy the tunnel are performed concur- 
rentiv. the lense of time is considered as beine used for the more productive 
activity, For exomnle if maintenance is performed concurrently with test 
setiin work the time is charged to test setup; or if a tunnel is not running (idle) 
heeanse its comnenion is using a common element but concurrently maintenance 
work is heine nerformed, the time is considered nonproductive (maintenance) 
rather than idle time. 

Running time (to obtain data) is. of course, the objective of all the work 
performed in tunnel oneration: the relative prorortion of time that can be 
used for this purnose is therefore significant. It must be recognized, however, 
that the pronortion of running time attained will vary with the type of test 
being conducted. Except in those instances where only relatively few tests have 
been run Cnring a given year, it can be assumed that the variety of tests 
condreted will in total nresent a ressonah'lv relinhle measure of the percentage 
of running time normally attainshle in a given tunnel. 

\s in the ease of running time, the time devoted to test setup work will 
similarly varv with the test heine condneted. This variance is due primarily 
to the complexity of the model and the number of changes that must be made, 
the amount of automatic equipment available, and the quantity of data desired. 
These activities will increase the relative nmount of time devoted to test setup 
work and thus will decrease the proportion of running time. Again, however, 
unies relatively few tests have heen conducted over the course of a vear, the 
snm total of a variety of tests will present a reasonably reliable measure of 
provortions of time. 

Nearly every new wind tunnel is subject to a shakedown period of from several 
months to a year, during which time a large pronortion of effort is devoted to 
calibration and adjustment. Productive activity is not undertaken before the 
tunnel onerators have determined the degree of aceuracy attainable and cor- 
rection factors have been established. Following the calibration period, non- 
productive time should be at a minimum increasing as age and wear require 
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more and more maintenance and repair. As a practical matter, wind-tunnel 
operators generally perform nonproductive work only as absolutely necessary 
or as it can be done without interference with the productive activities. In 
those instances where the requirements for a class of tunnels or for an individual 
tunnel are diminishing, it is possible that the proportion of time devoted to these 
nonproductive activities will increase. 

We requested time breakdowns of all major Government-owned wind tunnels 
on the basis described. Unfortunately there appears to be some differences of 
definition and interpretation, even after personal discussions with the operating 
personnel who compiled the information on the basis of tunnel records or logs. 
After eliminating some extreme figures, which we have assumed were due to 
variations of definition or interpretation, an examination of the statistics on 
activities based on past experience gives some indication of how tunnel time 
is used. 

The averages for tunnels used for general aerodynainic testing are 28 percent 
running time, 63 percent test setup and dismantling time, and 9 percent non- 
productive time. The latter figures do not include transonic and hypersonic 
tunnels, since both these classes have not had adequate experience on which to 
base computations. The 2 propulsion wind tunnels at the NACA-Lewis lab- 
oratory average 12 percent running time, 80 percent test setup and dismantling 
time, and 8 percent nonproductive time. A lower proportion of running time 
can be expected in propulsion testing because the complications of operating 
the propulsion test unit are superimposed upon those of operating the tunnel. 
Fuel must be piped to the unit regulating and control systems, instrumentation 
must be installed and checked and, in closed-circuit tunnels, a scavenging 
system must be connected to the test unit exhaust. 

Conclusions should not be drawn as to the effective utilization of those facili- 
ties whose time breakdowns represent extreme variations from the averages 
presented, Before any such breakdown can be conclusively relied upon, activi 
ties must first be uniformly classified, definitions established, and records main- 
tained accordingly. This should he done also for convenient reference in every- 
day operation. It is common practice to maintain rather detailed tunnel logs, 
so there appears to be no sound reason why those logs cannot be maintained in a 
manner to make readily available an analysis of activities properly classified. 
This information would prove invaluable to a conscientious management in its 
efforts to improve the utilization of facilities. 

With a working knowledge of physical and economic limitations, and of the 
activities that engage the time of wind tunnels, it is perhaps obvious that all 
wind tunnels cannot be operated at what would appear to be maximum capacity. 

Marimum versus optimum use.—Maximum use represents around-the-clock 
operation and staffing for all the activities directly related to the conduct of 
wind-tunnel testing. It was explained in the two preceding sections that it is 
impossible—short of prohibitive expenditures—to operate some tunnels on this 
basis. It is also doubtful that 3-shift operation is relatively as efficient as 
1- or 2-shift operation. Only those facilities having urgent and heavy work- 
loads are operated on this basis. Three-shift operation may be justified on the 
basis that the high costs of constructing additional facilities (to absorb part of 
the heavy workload) can be relatively greater than the cost of a less-efficient 
three-shift operation. 

Optimum use, on the other hand, seeks to establish a proper balance between 
testing time and the cost of producing testing time—to reach, but not to exceed, 
the point of diminishing return. The conditions under which each tunnel is 
operated determine where this point will be reached. Such limitations as man- 
power, human factors, power rates and requirements enter into this determina- 
tion. As a rule-of-thumb, assuming normal requirements, a one-shift operation 
with allowance for off-shift maintenance and test-setup work can be considered 
optimum usage. This off-shift activity usually requires the use of fewer man- 
hours than the operating shift. The necessary maintenance and _ test-setup 
work performed by the off-shift crew enables proportionately greater productive 
utilization of the facility and of the operating-shift personnel. In some in- 
stances where tunnels are physically or economically limited to less than one-shift 
running time, optimum usage is attained by shifting operating crews from one 
tunnel to another while test-setup work is being performed in an alternate 
tunnel. In this case, provision for off-shift effort is not normally required to 
attain optimum utilization. 

With more urgent requirements for testing time in a particular tyne of 
tunnel, optimum use in that class seems to be a two-shift operation with allow- 
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ance for off-shift maintenance and test setup work. It is generally agreed 
that the cost of 2-shift operation is significantly less than twice the cost of 
l-shift operation. It would thus be assumed that 3-shift operation would simi- 
larly be less than 8 times the cost of operating 1 shift. The degree of produc- 
tivity on the 1- or 2-shift operation, however, cannot be maintained on a 3-shift 
basis, since no benefit from the off-shift provision can be experienced, Another 
consideration is that maximum utilization may produce reams of raw data that 
will serve no useful purpose unless there are sufficient scientists and engineers 
to analyze and present this information. 

It appears from the preceding discussion that where several tunnels of a 
particular class are operating only 1 shift each, some of these tunnels should 
be closed and their workloads transferred to similar tunnels to be operated on 
a 2-shift basis. This is a debatable conclusion; other factors must be con- 
sidered before a decision is made. Insofar as the retired tunnel is concerned, 
theoretically the demand charge would be completely eliminated. Therefore, 
power costs would be reduced, since the demand charge in the tunnel to which 
the workload is shifted will not vary with the number of operating shifts. 
(See p. 48.) Direct salary costs would not be expected to increase propor- 
tionately, and all overhead rates would be reduced because the base of distri- 
bution would be broadened disproportionately with any increased variable over- 
nead costs. However, this argument overlooks the fixed overhead cost of a 
retired facility. Depreciation continues with or without use, and it is unlikely 
rhat the idle facility could be disposed of, if at all, at a price sufficient to recover 
its remaining value. It overlooks the problem of securing qualified technical 
personnel which would be made more acute by nightshift operation. And, 
finally, the reduction of the number of operating tunnels resulting from such 
consolidation would decrease the diversity needed in an intelligent selection of 
the most suitable tunnel for a given test. 

It can be concluded that if technological obsolescence occurs, or if the overall 
demand for testing time for a given type of tunnel drops below the supply 
provided by one-shift operation, then the less efficient tunnels should be retired 
and workloads consolidated. It can be further concluded that two-shift opera- 
tion should be employed to practical limits in meeting requirements before new 
wind-tunnel construction is considered. In fact, optimum utilization would 
seem to require a slightly greater demand for testing time than is available 
in existing tunnels of a given class. In terms of economy, it is more desirable 
to keep a few tests waiting than to have a tunnel standing idle for want 
of tests. 

Interagency use of tunnels.—In an attempt to determine whether wind tunnels 
owned and operated by one Government agency are made available to and used 
by other agencies, the division of occupancy time between agencies during fiscal 
year 1958 was obtained for all major Government-owned wind tunnels. Analysis 
indicates that the owner-agency does usually obtain a majority of the time 
in each of its facilities—a natural consequence of ownership and convenience. 
With only one exception, the tunnels at each installation have been occupied 
in varying degrees by other than the owner-agency. The tabular presentation 
in appendix E (see p. 101) best illustrates this distribution of use. Whether 
the distribution of use between agencies is equitable depends on the importance 
of the work performed in each facility by the owner-agency. We are in no 
position to evaluate the need for or the significance of wind-tunnel experi- 
ments. No indications of dissatisfaction with the distribution of interagency 
tunnel usage have come to our attention. 

* * ~ * * * o 

The mere existence of a wind tunnel does not, per se, demand its use at 
optimum or maximum capacity. Some unique wind tunnels may be justified 
on the basis of a technological or special need without concurrent requirement 
for full-time operation or staffing. Before a tunnel can be justifiably staffed 
or operated on any basis, however, there must be a genuine requirement for 
testing time in that class of tunnel which cannot be satisfactorily fulfilled 
otherwise. 

Operating efficiency 

Rating the efficiency of a wind-tunnel cperation involves a determination of 
the true value of the tunnel output (test results) compared to dollar input. The 
actual cost (dollar input) of conducting tests can be readily determined if reliable 
accounts of properly classified costs are maintained. But the real worth of test 
results is not measured by the number of dollars spent; qualitative value far 
outweighs any quantitative value which may be assigned. Similarly, the number 
of tests completed and the speed with which they are accomplished are far less 
important than the usefulness and dependability of the data developed. The 
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‘ 
operation that turns out one good report may be more efficient than the one that 
turns out a dozen less useful documents in the same period of time and at the 
same overall cost. Thus there is no single numerical factor for measuring the 
efficiency of tunnel operations. 

The users of tunnels are undoubtedly in the best position to express opinions 
as to the effectiveness of tunnel operations. In the selection of a tunnel for 
a given test (assuming the privilege of selection), the potential user is interested 
primarily in the reliability of test results. If his experience, or the experience of 
others, indicates that certain tunnels will not produce reliable data, he will use 
them only if compelled to. Other factors he will consider are: availability, spe- 
cial mounting systems and other physical attributes, costs (to the extent occu- 
pancy fees are charged), expediency of preparing for and setting up tests, prompt- 
ness in reporting test results, familiarity with the tunnels and their personnel, 
and staff competency. 

The limited number of opinions received from industry users were not critical 
of the technical efficiency, as such, of Government-operated tunnels but em- 
phasized the feeling that more freedom should be permitted the user in estab- 
lishing test programs. There were, in addition, some indications that test re- 
sults were not made available as expeditiously as desired. 

Another factor that can be used in measuring relative tunnel efficiency is the 
proportion of time and effort devoted to the several activities involved in tunnel 
operation. This factor of utilization is discussed on page 880, Interrelated with 
utilization is the relative cost of operation which will be discussed in the suc- 
ceeding section. 

We believe that a group of qualified technicians (see p. 885) can obtain and 
evaluate the opinions and reactions of the users of the individual tunnels in a 
given class, and then determine the relative efliciency of the tunnels in the class 
on the basis of relative cost, utilization, and user opinion. The ratings arrived 
at, if made common knowledge to the operators and users, will serve two imme- 
diate purposes: (1) The operators of less favorably graded tunnels will be in- 
clined to institute remedial action to improve operational efficiency and effec- 
tiveness, and (2) the potential users will have a guide to future actions in select- 
ing tunnels to be used as testing media. It can be seen that an additional pur- 
pose will be served : The less efficient tunnels will either fall into disuse in periods 
of slack requirements, or will be closed by deliberate action under similar cir- 
cumstances. 

From our limited observation it appears that, while the opinions of engineers 
and scientists may vary as to the degree of effectiveness attained in the various 
Government installations, there are no indications of significant waste and in- 
efficiency. Impressions gained during the course of this study from industry 
and Government officials indicated that the qualitative end product of the wind 
tunnels is generally acceptable. 


Accounting for costs of operations 

Because of our experience in attempting to derive trustworthy and meaningful 
cost information, we have recommended that all agencies operating wind tunnels 
install and maintain integrated cost-accounting systems based upon uniform 
standards and concepts (see p. 867). Reports and analyses resulting from such 
a system would serve three important purposes: (1) As an invaluable aid to 
management, (2) as a basis for comparison of efficiency and for selection by 
potential users, and (3) as a sound basis for allocating costs to projects. 

1id to management.—Management of a research laboratory consists largely of 
knowing what is going on—both from an operating and a technical standpoint 
establishing policies and practices for the effective use of available resources, 
assuring, itself that its policies are being carried out, and evaluating results. 
From the operating standpoint, knowledge can be gained only by maintaining a 
completely current picture of the status of all financial and operating matters. 
A properly conceived system would provide fundamental and meaningful knowl- 
edge which would enable persons in authority to make better decisions concern- 
ing the effective use of resources—personnel, materials, equipment, power, and 
facilities. We do not believe such knowledge is generally available. The in- 
formation that would be obtained would be available for purposes of comparison 
with previous activity and would provide a basis for judgment and decision on 
future actions. 

We have found indications at contractor-operated facilities that cost-accounting 
systems and cost analyses are successfully utilized as aids to management without 
diminution of scientific effectiveness. 

Comparison and selection.—If reliable costs are available on a consistent basis, 
comparisons can be made between tunnels of similar characteristics and similar 
workloads and between the current and previous performance of a tunnel. A 
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spirit of cost consciousness and competition leading to economies would thus 
be fostered without infringing on the technical objectives of the scientist. 

Accurate and consistent costs would aid in the selection of the most appro- 
priate wind tunnel for a given project. Costs would serve as one important 
factor in any determination to curtail or close down the operations of one of a 
group of comparable tunnels should conditions warrant such action. Reliable 
historical information on the cost of operating wind tunnels will provide a better 
basis for estimating operating costs of a proposed facility. We do not suggest 
that costs should be the sole criterion for making decisions of a technical nature, 
but certainly they constitute an important consideration. 

illocation of costs —To provide proper knowledge and control of expenditures 
for any research, aircraft, or missile project, it is essential that each project bear 
ail costs—direct and indirect—incurred in pursuit of the project’s objectives. 
A proper allocation of such costs would depend on a cost-accounting system that 
provides a meaningful classification and reliable accumulation and recordation 
of activities and charges. 

The allocation of costs should apply whether the project is internally 
sponsored or requested by another agency or by industry. With respect to the 
external work, when interagency use of tunnels occurs in the military depart- 
ments, funds are now normally transferred from the benefiting agency to the 
operating agency to cover costs incurred by the latter. (No such transfer of 
funds, however, is required by NACA for use of its tunnels; all costs for de- 
velopment as well as research tests are charged to its own appropriations.) A 
sound cost-accounting system is a prerequisite for this practice of charging fees 
for tunnel use. 

Fee system.—The question cf charging fees for industry tests has arisen in 
connection with the policies established for controlling the operation of the uni- 
tary tunnels. Industry is supporting a fee system for all tests performed at its 
request whether the test is part of a military contract or proprietary work. 
NACA agrees that fees should be charged for proprietary tests, which represent 
only a relatively small percentage of total occupancy time, but opposes charging 
fees for any other tests. We have been informed that the Air Force concurs 
with NACA. NACA’s reasons for not adopting a fee system, and a letter of 
the Aircraft Incustries Association of America, Inc., requesting the NACA to 
reconsider its policy, are included in appendixes F and G. 

Consideration of the advantages or disadvantages in the adoption of a fee 
system was not made a part of our study. Although it appears that industry has 
advanced sound reasoning in support of its position, caution must be exercised 
in the use of such a system so as not to increase the Government’s costs. 
The proposed advisory group (see p. 885) might well undertake such a study 
with the cooperation of the agencies concerned. 

Operating costs.—TVhere is no evidence that any effective attempts have been 
made in past years to compare similar tunnels in terms of operating costs. 
There is, indeed, a lack of agreement among major wind-tunnel operators not 
only as to costs which should properly be included, but also as to the unit of 
work to which costs are to be applied for comparative purposes. 

Costs of operation, as used in this study, are divided into two categories. 
The first deals with personnel costs: the second with other direct and indirect 
costs. Personnel costs include the salaries and wages of those who operate the 
tunnel, install and remove models and test setup apparatus, reduce raw data 
to usable form, maintain and repair the tunnel, and at least a portion of the 
salaries of those involved in direct administration of tunnel operations. Other 
costs include additional direct charges, such as power, supplies, materials, and 
expendable equipment; and indirect charges, such as care of adjacent grounds, 
properly allocable portions of the cost of personnel administration, payroll and 
other fiscal costs, purchasing and supply activities, indirect administration, and 
similar overhead items. 

We requested operating cost statistics on the basis described, although some 
operators have argued that the entire processes of the research, development, or 
evaluation program and all associated activities should be charged to the cost 
of tunnel operation. This view cannot be accepted by an accountant nor should 
it be accepted by the management of an organization engaged in these activities. 
Rather, the cost of operating tunnels should be considered as one of several ele- 
ments of the total cost of accomplishing research, development, and evaluation 
programs. The cost of operating a tunnel for a particular test shou'd be 

considered as only one of several elements of cost chargeable to the project 
under which the test is performed. 

As previously noted (see p. 881), we requested and obtained detailed occupancy 
hour statistics on major wind tunnels. Our intention was to reduce the cost 
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information to an occupancy or running-hour cost, considering one or both of 
these as being appropriate units for comparison purposes in analyzing the cost 
of Government-owned wind tunnel operations. 

The statistics furnished to us are primarily estimates prepared by operating 
personnel; records are not maintained in a manner to make readily available 
the information requested. Although we did attempt to determine what activities 
were included in the costs submitted, we did not audit costs for accuracy. Specific 
amounts were questioned only when obviously in error or unusual. More detailed 
analysis and comparisons of the information reveal wide variations and dispari- 
ties which conipel us to conclude that usefulness of the information is severely 
limited. For these reasons we do not feel that meaningful comparisons could 
be made; any such attempt to compare the efficiency of tunnels on the basis of 
the information is probably indefensible. Some of the variations are undoubted 
ly attributable to misinterpretation of our requests; however, others are almost 
as surely due to varying degrees of operating efficiency or tunnel peculiarities. 
The reported annual operating costs of major wind tunnels are shown in exhibit 
1 in the classified supplement only to give some indication of their magnitude. 

There is evidence of a lack of meaningful accumulation and classification of 
costs in the internal records maintained. These are vitally important to effective 
internal management, as well as to full disclosure of the application of public 
funds. Cost accounting for wind tunnel operations should be extensively ex 
plored by a group of experts—scientists, engineers, and accountants cooperatively. 
The result should be a uniform approach to classifying and accumulating operat- 
ing costs, and personnel and tunnel activity information. 

It should be noted that funds are not appropriated specifically for wind tunnel 
operation nor are the amounts requested identified in the budget presentations 
as such. There is, in fact, little if any control over the amounts that can be 
expended for this purpose aside from agency limitations on component items 
such as power and personnel allocations, Proper classification and accumula- 
tion of cost information on laboratory and installation activities would provide 
a materially improved and simplified basis for preparing budget estimates for 
succeeding years. 

Depreciation.—Depreciation is not included as a charge at any Government 
laboratory. We believe, however, that depreciation of wind tunnel facilities and 
associated buildings and equipment should be computed on a sound and con 
sistent basis and should be taken into account in any determination of tunnel 
operating costs. The failure of Government laboratories to use a depreciation 
factor as a proper charge to tunnel occupancy leads to an unrealistic statement 
of costs. While it is true that depreciation is not normally estimated and ap- 
plied by Government activities, its use in establishing tunnel costs would be 
valuable. 

The purpose of depreciation accounting is to amortize the cost of a facility 
over its useful life, rather than burden the year (or years) during which con- 
struction occurs with the entire cost. Annual operating expenses should be 
charged with a pro rata share of the total facility construction cost ; all expenses 
should in turn be charged to the projects occupying tunnel time. To the extent 
that fees are to be charged for proprietary work in the unitary tunnels, inclusion 
of a charge for depreciation would enable the Government to recover at least 
a portion of the costs of construction and would place the operators of privately 
owned tunnels in a comparable competitive position. 


CONCLUSION 


Establishment of an advisory group 

At present the information required for intelligent and comprehensive con- 
sideration of the many problems and questions that continually arise in plan- 
ning, authorizing, funding, constructing, and operating wind tunnels does 
not always exist in readily available and reliable form. For example, there has 
been a dearth of information available to the Congress with respect to the 
balance between the supply of existing and anticipated wind tunnel testing 
time available in Government facilities and the projected demand for testing 
time in the several classes of tunnels. There has been no regularity or con- 
tinuity in the compilation of information of this nature although it has cur- 
rent and continual value to the Congress and to the agency heads in carrying 
out their responsibilities to the public. 

No single group or agency provides overall information with respect to the 
requirements for aerodynamic and associated facilities and for related research 
and development programs. In the consideration of appropriation requests for 
aeronautical research and development programs and for facility construction 
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and modifications, many questions arise that involve technical engineering and 
related problems. For this reason and because of the impact of the aeronautical 
research and development programs on our national security, the Congress is 
entitled to have at its command independent and impartial professional advice. 

The NACA, by statute (62 Stat. 266; 50 U. S. C. 151), has the mission to “super- 
vise and direct the scientific study of the problems of flight” and to “determine 
the problems which should be experimentally attacked.” Implementation of this 
mission would seem to involve supervision over the tools necessary to scientific 
study, among which are wind tunne|s. Such authority has never been asserted 
by the NACA. Its practical purpose today is not to provide the necessary 
correlation of all aeronautical research in the Nation—as was the apparent 
legislative intent—but rather to guide the destinies of its operating agency. It 
must be further pointed out that NACA has never been given the specifie con- 
gressional support that is probably required for the exercise of control over 
facilities not located at its own laboratories; it has not asked for such support 
and does not appear to be anxious to have subject responsibility. 

Had NACA exercised this supervision from the outset, it might well be in 
the position today of fulfilling indicated needs. But because of its substantial 
operating activity in its own laboratories, we believe that it would be difficult 
for it to make completely impartial and objective recommendations to the Con- 
gress—particularly in those instances in which its own laboratories are involved. 
Advisory group recommended 

The problems that are discussed in detail in this report, and in particular 
the general lack of information and coordinated action to cope with or resolve 
these problems, indicate a need for some form of centralization. We recommend 
therefore, that there be established an independent advisory group to— 

1. Primarily serve the Congress as a constant source of information and 
advice on the problems of planning, constructing and operating the technical 
facilities necessary for conducting aerodynamic and related propulsion and 
structural research and development. 

2. Review, coordinate, and make recommendations to the Congress with 
respect to all requests for major construction or modification of facilities 
to be used for conducting aerodynamic and related propulsion and structural 
research and development with consideration for the overall needs in rela- 
tion to economic and other factors. 

3. Render such assistance as may be requested by executive agencies 
involved and the aircraft industry. 

Composition of Advisory Group.—The advisory group should be relatively 
small, perhaps 12 to 15 permanent employees. It shouid be headed by 3 or 4 
professionally qualified engineers, and at least 1 individual professionally quali- 
fied in management dnd finance, such as it found in industrial controllership 
positions. The engineers should collectively possess experience and thorough 
knowledge in aerodynamic and related propulsion and structural research and 
development. The exact number and qualifications of the supporting staff should 
be determined by these top-level professionals, 

To be effective, the group must be completely divorced from the agencies 
involved in aeronautical research and development and entirely free from bias 
and external influences. 

The group should be granted the authority necessary to carry out the re- 
sponsibilities assigned to it, and to obtain the assistance and cooperation of 
agencies of the Government as required in the proper performance of its duties. 

Duties.—In discharging its responsibilities the group should: 

1. Have records on each significant facility including such information 
as its primary characteristics, capabilities, normal testing capacity, indica 
tions of reliability and efficiency, costs of construction and annual operation, 
usage, etc. 

2. Review the operations of the several types of facilities involved in order 
that terms and activities can be defined and classified for uniform use and 
application. 

3. Cooperate with the General Accounting Office, the Bureau of the Budg- 
et, and the agencies concerned in the development of uniform systems of 
accounting and budgetary presentations to provide reasonably accurate and 
meaningful information. 

4. Be available to assist the Congress and its committees in the review 
of the presentation of appropriation requests for all major facility con- 
struction and modification programs; ascertain the need therefor, and make 
recomendations to the Congress in this connection. 
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5. Review and report on the organization, operations, and procedures 
used at the various Government installations in the interests of achieving 
economical and effective use of facilities and personnel; recommend to the 
Congress and the agencies those improvements deemed desirable to con- 
current effectiveness and economy. 

6. Perform such other duties as may be specifically requested by the 
Congress. 

The group should in no way attempt to usurp or duplicate any of the statutory 
authority or functions of the various agencies involved in aeronautical research 
and development. Nor should the agencies be relieved of any of their re- 
sponsibilities because of the creation of the group. It is not to be considered 
as an operating agency. While it could be called upon from time to time to 
furnish advice and assistance to the agencies, such work should be incidental to 
its primary obligation to the Congress. 

Adoption of this plan of coordination, we believe, should make unnecessary a 
higher degree of control through a single administration directing the construc- 
tion, operation, and use of wind tunnels. 


APPENDIX A 
FUNDAMENTALS OF WIND TUNNELS AND THEIR OPERATION 
WIND TUNNEL DEFINED 


A wind tunnel is an apparatus used for aerodynamic and propulsion research, 
development, and evaluation of aircraft, guided missiles, projectiles, and bombs. 
A cutaway illustration of a supersonic wind tunnel is shown in figure 1 following 
page 23; those elements most common to wind tunnels are identified. 

The wind tunnel is defined as a testing facility with a precisely controllable, 
uniform airflow of known characteristics in which precision measurements of 
aerodynamic forces, moments, pressures, and changes of flow can be made for a 
body inserted into the flow. Its primary objective is to predict or reproduce 
the phenomena that occur in flight. Its great usefulness stems from the fact 
that test conditions can be closely regulated and the important variables can be 
independently controlled; these accomplishments are difficult, if not impossible, 
with other testing methods such as the free-flight method. 

In studying the effects of airflow around bodies, the principle has long been 
recognized that only the relative speed of body to air is important. Relative 
speed may be achieved by moving the body through still air, moving the air past a 
stationary body, or a combination of the two. In wind tunnels, a stationary 
model is normally mounted in the test section and the air is caused to flow past 
it by the use of propellers, compressors, or some other suitable means. 

Wind tunnels do not literally predict or reproduce all flight conditions simul- 
taneously with respect to size, speed, and other characteristics. It is therefore 
desirable to examine the conditions underlying the application of measurements 
made on a model in a wind tunnel to its full-scale prototype. 


MACH NUMBER 


The speed of the airflow relative to a body in flight or under test is an impor- 
tant factor in defining the forces and pressures exerted by the air on the body. 
Another important factor, the speed of propagation of a small pressure disturb- 
ance in or through the air, has a direct bearing on how a pressure change at one 
point on a body influences the pressure at all other points. This second factor 
is identical with the speed of sound since sound is transmitted by a series of 
small pressure disturbances. Fortunately it is possible to combine these two 
factors into a single factor known as Mach number which for many technical 
applications has a much greater significance than either factor alone. 

Mach number (M) is defined simply as the ratio of the velocity of airflow to 
the speed of sound. At the speed of sound M=1; at standard sea level conditions 
this is equivalent to about 760 miles per hour. Supersonic flow refers to Mach 
numbers greater than 1, subsonic to Mach numbers less than 1. In the vicinity 
of the speed of sound (M=0.8 to 1.2), substantial areas of both subsonic and 
supersonic flow exist. This Mach number range is usually referred to as the 
transonic range. At high supersonic speeds and low air densities, flow charac- 
teristics differ fundamentally from those at low supersonic speeds; therefore 
a distinction is made. High supersonic flows are usually referred to as 


hypersonic. 
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It should be noted that at supersonic speeds a pressure change (produced, for 
instance, by the deflection of a control surface at the rear of an airplane wing) 
cannot propagate forward against the superior stream velocity and cannot there- 
fore affect the flowing at the leading edge of the wing. In subsonic flow, how- 
ever, a pressure change at any point on a body affects the flow at all other 
points. Mach number, therefore, plays a fundamental role in identifying an 
operating speed in relation to the rate of pressure propagation and in iden- 
tifving the characteristics of airflow about a body. 

Since each of these speed ranges is associated with a different type of flow, 
it is necessary to employ wind tunnels in each range in the development of air- 
craft and missiles. For purposes of this study, tunnels are classified according 
to their maximum capabilities as follows: 


High subsonic By oe ee _. M=0.6 to 1.0. 
Transonic (if equipped with special throat) _____ ‘ M=0.8 to 1.2. 
Supersonic____- cs ee a -_. M=1.2 to 5.0. 
Hypersonic_________ eae Sd ae _._... M=5.0 and above. 


A given research or development project may require all classes of tunnels, 
since a body that is to fly at hypersonic speeds must be launched and pass 
through the lower speed ranges, and data obtained in one speed range does not 
apply to the other ranges. Indeed the low-speed launching and landing charac- 
teristics of a supersonic missile are often the more critical. 


Low subsonic___. _ M=0 to 0.6. 


REYNOLDS NUMBER 


The basic principle underlying all wind-tunnel testing is that data can be 
taken from a model in a wind tunnel and applied to its full-scale prototype. 
In order to fulfill this principle, both the model and the flow pattern around 
it must be geometrically similar to the prototype and its flow pattern. Simili- 
tude of the flow patterns requires first of all that the balance between the velox 
ity of flow and the speed of sound be the same in each flow pattern. This is 
accomplished by making the Mach number of the flow about the model equal 
to that of the prototype. This is not a sufficient condition, however, because 
it does not take into account the relative air densities, viscosities, or model and 
prototype cimensions. These factors can best be handled collectively in the form 
of a ratio. This ratio is known as Reynolds number (RN), which may be defined 
as follows: 

RN=""! 
u 
Where p=air density 
v=air velocity 
nw=air viscosity 
l=linear dimension (often the wind chord) 


Reynolds number may be given some physical significance by pointing out that 
it represents the ratio between pressure and frictional forces in the flow. 

For complete similitude it is necessary that both the Mach number and the 
Reynolds number of the flow about the model and prototype be equal. This is 
seldom possible in practice, so the engineer must content himself with values 
of M and RN for model and prototype which are individually as nearly equal 
as practicable. At low subsonic speeds, correspondence of Mach numbers between 
motel and prototype is relatively unimportant so long as both are low subsonic. 
At high subsonic and supersonic speeds, exact correspondence is important and 
can usually be achieved. Exact correspondence of Reynolds number between 
model and prototype, however, is more difficult to achieve and, fortunately, is not 
as important. Generally the Reynolds number of the prototype greatly exceeds 
that of the model, so the engineer obtains as high a test Reyonlds number as 
feasible and corrects for the difference. This technique is well established for 
low subsonie speeds, but is more questionable for transonic and supersonic testing, 
since less information is available on which to base correction procedures. 

High-test Reynolds numbers may be obtained by either increasing the product 
of air density, airspeed, and model scale, and/or by decreasing the viscosity. 
In most tunnels the viscosity cannot be changed materially and the model scale 
is limited by test-section dimensions. The velocity and density of the air remain 
as variables that can be controlled. Power requirements tend to limit velocity, 
since the amount of power required increases at a greater rate than increases 
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of velocity; for instance, doubling the velocity in the subsonic range results in 
increasing power about eight times. But in the transonic and supersonic ranges 
the rate of increase is even greater. As a rought yardstick, a 7-by-10-foot tunnel 
operating at atmospheric air density would require about 1,600 horsepower for 
a speed of 300 miles per hour, about 14,000 horse power for a speed of 700 miles 
per hour (near M=1), about 24,000 horsepower for M=1.2, and about 120,000 
horsepower for M=2. An increase in density, on the other hand, only results 
in a proportionate increase in power required, so it is more economical to increase 
Reynolds number by increasing air density. 


PRESSURIZED TUNNELS 


The advantage of higher Reynolds number to be gained for a given model size 
and test velocity by increasing air density has led to the construction of pres- 
surized tunnels. The advantage of higher Reynolds numbers thus obtained is 
offset to some extent by increased initial cost for air-compressing equipment and 
stronger construction. Tunnels of this type are useful not only for obtaining 
equality of Reynolds numbers but also in the compilation of data forming the 
basis for corrections to be applied to tests in low Reynolds number tunnels. 

Tunnels are sometimes designed and equipped for operation at pressures less 
than atmospheric to simulate altitude conditions and to reduce power consump- 
tion at given speeds. Usually a pressurized tunnel is operable at pressures both 
greater and less than atmospheric. Most subsonic tunnels are not pressurized 
an thus operate at atmospheric or near atmospheric pressure at the test section 
and are appropriately termed “atmospheric tunnels.” Mest supersonic tunnels 
are capable of being pressurized in some degree. 


FUNCTIONAL CLASSIFICATION 


Tunnels may be further classified according to function as general purpose or 
special purpose. General-purpose tunnels comprise the majority of operating 
tunnels that are suited to the investigation of the usual problems encountered 
in research and development on aireraft. Direct measurement of the forces and 
moments exerted by the air on a model may be made by sensitive weighing sys- 
tems. Pressures over any portion of the model may be measured with the aid 
of manometers and electrical indicators and recorders. 

Special-purpose tunnels include icing tunnels used to study the cause, effect, 
and methods of disposing of ice formation on aircraft; spin tunnels, to study 
the spinning characteristics of airplanes; free-flight tunnels (in which the model 
moves as well as the air) to study stability and controllability; and propulsion 
tunnels, to study the characteristics of propulsion devices with or without com- 
bustion. 

These categories are not individually exclusive in all cases. For instance, a 
tunnel might be constructed to accommodate the operation of a propulsion unit 
and still be adaptable to general-purpose testing. The tunnel, however, would 
be classed according to the specialized function for which it was constructed. 


INTERMITTENT AND CONTINUOUS TUNNELS 


In the supersonic and hypersonic tunnels, further, subclassifications are made 
on the basis of operating cycle into continuous-flow and intermittent-flow types. 
In the continuous-flow type, as in most subsonic and transonic tunnels, the air- 
flow is continuous according to the needs of the engineer. In the intermit- 
tent-flow tunnels, either high pressure air is stored and released to flow through 
the tunnel test section or a vacuum chamber (usually a sphere) is evacuated, a 
valve is then opened, and air from the atmosphere is sucked through the test sec- 
tion into the chamber. These intermittent-flow tunnels provide test periods 
varying from a few seconds to several minutes. Pumping periods for each run 
are usually of considerably longer duration. The test period is of sufficient dura- 
tion to take aerodynamic measurements, but the intermittent tunnel is more 
limited in its usefulness than the continuous tunnel. 


TEST SECTION SIZE 


The size of the test section usually represents a balance between cost and 
technical factors. From an operational standpoint a large test section is advan- 
tageous since it provides ready access and working space and permits the use of 
models of relatively large scale which are subject to higher aerodynamic loads in 
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the wind tunnel and produce higher Reynolds numbers. The higher loads on 
larger models can be measured more accurately than corresponding loads on 
smaller models. 

Minimum dimensions of supersonic models particularly are often dictated by 
the need for balance and pressure measuring devices within the model. The 
problem of having model supports of sufficient size to accommodate a multiplicity 
of pressure tubes and electrical wires and still provide necessary rigidity is an 
important limitation to the use of relatively small models. In many cases the 
cost of using a smaller model (and smaller tunnel) exceeds the cost of using a 
larger tunnel because of inefficient test procedures resulting from the small 
mounting supports. Smaller tunnel test sections, however, are acceptable and 
economically more desirable when Reynolds number effects and force and pres 
sure devices permit the use of a smaller model. 

In wind tunnels used primarily for propulsion testing, another factor influ 
ences the choice of test section size. It is difficult, if not impossible, to corre 
late the combustion processes in a scale model to those of the prototype. It is 
therefore necessary, if internal and external flows with combustion are to be 
studied simultaneously, to perform such tests with full scale units or components 
of units. This does not mean that it is always necessary to include wind tunnel 
tests in the development program of a propulsion unit, and the desirability should 
be weighed carefully against the total cost of constructing and operating the 
wind tunnel facility which will accommodate these large models. Useful data for 
propulsion development can be and is obtained through flight tests and by the 
use of other testing equipment such as those which simulate internal flow only. 

Tunnels in the subsonic speed range generally have test sections on the order 
of 7 by 10 feet rectangular to 12 feet diameter ; only 5 subsonic tunnels in opera- 
tion are larger. There are a number of smaller subsonic research tunnels that 
are of little significance costwise. Transonic tunnels are about the same general 
size due partly to the fact that many of them are modifications of former subsonic 
tunnels. Supersonic tunnels have test sections on the order of 16 to 24 inches 
square or smaller with only 3 tunnels of larger size in operation. Hypersonic 
tunnels that are now in operation are even smaller. 

The principal reason for the contrast in test section dimensions between sub- 
sonic and supersonic tunnels lies in the relative construction and operating costs 
Requiremets for greater horsepower, pressurization, etc., increase costs consid- 
erably in the supersonic tunnels. 


TYPES OF TEST SECTIONS 


Most tunnels have a fixed-test section which necessitates occupancy of the 
tunnel during the time-consuming process of installing the model and connecting 
the many pressure tubes and electrical wires that must be used for relaying and 
recording the measurements sought in the tunnel tests. A few tunnels have inter- 
changeable test sections in the form of test carts which enable the mounting or 
dismounting of one test setup while another test is being run. Still others 
employ an air supply common to 2 or more stationary test section circuits making 
it possible to set up a test in 1 circuit while the other circuit makes use 
of the air-supply system. A decision as to just which type of test section is the 
most economical must be made independently for each facility. 

In supersonic tunnels the test section is located at the downstream end of a 
specially shaped flow channel called the nozzle. The shape of the nozzle and 
the pressure ratio across the nozzle determine the velocity and characteristics 
of the airstream in the test section. This means that the nozzle of a supersonic 
tunnel must be designed for a specific Mach number; or the tunnel must be 
equipped with interchangeable nozzles each designed for a specific Mach number, 
or with a flexible wall (as illustrated in fig. 1) that can be adjusted to achieve 
any Mach number in a specified range. There are also peculiar characteristics 
in the nozzle of a transonic tunnel which are not discussed for security reasons. 


CLASSES OF TUNNEL TESTS 


Wind tunnels are versatile tools, capable of studying almost any problem 
arising from the relative movement of a body through the air. Wind loads on 
radar antennas, the performance of propellers, the drag of parachutes, and the 
stability of projectiles can all be invesiigated in addition to the more familiar 
problems associated with the flight characteristics of aircraft and missiles. All 
tests can be roughly categorized according to their primary objective as being 
either research, development, or evaluation, There are gray or overlapping areas 
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in these categories so that clearcut distinc) ions are not always possible. They 
can, however, be broadly characterized. 

A research test is aimed at a general understanding of fluid flow without refer- 
ence to a specific design. Research results establish underlying principles to 
advance the general state of the art, and to obtain fundamental information 
usable for new design and development, 

A development test is aimed at the design or improvement of a specific article. 
During the course of such a test, some theoretical and experimental effort may 
be expended to determine and remedy any deficiencies. Often production design 
and tooling for production of some components of the article are being accom- 
plished concurrently with the wind-tunnel test and therefore great urgency is 
placed on the interpretation and application of wind-tunnel data. 

The third class of test, known as evaluation, is the proof testing of a finished 
article to obtain its characteristics and to verify its conformance to specifica- 
tions. The volume of evaluation work involving the use of wind tunnels is much 
less than that of either research or development, 

It is clear that the foregoing categories overlap in some cases. Tor instance, 
a development test may show that a design is satisfactory and the wind-tunnel 
program may become an evaluation of the final design. Similarly a development 
test may go beyond/a specific modification of the object under study and data 
may be obtained onthe general characteristics of some feature of the model for 
later designs, thus ‘overlapping into the research category. Lowever, the pre- 
liminary authorization of a test and the limited time available in a tunnel 
usually confine a program to research, development, or evaluation. Wind 
tunnel facilities are not as a rule peculiarly and exclusively suited to only one 
class of test. But because staff members may be more experienced and proficient 
in one or the other, or because the tests assigned may be predominantly of a 
particular class, a tunnel may become known as a research or development 
tunnel. 

PRODUCT OF TUNNEL TESTS 


Literally, the product of wind-tunnel testing is raw data produced by force, 
moment, and pressure measuring devices. The raw data are reduced to usable 
form and analyzed and interpreted to predict or reproduce full-scale flight 
conditions. Finally, these data are presented in the form of a data report, an 
analytical report, or a theoretical report. Data reports are simply presentations 
of the data reduced to usable form with explanations of correction factors used 
and pointing up information important to an analysis of the data. An analytical 
report complements the data with additional computations and interpretations 
based on accepted formulae or theories. A theoretical report, associated with 
research rather than development or evaluation programs, attempts to con- 
tribute new theories, or extends or modifies existing theories. It may be sup- 
ported by wind-tunnel tests, though not necessarily. 


TEST PROCEDURE 


A wind-tunnel test has its beginning with the inception of a problem—be it a 
basic aerodynamic, specific design, or operational problem. The question must 
be examined, the results of past and current efforts must be determined, the 
approach to the problem must be conceived, tests and experiments must be con- 
ducted, and the data obtained from the tests must be analyzed and presented 
in a report. 

Assuming that’a wind-tunnel test is determined to be necessary in a given 
investigation, the information needed and the type of model to be used is visual- 
ized. Usually a particular tunnel, or at least a particular type of tunnel, is in 
mind by this time. Inasmuch as the tunnel to be used has a direct bearing on 
model dimensions and instrumentation, it is ascertained what satisfactory tunnel 
will be available for testing and when. The detailed design, construction, and 
instrumentation of the model are undertaken, and specific scheduling arrange- 
ments are made for use of the wind tunnel. 

Once the model is constructed and instrumented it must be prepared for 
mounting in the tunnel test section. This involves assembling, checking, and 
possibly modifying the model, and checking out and increasing or modifying the 
instrumentation as necessary. Mounting the model in the test section is mainly 
a matter of connecting the tubing and wiring from the model to the leads from 
from the instrument panels in the tunnel control room. There is, of course, a 
matter of precision involved in mounting the model on the support system. 
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Before making the actral test run the model and instrumentation are carefully 
checked to determine whether they can be expected to function properly. Usu 
ally a check run is made to assure that tunnel, model, instrumentation, ar 
equipment will produce desired and reliable results, 

\ test program is intended to investigate all normal or experimental configu 
rations of a model over a wide range of yaw’ and pitch? angles to the airstream 
at the simulated speeds to be stndied. Thus in the development of an airplane, 
for example, runs would be made with flaps and control surfaces deflected vari- 
ous degrees, landing gear up and down, slats extended and retracted, external 
stores (fuel tanks. armament, ete.) in place and removed, and with various 
modifications of tail surfaces, engine nacelles, and filleting between components. 
To study all combinations of all variables would result in an impractically large 
number of runs, so a selection of the more significant combinations is made 
which usually results in a test program of relatively few runs. A run usually 
is made at a fixed airstream speed with either the angle of attack or angle of 
yaw fixed and the other varied in small increments. 

Making changing in any of the variables requires making adjustments in the 
model, mounting, or flow characteristics. Some adjustments can be made by 
remote control but others must be made by shutting down the air supply, open- 
ing the test section and making the desired adiustments. The length of time 
required to perform a particular test will therefore vary with the tunnel used, 
the degree of detail in the model, and the number of adjustments required to 
obtain the desired information. 

The engineer responsible for the tunnel test observes closely the data taken 
from the instruments to determine their reasonableness. A running plot of the 
data may be made so that any uncertain points can be substantiated immediately 
by taking readings, or data points, at small increments above and below the 
uneertain ones. 

The raw data that represent the product of tunnel tests are reduced to usable 
form usually as the last step in the wind-tunnel operation. Some tunnels are 
equinped with automatic data recording and reducing devices which expedite 
making the information available to the engineer whose responsibility it is to 
analyze and interpret the information. At other tunnels the raw data are 
visually read from the measuring devices and laboriously recorded for later 
reduction. Most wind tunnels are equipped with some means of visually measur- 
ing and recording the airflow and the exerted forces, moments, and pressures, 

This function known as data reduction is not necessarily performed at the 
tunnel, but it is usually considered as a function of tunnel operations. There are 
those who will disagree with this view and whose practices do not recognize it, 
but for purnoses of this report it has been so considered. This position is taken 
largely because, as has been pointed out, some tunnels are equipped with auto- 
matic data reducing equipment, while in others the manual or semiautomatic 
equinment is ineluded and manned as a part of tunnel operations. Another 
justification for this point of view is the fact that the raw data would have 
limited usefulness if not reduced under the surveillance of persons intimately 
familiar with the test and the tunnel’s peculiarities. 

Sunplied with information from prior research, from perhaps a number of 
tunnel tests, and from other investigations, the engineer will analyze and inter- 
pret the information and present in report form his findings and conclusions 
regarding the problem undertaken for study. 

The preceding discussion is intended to portray, perhaps idealistically, a few 
of the major steps involved in obtaining wind-tunnel-test results. Some of the 
complex problems involved in the procedures are only tonched upon, some are 
oversimplified, and still others arise each time a test is run and must be resolved 
before successful results can be obtained. 


id 





1 Yaw: Deviation from the line of flight by angular motion about the vertical axis. 
2 Pitch : Deviation from the line of flight by angular motion about the lateral axis. 
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ApPpENDIX B 


Chronological history of wind tunnels owned and operated by or on behalf of the 
U7. S. Government (existent, under construction or planned as of Dec. 31, 1953) 


Sonic speed range 


Propul- | Special 
sion purpost 


Year available | ‘ Hich 


| 
sone sonic Sonic j 


cab. | Tran- | Super Hyper 


sonic 


1939 and prior 
194043 
14445 
O46 
1047 
1048 
Way 
1950 
1951 
Modification # 
1952 
Modification # 
1953 
Modification * 
1954 
1958 
Modification 3 
19456 
Modification 4 
1947 
1958 
Construction or 
deferred. 
Unknown (in use) 


Total 


High subsonic 
2 Supersoni 
? Tunnels removed from one class to another by reason of modification are indicated by 
fied tunnel is shown in its new class without parentheses 
4‘ Transonic 


APPENDIX C 


Wind tunnel installations owned and operated by or on behalf of the 
Government 


A bbrevia- 


tion Location 


Agency and installation 


Air Force (Al 

Arnold Engineering Development Center !~ AEDC Tullahoma, Tenn 

Wright Air Development Center WADC Dayton, Ohio 
Army Ordnance Corps (AO¢ 

Ballistics Research Laboratory - - % BRL Aberdeen, Md 

Jet Propulsion Laboratory '- - | JPL Pasadena, Calif 

Redstone Arsenal RA Huntsville, Ala 
Navy Pureau of Aeronautics (BuAer } 

David Taylor M odel Basin DTMB | Carderock, Md 

Naval Air Missile Test Center ! ia NAMTC... | Point Mugu, Calif 
Navy FPureau of Ordnance (BuOrd 

Na‘ al Ordnance Laboratory ae | NOL White Oak, Md 

Naval Supersonic Laboratory '-- SL Cambridge, Mass. 

Ordnance Aerophysics Laboratory !. - 4 | Daingerfield, Tex 
Navy Bureau of Personnel (BuPers): Naval Postgraduate School | NPS | Monterey, Calif 
Nation 1 Advisory Committee for Aeronautics (NACA 

Ames Aeronautical Laboratory AAL Moffett Field, Calif. 

Langley Aeronautical Laboratory | L | Langley Field, Va. 

Lewis Flight Propulsion Laboratory UFPL..._. | Cleveland, Ohio 
National] Bureau of Standards (NBS) ‘ ‘ | Washington, D. C 


1 Contractor operated. (See p. 35.) 
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APPENDIX E 







teragency use of major Government-owned wind tunnels during fiscal year 1958 
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Percentages of occupancy time used 
——__——_— Total 
Agency and installation | Army Navy Other | pancy 
Ord- | AF pean NACA| agen hours 
| nance | BuOrd | BuAer| ONR — 






———$_—____—_ 










Air Force: WADC....... | 27 70 3 3, 169 
Army Ordnance Corps: | 
_ |e ee : | 92 | 8 3, 260 
JPI A | 62 38 s, 568 
Navy, BuAer: | | 
DTMB | 6 80 5 a 3, 844 
NAMTC..... 100 833 







Navy, BuOrd | 
NOL... | 2! 75 
NSL ) : 










otal occupancy hours in 
major Government wind 
tunnels_. 


Percentage of total..... y 23 









wn ‘ , 72,714 
10 52 1 100 





Note.—With certain exceptions, tunn ls included have minimum annual operating costs of $250,000 or 
minimum construction costs of $1 million. 






NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS, 
Washington 25, D. C. 


PoLicy FOR OPERATION OF UNITARY WIND TUNNELS ON DEVELOPMENT AND TEST 
PROBLEMS OF INDUSTRY 


Re ee 


Approved by National Advisory Committee for Aeronautics May 6, 1953, on 
recommendation of NACA panel on research facilities 


: 

' Public Law 415, 8ist Congress, states in the section which authorized the con- 

; struction of unitary wind tunnels at NACA laboratories that: 

| “The facilities authorized by this section shall be operated and staffed by 
the committee but shall be available primarily to industry for testing ex- 


perimental models in connection with the development of aircraft and mis- 
siles. Such tests shall be scheduled and conducted in accordance with indus- 
try’s requirements and allocation of laboratory time shall be made in ac- 
cordance with the public interest, with proper emphasis upon the require- 
ments of each military service and due consideration of civilan needs.” 

The following policy recommended by the NACA panel on research facilities 
was adopted by the National Advisory Committee for Aeronautics at its meeting 
on May 6, 1953: 

1. The unitary wind tunnels shall be operated in the public interest with the 
desires and requirements of industry fully considered and their rights ade- 
quately protected. 

2. Development work shall be given first priority in these tunnels, but the 
NACA staff shall be given the necessary flexibility to permit utilization of the 
anitary wind tunnels and other NACA equipment for the greatest public good. 

3. Different treatment shall be given (a) company-financed proprietary devel- 
opment projects and (b) development projects of companies carried out under 
military contract. 

4. A fee covering total direct costs shall be charged for proprietary work 
(38a above). 

5. Propretary work shall be scheduled on a first-come-first-served basis, sub- 
ject to rules that safeguard against monopolization of wind tunnel time by any 
single company or group. 

6. A certain amount of time shall be reserved each year for proprietary testing, 
the amount to be determined by experience. Initially 60 days per year, or as 


45746—54- 57 
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much thereof as required, shall be allotted for proprietary testing for each 

unitary wind tunnel. 

7. No fee shall be charged for work on projects carried out under military 
contract (3b above). 

8 Scheduling of projects of companies having military contracts or letters 
of intent shall be carried out substantially as at present. All such projects 
shall be approved by 1 of 2 clearance panels before scheduling. The clearance 
panels shall consist of one representative each from the Air Force, Navy, and 
NACA, competent to determine military priorities in the use of NACA facilities. 
The existing panel shall be continued as the aerodynamics clearance panel and a 
second propulsion clearance panel shall be appointed. The routine scheduling 
of specific dates shall be done by the NACA staff. 

9. In all development testing, military and nonmilitary alike, the manufac- 
turer shall be given the greatest possible freedom within the objectives of the 
scheduled program to obtain the precise information he requires, to determine 
the sequence and number of test runs to be made, and to make modifications 
to the program arising from the results currently being obtained, subject only 
to requirements of safety and practicability and the total time assigned. 

10. In order to recommend to the executive committee of the NACA detailed 
rules and procedures within the preceding policy framework, a unitary com- 
mittee shall be established, composed of 7 members, 1 each from the Air Force, 
Navy, CAA. and NACA, and 3 from industry This composition is chosen to 
give industry a predominant voice as compared with any single Government 
agency but not over all Government agencies combined. When the rules and 
procedures have been recommended, the unitary committee shall meet only if 
and when there are new problems of an important nature to be considered. 
The members shall be so chosen that the committee will be competent to cover both 
aeredvnamie and propulsion wind tunnels. 

11. It is cons'dered desirable that the rules and procedures developed by 
NACA for operation of unitary wind tunnels be coordinated with corresponding 
ones of the military services so that the greatest practicable degree of uni- 
formityv is established in the methods and operations of tunnels throughout the 
unitary plan. It may even be expedient to utilize the same unitary committee 
and clearance panels. 

The report of the NACA facilities panel upon which the above policy is 
based was prepared following an all-day hearing at NACA headquarters on 
March 6, 1953. at which representatives of the aircraft industry and of the 
Air Force, Navy. and NACA presented their views to the panel and responded 
to questions The nanel members are: 

J. HI. Doolitt'e, chairman 

Rear Adm. Thomas S. Comhs, USN (represented at the hearing by Rear 
Adm. T.lovd Harrison, USN) 

Ronald M. Hazen 

Mai. Gen. Donald L. Putt, USAF 

Arthur EF. Ravmond 

Walter G. Whitman 

Theodore P. Wright 

The witnesses who apneared before the panel were: 

Huch L. Dryden (NACA) 

Col. F. AH. Wynn, USAF (Air Research and Development Command, 
USAF) 

F. A. Louden (Bureau of Aeronautics. USN) 

41m. DeWitt Ramsey, USN. retired (Aircraft Industries Association) 

Maj. Gen. E. M. Powers, USAF, retired (Curtiss-Wright Corp.) 

A. T. Colwell (Thompson Products. Ine.) 

©. L. Johnson (Lockheed Aircraft Corp.) 

Ralph 8. Damon (chairman, industry consulting committee, NACA) 

Kendall Perkins (McDonnell Aircraft Corp.) 

Robert L. Hall (Grumman Aircraft Engineering Corp.) 

John F. Victory served as secretary and recorded the proceedings. 

Comment is made on paragraph 7 of the policy. Even thought most of the 
industry representatives who were heard by the panel strongly supported a fee 
system for work on protects under military contract, the panel recommended 
against a fee for such work, and the NACA concurred, for the following reasons: 

(a) Since the cost of all investigations of this nature are paid for by the 
Government, there is no useful purpose to be served by requiring the company 


to pay a fee which the company in turn recaptures from the military service 
that has contracted for the development. 
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(b) Since by law fees from a nongovernmental agency are required to be 
deposited in the United States Treasury as miscellaneous receipts and are not 
ivailable for expenditure by NACA, the net result of a fee system for military 
contract work would be to reduce, at least by the amount of the fee, the funds 
available to the military services for research and development. This would 
not be in the public interest nor in the interest of any of the parties concerned, 
including industry. 

(c) The fee system for military contract work involves unnecessary book- 
keeping and overhead as the fee has no bearing on the scheduling or conduct of 
the investigation. The military services, the industry, and NACA would be 
involved in sizable estimating and accounting activities, quite unproductive 
and all definitely tending to increase the cost of aircraft and missiles fo the 
taxpayers. NACA keeps cost records on all projects and can supply such informa- 
tion when required. 

(d) The fee system would not adequately appraise the concurrent interests 
of the military services and the public in work done under military contract. 
Under the system adopted, these interests are recocnized in the determination of 
the amount of time to be allotted to any specific military project. Consideration 
is given to the program desired by the contractor, the priority attached to the 
project by the contracting agency, the programs of the other military services 
and of other contractors, existing data, and the ability of the equipment to 
provide the desired information. The interests of all parties involved are pro- 
tected by joint discussions in advance of scheduling. 


APPENDIX G 


AIRCRAFT INDUSTRIES ASSOCIATION, 
Washington 5, D. C., June 18, 1958. 
Dr. Huew L. DRYDEN, 
Director, National Advisory Committee for Aeronautics, 
Washington 25, D.C. 

Dear Dr. Dryden: This letter relates to a statement or “policy for operation 
of unitary wind tunnels on development and test problems of industry” which 
was approved by the National Advisory Committee for Aeronautics on May 6, 
1953. 

The aircraft industry has noted with great concern that feature of the policy 
which provides for operation of the facilities on a nonfee basis when Government 
contracts are involved. The industry holds strongly to its conviction that the 
position it has taken on this specific question is basically sound. Its recom- 
mendations submitted in the past which call for a fee system of operation have 
been reaffirmed by the industry and educational advisory board to the United 
States Air Force on the Arnold Engineering Development Center and by the 
Industry Consulting Committee to the NACA, 

Specific comments on the NACA policy report follow (p. 4 of the report) : 

(a) Contrary to the statement that no useful purpose would he served by re- 
quiring the payment of a fee for work on projects under military contract, the 
following purposes which are not only useful but fundamentally important would 
be served: 

(1) Would provide for proper accounting of development costs. 

(2) Would provide for most economical and efficient operation. 

(3) Would eliminate a very substantial amount of less important or com- 
pletely useless and expensive work. 

(4) Would provide for fair competition in industry. 

(5) Would encourage the acquisition of privately owned facilities and the 
existence and growth of competent integrated industrial organizations, not 
dependent on Government. 

(6) Would help remove the Government from competition with available 
non-Government laboratories and facilities. 

(7) Would eliminate the inability, inherent in the nonfee operation method, 
of the military services to judge the relative efficiency and competence of 
competing companies on developments. 

(b) This feature of the report covers the possible loss by the military services 
of a certain amount of development funds due to the fact that the fees would 
revert to the United States Treasury. As a practical matter, the amount in- 
volved would be an insignificant percentage of the actual military services’ ex- 
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penditures for all engineering research and development. However, there need 
be no arbitrary reductions if the Congress was informed of the objectives and 
advantages of the fee system. Many other Government departments do operate 
facilities and render services on a fee basis. 

(c) ‘The statement to the effect that the use of the fee system would require 
unnecessary bookkeeping and overhead is not understood. Industry and the 
military services are already completely equipped with the necessary facilities 
for bookkeeping and the possible additional amount involved for this one item 
is negligible. It is to be especially noted however that as the NACA does keep 
cost records on all projects, as stated in the last sentence of this paragraph, then 
no additional bookkeeping or overhead for accounting would be required under 
a fee system. This, then, would leave “estimating activities” as the only re- 
maining “unproductive” item tending to increase cost. The elimination of only 
one unimportant or useless project due to a proper. estimate of its probable 
cost would save enough money to pay for an effective accounting system for 
many years. 

(d) The statement that the fee system could not adequately appraise the con- 
current interests of the military services and the public in determining the 
amount of time to be allotted to any specific military project appears to be in 
conflict with the statement contained in (c) above which asserts that “the fee 
has no bearing on the scheduling or conduct of the investigation.” Elsewhere 
in the report (par. 8, p. 2) it is stated that all projects must have clearance 
from 1 of 2 panels competent to determine military priorities. It is therefore 
obvious that as far as the mechanics of operation are concerned, the amount of 
time allotted to any specific military project will be determined in exactly the 
same manner whether the system utilized is that of free service or a paid fee. 

If the discussion under (d) is meant to imply that the use of the fee system 
might reduce the length of time allotted for a certain project to less than that 
colsidered desirable, the correct answer is simply another argument for the 
fee system. If a project is worthwhile, its worth relative to less important ones 
will be correctly judged and the cost of doing it properly will be accepted. 

In the light of the foregoing, it is requested that the policy statement of the 
NACA of May 6 be reconsidered and that, in any case, implementing action be 
withheld until the results of studies now underway of Public Law 137, and 
other factors bearing on this question, are available. 

Sincerely yours, 
D. C. RAMSEY. 


Senator SarronsraLu. Are there any further comments from any 
of you gentlemen / 

The Chair will, at this point in the record, insert various corre- 
spondence received relating to an item of the Veterans’ Administra- 
tion. 

(he material referred to follows:) 


VETERANS’ ADMINISTRATION 


LONG BEACH HOSPITAL 
VETERANS’ ADMINISTRATION, 
Washington 25, D. C., March 17, 1954. 
Hon. JOHN PHILLIPS, 
House of Representatives, 
Washington, D.C. 


Dear Mr. Puitirps: The other day at our conference we discussed briefly 
the modernization requirement for the Veterans’ Administration hospital at 
Long Beach, Calif. The Administrator of Veterans Affairs and I recently 
visited this facility. We found it—as I knew it to be—a very splendid insti- 
tution and doing a magnificent job. However, it needs extensive alterations 
or Il might rather say, major modernization. 

When the main part of the hospital was built by the Navy, of permanent 
construction, two wings were sacrificed—as I was informed at that time—for 
reasons of economy. When World War II came upon us the hospital was not 
adequate to carry out its mission; therefore, extensive temporary construction 
of the cantonment type was built. Many of these buildings, like so much war 
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type construction have outlived their useful and anticiSated period and are 
a great expense to maintain and to meet adequate requirements. In the case 
of Long Beach, many of the wards—large wards—do not have adequate, ac- 
ceptable sanitary conveniences, because of the extensive nature of which and 
other wornout or obsolete structural deficiencies, corrective action cannot be 
taken on a piecemeal basis. The Administrator and I recognize the need to 
accomplish, at as early a date as possible, a program of modernization which 
will bring this very fine hospital up to a standard of physical plant facility 
to where it can carry out its full mission. 

The Long Beach hospital is caring for a very large clientele of veteran 
patients, providing a high standard of medical care, conducting one of the 
most impressive research programs in the Veterans’ Administration and com- 
bining importantly, and carrying out suecessfully, the third element of medical 
care—a highly essential training program for many categories of employees, 

The large veteran population in southern California, with a heavy concen- 
tration in and neighboring on Longe Beach, justifies the expenditure of the 
necessary funds to supplement the main section of the hospital with perma- 
nent construction. The Veterans’ Administration Hospital at Long Beach, 
ve feel, warrants high placement in priority for extensive modernization, 
among the many Veterans’ Administration medical facilities to which early 
attention must be given in the interest of preservation, safety, security, patient 
welfare, and adequacy as institutions of healing. 

Very sincerely, 
J. T. Boone, 
Vice Admiral (MC) United States Navy. Retired Chief Medical Director 








CALIFORNIA PARALYZED VETERANS ASSOCIATION, 
Long Beach, Calif., February 9, 1954 
Hon. JoHN PHILLIPS, 
Chairman, Subcommittee of Independent Offices Appropriation, 
House of Representatives, Washington 25, D. C. 

Dear Str: As president of the California Paralyzed Veterans Association com- 
prising over 800 members, I respectfully call to the attention of the members of 
the committee, the Members of Congress, and yourself to a pressing and vital 
need. 

Inasmuch as the present paraplegic section of Long Beach, California, Veter- 
rans Administration Hospital—the only paraplegic section west of the Missis- 
sippi—is housed in a temporary wing structure, it is the considered opinion of 
the California Paralyzed Veterans Association that sufficient appropriation 
should be made immediately for 

(1) Construction of a modern and permanent wing structure designed for 
the special care and convenience of paraplegic patients—bed and wheelchair. 

Comment.—The present wing is barracks type, wood construction, elevated 
off the ground 2 to 3 feet. The cold wind off the adjacent Pacific Ocean con- 
stantly blows under the building making it next to impossible to keep the floors 
warm. 

Moreover, the wind blows in around the windows. Consistent room tempera- 
ture is seldom maintained. At mealtimes when food is delivered to the wards, 
the heavy food carts cause a menacing vibration of the section through which 
they pass. 

(2) The latest scientific equipment for diagnoses and treatment of ailments 
come to paraplegia. 

Comment.—We feel the Veterans’ Administration is eminently qualified to 
make the necessary recommendations in keeping with the present high standards. 

(3) A full staff of doctors, nurses, and technicians. 

Comment.—The California PVA members have the highest regard for Dr. 
E. V. Edwards as hospital manager and Dr. Ernest Bors as chief of service. 
However they are handicapped by lack of professional and nonprofessional 
assistants. 

(4) Indoor temperature-regulated swimming pool. 

Comment.—At the present time the Long Beach Veterans Administration 
Hospital has an outdoor swimming pool, making its use restricted to summer 
months only. 

(5) Regulation-sized, fully equipped gymnasium with ample spectator space 
for such voluntary patient and team activity such as wheelchair basketball, 
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badminton, volley ball, archery, ete. The spectator space should be large 
enough for mass patient attendance at games whether played by patients or able- 
bodied athletes for the entertainment of hospital patients. 

Comment.—The present gym is housed in a converted ward of temporary 
wooden construction. By its limited size patient activity is restricted to weight 
lifting, parallel bars, and a punching bag. While this is sufficient for a limited 
phase of attempted rehabilitation, it is not large enough for any competitive 
sports activity nor does it provide spectator space. 

At the present time the recreation hall is being enlarged and will be completed 
about March 1954. It will not, however, be of sufficient size for competitive 
team play such as in a fast game of wheelchair or able-bodied basketball. More- 
over, it will not provide for spectator space of any consequence. As the area 
in the recreation hall intended to be used as the new gym will function as an 
all-purpose room for which such activities as movies, Red Cross parties, ete., 
it will not be at the voluntary disposal of patients. 

The attempted rehabilitation of any disabled person is twofold: First, mental, 
and secondly, physical. All disabled people, except those who have lost their 
incentive, seek only to again become participants with their fellow Americans 
driving down life’s highway. 

In many, many cases, lost incentive can be recaptured. As there lurks the 
spirit of competition in the heart of every young American, it only needs to be 
sparked. That spark, ofttimes, can be ignited when lost incentive patients see 
their fellow patients with greater handicaps and more severe injuries fighting 
back as in competitive sports, such as swimming, wheelchair basketball, bad- 
minton, volley ball, archery, etc. 

It is a personal challenge that seldom is ignored. 

Moreover, competitive sports accelerate the patient’s desire to overcome his 
handicap especially when he is afforded the opportunity to display his courage 
and progress before fellow patients. 

Applause is a matchless stimnulant—not forgetting the priceless benefits 
achieved in musculature stimulation that would never be gained through 
calisthenics or pulling weights. 

Every paraplegic will attest to that. 

In further support of our contention that the Long Beach Veterans’ Administra 
tion paraplegic service should be aceorded the same opportunities afforded in 
other Veterans’ Administration paraplegic centers, we respectfully submit an 
excerpt from Veterans’ Administration Technical Bulletin, T. B. 10-503, page 36, 
paragraph 5: 

“The importance of competitive games for physical and psychological re- 
habilitation of paraplegics must not be forgotten. These games maintain the 
musculature in good condition, improve coordination, and put to severe test the 
paraplegic’s ability to balance as in a fast basketball game conducted from 
wheelchairs.” 

“The mental goal achieved by such competition is a loss of self-consciousness 
and the gain of self-reliance. 

“It is medically desirable that tournaments be regularly arranged between the 
several paraplegic centers in the Veterans’ Administration.” 

As president of the California PVA, I have seen and personally felt the 
beneficial effect wheelchair basketball has on the morale and the physical well- 
being of paralyzed veterans. Our members feel that the successful rehabilitation 
of the severely disabled person is largely contingent upon the mental approach. 
Our self-consciousness has been greatly relieved by competitive performances 
before spectators. 

A paraplegic’s desire to compete in any competitive sport makes his mental 
and physical rehabilitation a voluntary pleasure. 

For the foregoing reasons the members of the California Paralyzed Veterans 
Association respectfully urge immediate appropriation of the necessary moneys 
to insure balanced hospital facilities at Long Beach Veterans’ Administration 
Hospital. 

Respectfully submitted. 


Raymonp C, Terry, 
President. 
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ADDITIONAL STATEMENT DictTATE) BY RAY Terry VIA TELEPHONE, Fesruary 10, 1954 





In May 1950, when the Birmingham Hospital was moved from Van Nuys to 
Long Beach, the Veterans’ Administration issued an offivial statement that: 

(1) The Bureau of the Budget had approved a $10 million construction pro- 
gram that would replace the temporary buildings at Long Beach. 

(2) That the transfer of the Long Beach Hospital from the Navy to the 
Veterans’ Administration as a class A medical facility was predicated and 
approved on the basis that these funds would be appropriated to complete the 
proposed construction. 

Subsequently, these funds were either impounded or canceled by action re- 
stricting hospital construction. 


HospIrTat, 
Long Beach, Calif., October 22, 1958. 
Hon. Crate Hosmer, 
House of Representatives, 
Washinaton, D. C. 

Dear Mr. Hosmer: Your letter of October 15, 1953, requesting a more detailed 
description of our hospital facilities arrived immediately following the departure 
of Dr. Fdwards on his vacation. He will be away for about 2 more weeks, and as 
you might want a reply earlier than that, we have assembled some additional 
information which we believe is of the type you desire. 

This hospital is classified as a general medical and surgical operation. The 
bed capacity is 1,600. The average employment is about 1,790 on the basis 
of current personnel ceilings. The payroll amounts to approximately $6,923,000 
per year. An additional allotment of about $2 million is expended for supplies, 
equipment, subsistence, and general operating materials, 

Enclosed you will find a plot plan of the hospital, which is located on approxi- 
mately 100 acres of improved land. The buildings contain approximately 856,- 
854 square feet of floor space. On the plan you will find a description of the 
buildings, showing their numbers and the purposes for which they are used. 
The information outlined below will make reference to these building numbers 
and descriptions. 

1. Building No. 1 is a 4-story and basement permanent type construction of 
reinforced concrete. The basement houses the central service, the morgue, and 
the bacteriology laboratory. This laboratory, incidentally, has been located 
in the basement because there is not sufficient space on the second floor of this 
building. All laboratory facilities should be in the same area. The first floor 
is used for administrative offices such as the manager’s office, office of chief, 
professional services, and chief nurse’s office. The reception and information 
desk is in the lobby. The ear, eye, nose, and throat clinic and surgical rooms, 
pharmacy, laboratory, and medical library are located on the second floor. The 
third floor contains space for X-ray, physical therapy, and general surgical oper- 
ating rooms, of which there are five. The operating rooms are entirely inade- 
quate for the volume of operations handled daily. The fourth floor contains 43 
beds which have been allotted for the treatment of female patients. 

2. Building No. 2 is a 2-story and basement structure. The patients’ clothing 
storeroom, orthopedic brace shop, and subsistence storeroom are located in the 
basement. The patients’ clothing storeroom is located at a considerable dis- 
tance from building 38 where patients are received and from the wards in the 
main building and from the wards in the temporary buildings, and this is a 
very inconvenient arrangement. The kitchen and dining rooms for patients 
and personnel are situated on the first floor. The second floor contains a the- 
ater for motion pictures and entertainments which can be attended by ambula- 
tory patients. It is to be noted that access to this floor would be inconvenient 
for wheelchair patients since there are only two elevators in the building, making 
necessary an additional recreation hall for wheelchair and bed patients, which 
is located in building No. 56. 

3. Buildings Nos. 3, 4. 5, and 6 are also permanent structures and except for 
the powerplant and laundry, are not what you would call of the critical cate- 
gory in connection with hospital operations. The laundry and powerplant are 
modern and adequate in all respects to provide service for our 1,600 beds. 

4. Buildings Nos, 7 and 8 are identical and are of permanent construction of 
reinforced concrete and steel of the same design and type as building No. 1. 
These buildings are connected to building No. 1 by permanent type corridors. 
These buildings house 255 patients. This makes a total of 298 beds situated 
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in permanent type construction at this hospital, leaving 1,302 patients housed 
in temporary and semipermanent type buildings. 

5. Buildings Nos. 16 through 23, which we commonly refer to as the W wards, 
house the clinical and X-ray facilities, plus 406 beds, for the exelusive treat 
ment of tuberculosis. These buildings are temporary type construction con 
nected by covered corridors. Building No. 16 houses the clinical and X-ray 
facilities for the tuberculosis service. The other buildings in this group are for 
patients. These buildings are supported by concrete columns and the opening 
between the building and the ground is not enclosed, leaving a space of about 
3 feet underneath each building. The walls are of plasterboard and are con 
stantly subject to repair because they are easily damaged. Each ward houses 
from 41 to 46 patients. The toilet facilities are located in a small offset fron 
the main ward and are generally inadequate for the needs of patients. The 
floors are uncovered wood. Since they have been in use for some years, thei 
appearance and condition are not good at the present time. 

6. Buildings Nos. 24 through 37 are commonly referred to as the E wards and 
are connected by covered ramps. The construction is of the same type and mate 
rials as the W wards group.These wards house 509 patients. In addition, you 
will note that we have a laboratory in building No. 31 and a chapel and the pa 
tients’ library in building No. 27. The patients’ library does not have adequate 
space for reading and relaxation as is found in the usual publie library and 
libraries in permanent type hospitals. The chapel is a more or less makeshift 
arrangement occupying part of the building in which the library is located. 

7. Buildings Nos. 57 through 70 are referred to as the N ward group. These 
buildings are of a slightly different type of construction than the E and W ward 
groups, being the same except that the exteriors are covered with painted stucco 
and the floors are covered with composition type material. Two hundred 
and nine paraplegic patients are housed in buildings Nos. 59, 60, 61, 62, and 63. 
Included in this group are about 80 quadriplegic patients who are completely 
paralyzed and depend on ward personnel for all of their needs. While we have 
exit ramps in the rear of these buildings the ever present danger of fire is a 
constant menace. We conduct periodie drills to evacuate these patients promptly 
and believe they could be evacuated in the event of fire on the basis of these 
drills, but their safety would denend to a large degree on the type of fire, the 
hour it occurred and the availability of personnel. Neuropsychiatric and neuro- 
logical patients are located in buildings Nos. 66, 67, 68, 69, and 70. There are 
168 beds available for these patients. These buildings are also of the same type 
construction as those of the paraplegia service described above. The same prob- 
lem with reference to evacuation is present in these wards because most neuro- 
logical patients are paralyzed and dependent upon others should it be necessary 
to evacuate them. 

8. Buildings Nos. 76 through 82, commonly referred to as the D ward group, 
are used almost exclusively for research laboratories except that 10 patients 
undergoing treatment with radioisotopes are located in building No. 77. These 
buildings are entirely adequate and satisfactory for current uses and would not 
require renlacement. 

9%. Building No. 38 contains our examining and treatment rooms, administrative 
offives and waiting rooms for the receiving and outpatient services. It should 
be noted that this building is not connected with any of the other hospital build 
ings. It is necessary to receive patients in this building and transport them in 
our own ambulances to the wards throughout the hospital. This operation in 
itself is a considerable problem and consumes many man-hours, not to mention 
the inconvenience to the patients who are referred from this building to various 
clinies throughout the hospital for treatment and examination. 

10. Building No. 56 was used as a ships store when these facilities were 
operated by the Navy. This building has been converted into a recreation hall 
for wheelchair and bed patients. This probably is a unique feature, but is 
required to be separate from the theater located in building No. 2 because of 
inadecuate elevator service and the distance which paraplegic patients would 
be required to travel for entertainment and recreation. This is another example 
of a situation which would be remedied if there were permanent structures and 
adequate elevators. 

Many problems are encountered in the operation of a hospital scattered over 
such a wide area. For instance, the transportation of food three times a dav 
between the dining room in building No. 2 and the wards on the N. W. and E 
ramps consumes much time and makes additional personnel necessary. We have 
two electric tractors which pull trains of food conveyors for this purpose, This 





operat 
the pa 
hospit: 
It ¥ 
tional 
In ad 
const! 
medic 
86, an 
It i 
give y 
of a 
prom) 


Hon. 
] 
DE 
hosp 
for a 
then 
4-1 
inde 
Di 
theil 
to ¢ 
inad 
toile 
acc 
clos 
I 
suffi 
of t 
con: 
T 
ing 
oth 
pre 
pro 
Thi 
be 1 
s 
hav 


He 


at 
th 
th 


re 
eu 


th 





; housed 


V wards, 
re treat 
ion co 
d X-ray 
pare fi 
opening 
f about 
ire col 
house 
et fro) 
s. TI 
'S, the 


rds and 
d mate 
on, you 
the pa 
lequate 
ry and 
keshift 


These 
y ward 
stuces 
andred 
nd 638 
Dletel) 
e have 
eis a 
mmptly 
these 

‘e, the 
neuro 
re are 
Pp type 

prob 

1euro 


‘SSary 


rroup, 
tients 
These 
d not 


ative 
10uld 
uild 
m in 
nm in 
ition 
‘ious 


vere 
hall 
it is 
e of 
ould 
nple 
and 


ver 
dav 
1E 
ave 


“his 


INDEPENDENT OFFICES APPROPRIATIONS, 1955 903 


operation no doubt could be made more efficient and operating cost be reduced if 
the patients were housed in a multistoried-type construction near the front of the 
hospital. ; 

It would appear that these temporary buildings could be eliminated if addi- 
tional wards were extended from the ramps similar in buildings Nos. 7 and 8. 
In addition to space for patients there would have to be incorporated in new 
construction a space for the receiving and outpatients services, the physical 
medicine and rehabilitation service activities located in buildings Nos. 84, 85, and 
86, and some other activities which are located in temporary type of construction. 

It is trusted the above information, together with the attached plot plan, will 
cive you a general idea of our operations. If you require additional information 
of a type other than that included we will make every effort to furnish it as 
promptly as possible. 

Very truly yours, 
T. L. Fow ter, 
Acting Manager. 


VETERANS’ ADMINISTRATION HOSPITAL, 
Long Beach, Calif., September 29, 1953. 
Hon. Crata HosMeEr, 
House of Representatives, Washington, D. C. 

Dear Mr. HosMer: I want to thank you for the interest you showed in our 
hospital during your visit last week. I have been the manager of this hospital 
for a great many years and you are the first Congressman who has spent more 
then 30 minutes visiting the hospital. The interest you displayed during your 
414-hour visit in inspecting the hospital and meeting patients and employees is, 
indeed, gratifying. 

During your visit I am sure you were able to see the temporary buildings and 
their construction ; the splintering oak floors; the dirty walls that we are unable 
to clean although they have been painted since our arrival 3 years ago; the 
inadequacy of the toilet facilities on wards with 45 to 50 patients and only 3 
toilets, 2 showers, and no tub; the cubicle arrangement which is necessary to 
accommodate the 1,600-patient load, causing crowded conditions with beds too 
close together for good sanitary and public-health operations. 

I think you also noticed the undersupports of the buildings, which are not 
sufficient, and have to be supplemented constantly to hold the very heavy traffic 
of this hospital. You also saw some of the holes in the walls of plasterboard 
construction, both inside and out, that require constant repair. 

The whole operation of the hospital in these temporary buildings is fast becom 
ing unsanitary and uneconomical with present personnel allowed. There are 
other things too numerous to mention which do not come to my mind at the 
present time which add to this poor operation. We at this hospital are very 
proud of the fact that we are giving high quality medical care to our veterans. 
This type of service cannot be continued long under present conditions and could 
be markedly increased with proper hospital facilities. 

Again let me thank you for your visit and the understanding that we feel you 
have of our situation. 

Yours very truly, 
E. V. Epwarps, M. D., Manager. 


UNITED STATES SENATE, 
Washington, D. C., May 8, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Independent Offices Subcommittee, 
Senate Appropriations Committee, Washington 25, D. C. 

De\R Lev: The need for immediate replacement of the temporary buildings 
at the Long Beach VA hospital has been called to my attention by veterans and 
their families, and I have called on the Administrator for a report. A copy of 
the letter just received from Mr. Higley is enclosed for your information. 

As you know, the Veterans’ Administration took over this installation very 
reluctantly from the Navy at the time President Truman effected large sweeping 
cutbacks in the hospital program. It has never been adequate or efficient for 
the paraplegics and iron-lung cases. The temporary buildings which house 1,340 
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patients were not designed or constructed for this specialized or for this longtime 
service. 

I will appreciate it very much if you will give whatever favorable considera- 
tion you can to the budget request for the initial work outlined by Administra- 
tor Higley, in connection with the 1955 fiseal year program. 

With best regards, I am, 

Sincerely yours, 


WILLIAM F. KNOWLAND. 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 


Washington 25, D. C., April 30, 1954. 
Hon. WILLIAM F.. KNOWLAND, 


United States Senatc, Washington 25, D. C. 
DeaR SENATOR KNOWLAND: This has further reference to your letter of April 7, 
1954, which was acknowledged by the Chief Medical Director on April 12, 1954, 
pertaining to the possibilities of getting a start on the program for providing 
permanent buildings at Long Beach, Calif., to replace the 1,340 beds now in in- 
adequate temporary structures, 

We have analyzed this problem and are of the opinion that the first phase, con- 
sisting of the construction of four wings or approximately 670 beds on the west 
side of the present permanent buildings can be developed within fiscal year 1955. 

To accomplish this, which is the minimum amount of work that could be done 
in a single phase, and to maintain the operation of a maximum number of beds, 
it is estimated that this work would cost approximately $8 million. Any lesser 
amount would leave a part of this unit unfinished and make it difficult to shift 
our operations from temporary to permanent buildings. 

With the consummation of this first phase, it is planned to follow up with 
the development of the second phase, which would provide for four wings on 
the east side comparable to the above with approximately 670 beds and such other 
alterations or adjustments to existing buildings to round out the entire program 
for replacement of the 1,340 temporarily housed beds. 

The correspondence forwarded with your letter 
requested. 

Sincerely yours, 


is herewith returned as 


H. V. Hietry, Administrator. 


Civit SERVICE COMMISSION 
INVESTIGATIONS UNDER EXECUTIVE ORDER 10422 


THE REPRESENTATIVE OF THE UNITED STATES 
OF AMERICA TO THE UNITED NATIONS, 


New York 16, N. Y., Aprit-22, 1954. 
Hon. STYLES BRIDGES, 


Chairman, Appropriations Committee, 
United States Senate, 

Deak STYLes: The purpose of this letter is to express my support of a request 
which has been made by the Civil Service Commission for $900,000 to finance 
investigations under Executive Order 10422 as amended during the fiscal year 
1955. 

The personnel program at the United Nations is well along and we have 
received good cooperation from both Secretaries General Lie and Hammarskjold. 
f the Civil Service Commission receives adequate funds, the investigations and 
the hearings on outstanding cases will be completed this year and the processing 
of new employees whose names may be submitted to us can be expedited. 

It seems vitally important that we should be assured at the earliest possible 
date that all of the United States nationals in the Secretariat are loyal United 
States citizens, and the only way we can be certain of this is to have the investi- 
gations finished promptly. 

We must also be able to give a prompt answer on their loyalty status in order 
to assure the appointment of United States nationals to the Secretariat. A 
delay in making such a response will result in the employment of other nationals 
with resulting damage to United States national interest. 
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Accordingly I hope that your committee will be able to give favorable consider- 
ation to this request from the Civil Service Commission, I believe full informa- 
tion on the program has been supplied by officials of the Civil Service Commis- 
sion. If, however, there is any information that I can supply I hope you will 
feel free to write me so that I can supply such information for the record, 

Sincerely yours, 
Henry Capor Lopes, Jr. 


a 


UNITED STATES CIVIL SERVICE COMMISSION, 
Washington 25, D. C., May 8, 1954. 
Hon. LEVERETT SALTONSTALL, 
United States Senate. 

Dear SENATOR SALTONSTALL: In response to your request I am submitting to 
you additional information and statistics concerning the United Nations loyalty 
program and the estimated cost of handling the cases which will be originated 
during fiscal 1955. 

Our testimony before your subcommittee concerning the cost of the program 
during the next fiscal year was based upon the expense incurred from the time 
of the commencement of the program in January 1953 through March 31, 1954. 
In that 15-month period the cases of approximately 4,800 employees and appli- 
cants for employment were submitted to the Federal Bureau of Investigation 
ind the Civil Service Commission by the State Department for processing under 
the Executive order. In the investigation and adjudication of those cases $1,- 
947,583 was spent or has been obligated. This averages out to $406 per case. 

From the information available to it, the State Department has estimated 
that approximately 3,000 cases will be submitted for processing during the next 
fiscal year. If the State Department estimate is correct and the average of $406 
per case Cannot be improved, the administration of the program during the next 
fiscal year will require approximately $1,200,000. The request for $900,000 sub- 
mitted to the Congress gives as much recognition as I believe safely can be given 
to the possibility that the State Department has overestimated the number of 
cases that will be originated or that the average cost will be less than our ex- 
perience has shown it to be. 

Certainly these figures demonstrate that the reduction to $400,000 voted by 
the House of Representatives would seriously cripple the administration of the 
program. That is a result which should be avoided and I hope therefore that 
your subcommittee will recommend the restoration of the full amount cut from 
the budget by the House. 

I should like to suggest that the $900,000 requested for the program could 
be made available without increasing the amount voted by the House of Repre- 
sentatives if a provision were written into the appropriation bill permitting the 
carryover to the next fiscal year of the unspent and unobligated balance which 
will remain at the close of the current fiscal year. That balance will approxi- 
mate $500,000. 

It should be emphasized that any serious impairment of efficiency in the proc- 
essing of these loyalty cases could return us to the deplorable situation to which 
reference was made at the hearing before your subcommittee. That was the 
situation that existed in 1953 during the early stages of the loyalty program in 
which United States citizens were refused employment by international organi- 
zations because of their own Government’s delay in issuing loyalty clearances. 

Ambassador Lodge and the other United States officials concerned with the 
problem have been working diligently to increase the number of United States 
citizens recruited for international employment. The Civil Service Commission, 
the Federal Bureau of Investigation, and the International Organizations Em- 
ployees Loyalty Board have substantially reduced the time lag between the 
initiation of the investigation and the conclusion of the loyalty determination. 
The State Department estimate that 3,000 cases will be originated during fiscal 
1955 is an encouraging indication that there will be an improvement in the rate 
of hiring of United States citizens. However, that improvement will not actually 
be realized unless the funds required for the administration of the loyalty pro- 
gram are made available. 

I trust that the foregoing is the information you require. If you or your sub- 
committee desire any additional information or any other details concerning 
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the administration of the program, IT am sure that Mr. Pierce J. Gerety, Chair- 

man of the International Organizations Employees Loyalty Board, who accom- 

panied me at the hearing, will be happy to meet with your subcommittee. 
Sincerely, 


PHILIP YounG, Chairman, 





INTERSTATE COMMERCE COMMISSION 


(See pp. 283-284) 
Aprit 20, 1954. 


Hon. LEVERETT SALTONSTALL, 


Chairman, Subcommittee of the Committee on Appropriations, 
United States Senate, Washington, D. O. 
(Attention: Senator Everett M. Dirksen.) 

My Dear SENATOR: In response to the request made by Senator Dirksen dur- 
ing my appearance before your committee on Friday, April 16, I am furnishing 
herewith additional information concerning the petition filed by the New York 
Central Railroad Co. requesting an investigation by the Commission on its own 
motion with respect to the sale by Alleghany Corp. of 104,854 shares of common 
stock of the Chesapeake & Ohio Railway Co. to Cyrus S. Eaton and the sale by 
the Chesapeake & Ohio Railway Co. and its wholly owned subsidiary. Western 
Pocahontas Corp., of 800,000 shares of common stock of the New York Central 
Railroad Co. to Clint W. Murchison and Sid W. Richardson. 

The above-mentioned petition, as supplemented, was denied by order of the 
Commission dated April 6, 1954. Prior to entering such order of denial the 
Commission through its representatives made an informal investigation into the 
matters involved. 

The investigation commenced on March 23, and was concluded on April 5, 
1954. It was conducted by Special Agents Murphy, Hartley, and Powers, of the 
Commission’s Bureau of Inquiry, under the direction of Director Walter and 
Attorney Hinely of that Bureau, and necessarily was limited in scope and detail 
by reason of the Commission’s desire to take prompt action on the petition in 
the premises. 

The investigation included interviews with officials of the Chesapeake & Ohio 
Railway Co., at Cleveland, Ohio, and examination of its minutes of meetings of 
board of directors, its accounting records, and its correspondence files; inter- 
views with officials of Alleghany Corp., at’ New York City, N. Y., and examina- 
tion of its comptroller’s files and records relative to its sale of Chesapeake & 
Ohio stock to Mr. Eaton, and also relative to loans made by Alleghany Corp. to 
Messrs. Murchison and Richardson in connection with their purchase of New 
York Central stock from Chesapeake & Ohio; and interview with officials of 
Bankers Trust Co. at New York City, and examination of its correspondence 
files and bank records relating to payments made to Chesapeake & Ohio of funds 
covering purchase of New York Central stock. Copies of the written reports 
submitted by the special agents reflecting results of their investigation are in- 
eluded in the material being enclosed herewith as identified below. 

I am enclosing herewith for your further information copies (mimeographed 
except as indicated) of the following material : 

(1) Copy of the New York Central's petition filed March 2, 1954. 

(2) Copy of supplement filed March 12, 1954, to the above petition. 

(3) Copy of joint memorandum-report by Special Agents Murphy and Hartley 
dated March 30, 1954, together with a copy of Director Walter’s transmittal 
memorandum of the same date to the Commission which notes that the ex- 
hibits to the report were not reproduced. 

(4) Copies (a) of Special Agent Powers’ memorandum-report-dated March 
31, (b) of Commissioner Knudson’s memorandum addressed to me dated 
April 1, containing certain suggested questions relating to the matter under 
consideration, and (¢c) of Special Agent Hartley's memorandum addressed to 
me dated April 2, 1954, containing responses to such questions, together with a 
copy of Director Walter's transmittal memorandum to the Commission dated 
April 5, 1954. 

(5) Copy of joint memorandum-report by Special Agents Murphy and Powers 
dated April 5, 1954. 

(6) Printed copy of Alleghany Corp.’s annual report to stockholders for the 
year ended December 31, 1953, but referring to certain occurrences since that 
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date, together with copy of an Alleghany Corp. press release dated April 4, 
1954, pertaining to certain changes through March 31, 194. 

(7) Copy of the Commission's order dated April 6, 1954, denying the New 
York Central's petition of March 2, as supplemented March 12, 1954, together 
with a copy of related press release dated April 7, 1954. 

I am also enclosing for your information mimeographed copies of petition 
of the New York Central Railroad Co. for a declaratory order, dated April 6, 
1954, and of supplement and amendment to that petition, dated April 13, 1954, 
copies of which have been filed with the Commission. 

I trust that the foregoing supplies the information desired by you. Iv I can 
be of further assistance please feel free to call upon me. 

Cordially, 
J. M. JoHnson, Chairman. 


Before the Interstate Commerce Commission 
PETITION FOR COMMISSION INVESTIGATION 


The New York Central Railroad Co. respectfully requests the Commission 
upon its own motion to institute an investigation into and concerning practices 
and transactions of Alleghany Corp. and the Chesapeake & Ohio Railway Co., 
or either of them, with respect to matters relating to the order of the Interstate 
Commerce Commission dated June 5, 1945, entered in finance docket No. 14692 

investigation docket No. 29085), and otherwise, including questions as to non 
compliance with the order and violations of the Interstate Commerce Act, and 
in support thereof respectfully states: 

1. Fhe New York Central Railroad Co. (hereinafter referred to as Central), 
a corporation organized and existing under the laws of the State of New York 
and other States, is a common carrier by railroad subject to the provisions of 
the Interstate Commerce Act. 

2. The order of the Commission dated June 5, 1945, granted to Alleghany 
Corp. the authority to control the Chesapeake & Ohio Railway Co. (hereinafter 
referred to as C. & O.) and its subsidiaries and affiliates, upon certain expressed 
conditions and requirements. The order of the Commission has not been 
vacated. 

3. Recent actions have been taken by Alleghany Corp., Robert R. Young, and 
Cc. & O. with regard to situations covered by said order of June 5, 1945, particu 
larly a series of transactions purporting to divest Alleghany of control of C. & O 
and to install Cyrus S. Eaton as successor to Alleghany and Young in C. & O. 
affairs. These actions are so obscure in the light of past history and so fraucht 
with the possibility of accomplishing indirectly that which cou'd not be accom 
plished directly as to require investigation by the Commission of the facts sui 
rounding these transactions in order to reach a conclusion as to their actual 
effect. Central had expected, as seemed reasonable in the light of an order 
which permitted such control subject to conditions, and in the light of the pro 
visions of the Interstate Commerce Act, that Alleghany, its chairman, Young, 
or C. & O. would have requested appropriate findings by the Commission as to 
whether the actions taken had been effective to divest Alleghany of such control. 
No such request has, however, been made. 

4. On February 25, 1954, came the announcement by C. & O. of a purported 
sale by it of 800,000 shares of stock of Central which had been deposited in 
trust with the Chase National Bank, pursuant to said order of June 5, 1945. 
This purported sale and the other recent actions referred to, in addition to re 
quiring investigation as to their actual effect and as to whether they include 
violations of the order, or of the Interstate Commerce Act, raise questions as to 
whether Central may properly take certain corporate actions or whether the 
taking of such actions would be in aid of violations of the Commission's order 
or of the Interstate Commerce Act. This Commission is the body having the 
necessary investigatory powers and jurisdiction in the premises to make an 
investigation of the kind necessary to determine the facts. 

5. Questions which we hereby request the Commission to investigate are: 

(I) Does Alleghany, directly or indirectly, continue to control C. & O. within 
the meaning of the word “control” as used in section 5 of the Interstate Com- 
merce Act? 

(II) Was the purported sale by C. & O. to Clinton W. Murchison and Sid W 
Richardson of the trusteed 800,000 shares of Central stock a sale made in such 
a manner and to such persons as to fail to comply with the requirements of th 











908 INDEPENDENT OFFICES APPROPRIATIONS, 1955 


trust agreement and therefore to fail to comply with condition (2) to the order 
of June 5, 1945? 
(III) Does Alleghany own or hold any voting stocks of carrier corporations 


which, under condition (2) to the order of June 5, 1945, should be placed in 
trust and which have not been so trusteed? 


I, ALLEGHANY CONTROL OF C, & O. 


Bearing on the question of continued control by Alleghany of C. & O. and il- 
lustrative of the uncertainty in this respect is the fact that the stock of C. & O. 
sold by Alleghany to Eaton on January 19, 1954, which was all of the C. & O 
stock that Alleghany then owned, amounted to little more than 1.8 percent of 
the total outstanding voting stock of C. & O. Nevertheless. certainly until 
such sale and the resignation of Young as a member and chairman of the C. & O. 
board, Alleghany was and considered itself to be in control of C. & O. Alle- 
ghany’s control of C. & O. was not then and in fact had not been for some time 
the result of the amount of the stock of C. & O. which it owned, but the result of 
other factors. Of these factors, the major ones we believe were the fact that 
the slate of directors nominated for election for each ensuing year by the then 
current Alleghany-controlled management was elected without contest, thus 
perpetuating Alleghany control, and the fact that Young was the dominating 
force in both companies. (Now Eaton, a business associate and ally of Young, 
is chairman of the board of C. & O.) Young had been for some time chairman 
of the board of each company. We are not familiar with the bylaws of Alle- 
ghany. The bylaws of C. & O., however, unusually, we believe, provide that the 
president shal be subject to the control of the chairman of the board. 

We have seen the letter of February 6, 1954, which has been sent to the 
Commission by counsel for C. & O. detailing the various actions other than the 
sale of C. & O. stock to Eaton and the resignation of Young and other directors, 
which are intended, we suppose, to give further support to the statement in 
earlier letters to the Commission that such control had been terminated or 
divested. However, these other actions such as the discontinuance of common 
offices, employees and facilities are we think results of, rather than elements of, 
control. 

More important inquiries bearing on determination of question (I) are: 

how many of the present directors were named by the last Alleghany- 
controlled board; 

who in addition to Eaton selected all or any of the new directors or partict- 
pated in their selection ; 

who chose Eaton to purchase the last C. & O. stock owned by Alleghany 
and to become chairman of the board of C. & O. with the president of 
©. & O. subject to his control; and 

who interested Eaton in C. & O. in the first place when he bought his first 
block of 100,000 shares of C. & O. stock from Alleghany? 

We are informed and believe that Eaton and Young have been business as- 
sociates and allies in many ventures. It would be imnortant to know in con- 
nection with the determination of question (1) whether Eaton’s advent in the 
Cc. & O. was accompanied by any informal understanding as to what would be 
done with regard to the 800,000 shares of Central stock owned by the C. & O. 
and trusteed with the Chase National Bank or that such stock would be dealt 
with to further Young’s ambitions in respect of Central. It would be important 
also to know, particularly in view of the purported sale of these 800,000 shares 
of Central stock, whether any understandings, informal or otherwise, have been 
reached or may exist between Young and Eaton as to concerted control of 
Cc. & O. and Central in the event that Young should get control of Central. 

The purported sale of these 800,000 shares to Murchison and Richardson at this 
particular time, in view of the statement by Eaton in January of this year just 
following his election as chairman of the board of C. & O. that C. & O. would 
continue to hold this stock and that the investment in Central had great pos- 
sibilities for the future, certainly leaves little doubt as to Young’s and Alleghany’s 
continued influence in C. & O. affairs and as to the fact that Eaton does Young’s 
bidding or that they are acting in concert. Eaton’s power over C, & O. affairs is 
demonstrated by the fact that the release of these shares under the sale provision 
of the trust agreement was requested prior to action by the board of directors 
of C. & O. in respect of the purported sale but pursuant to a certificate which 
must have recited that the shares “have been sold.” 
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Young, Alleghany and his associates are engaged in an effort to control Cen- 
tral and its subsidiaries and controlled companies. They are hoping to elect a 
Young-picked board of directors at the coming annual meeting of Central in May. 
In view of the fact that C. & O.’s bylaws make the president subject to the con- 
trol of the chairman of the board, it can be expected that, if Young has his way, 
Central’s bylaws will he amended so that he will be chairman of the board and 
so that the president of the company will be subject to Young’s control as such 
chairman, Young’s request that he and Kirby be made ‘lirectors of Central was 
packaged with a “must” that Yoang should be chairman of the board and later 
what this meant was made plain when he delivered to Central’s president a copy 
of the C. & O. bylaws with the statement that these would indicate the setup 
he had in mind on Central. 

C. & O. could have kept the Central stock and voted it itself had it been able 
to show to the Commission that Alleghany no longer controlled C, & O. and obtain 
a finding to that effect. Despite Faton’s statement as to the rreat possibilities of 
this investment, the stock was disposed of to two friends of Young and business 
associates of his and Alleghany. Murchison and his group have recently become 
coowners with Alleghany of Investors Diversified Services, Inc., and are engaged 
in several joint ventures with Allevhany and Young ftoth Murchison and 
Richardson are large owners of securities of Missouri Pacific Railroad Co., 
which for many years has been a major railroad interest of Young and Alleghany. 
There seems no doubt that Murchison and Richardson can be expected to become 
part of the Young group in Young's effort to control Central. 

Undoubtedly Murchison and Richardson have other business relationships, 
direct and indirect, with Alleghany and Young which the investigatory processes 
of the Commission would reveal. 

There can be no question but that the purported sale was intended to be of 
great advantage to Young in his ambitions as to Central. That Eaton took this 
action risking extensive criticism and litigation by C. & O. stockholders and heavy 
damages (and without previous hoard action) is conclusive of the fact that the 
relations between Young and Eaton in these matters go far beyond the bounds 
of mere friendship. 

The purported sale of this stock, coming at the time it did and in light of the 
circumstances surrounding it, entirely apart from anything else, constitutes good 
and sufficient reason for the Commission to doubt the divestment by Alleghany 
and Young of their control of C. & O. and for the Commission to investigate this 
question. 


Il, THE PURPORTED SALE OF THE TRUSTEED 800,000 SHARES 


The second question which should he investigated is whether the purported 
sale by C. & O. to Murchison and Richardson of the trusteed 800,000 shares of 
Central stock was made in such 2 manner and to such buyers as to fail to comply 
with the requirements of the trust agreement and, therefore, to fail to comply 
with condition (2) to the order of June 5, 1945. 

The placing of the 800,000 shares of Central stock under the trust agreement 
was in compliance with condition (2) to the order. Compliance or noncompliance 
with the provisions of the trust agreement is compliance or noncompliance with 
this condition to the order. 

The provisions of the trust agreement permitting a release of stock are as 
follows: 

“8. The trustee shall release any shares of stock from this agreement and shall 
transfer, assign and deliver them to the depositor thereof or upon its order 
promptly upon surrender of the voting trust certificates in respect of such stock 
duly endorsed, accompanied by a certificate requesting such release and certify- 
ing to one or more of the following: 

“(a) That the shares to be released have been sold to one or more persons 
not affiliated with Alleghany Corp. (a person affiliated with Alleghany Corp. shall 
be deemed to be any officer, director or employee of Alleghany Corp. or any firm 
or corporation in which Alleghany Corp. has any ownership interest directly 
or indirectly) ; 

“(b) That ratable distribution of such shares is about to be made by a depositor 
to any class or classes of its stockholders; or 

“(c) That an order has been made by the Interstate Commerce Commission 
approving the release of such shares for any reason whatsoever.” 
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Subparagraph (a) has to do with a sale of deposited stock. The trustee is, 


by the terms of the Trust Agreement, entitled to rely upon a certificate of C. & O 
requesting release of Central stock and certifying in the words of subparagraph 
(a) that it has been complied with. On the other hand, there would seem to be 
no doubt but that, if C. & O. in making a sale is to act in compliance with this 
condition and not in violation of the order, the facts must actually be in accor 
dance with the provisions of subparagraph (@). What we are seeking to have 
determined is whether the actual facts of the purported sale by C. & O. to Mur 
chison and Richardson conform to these provisions, or on the other hand are 

a noncompliance with this condition and thus a violation of the order. 

The only information which we have as to the manner in which the sale was 
made or the persons to whom it was made is—that a certificate complying with 
the provisions of the trust agreement as to the required contents of the certifi 
cate was delivered to the trustee on the afternoon of Tuesday, February 23, 1954 
that the stock certificates were delivered to the depositors, C. & O. and Western 
Pocahontas Corp., on that afternoon, that the board of directors of C. & O. ap- 
proved the purported sale on the following Thursday morning, February 25, 1954, 
and that at that time it was announced by C. & O. that the purchasers were Mur 
chison and Richardson. Presumably, the transaction was privately negotiated 
and not the subject of competitive bidding. 

The statements by C. & O. officers and by Young with respect to the sale have 
been meager. The response to inquiries of the press by Murchison and Richard 
son were also uninformative. 

No disclosure has been made, so far as Central knows or is informed, amony 
other undisclosed facts, as to 

(a) whether the purported sale was made for cash; 

(b) whether C. & O. disposed of the stock entirely or partly on credit and 
took notes or other evidences of indebtedness for the purchase price; 

(c) whether there is any pledge or other lien interest remaining in 
ce 

(d@) whether any part of any money paid for the stock was borrowed from 
Alleghany, which has advanced money in the past to Murchison and, we are 
informed, is at present a creditor of his, or from Young or others affiliated 
with them; and 

(e) whether the purported purchase was made by Murchison and Rich 
ardson with a guaranty from Young or Alleghany or others affiliated with 
them, against loss, a type of transaction which, we are informed, in the past 
has been entered into between Murchison and Alleghany, and which we 
believe still exists between them. 

As illustrative of the relevance of the foregoing inquiries, if C. & O. has sold 
to any extent upon credit and retains any lien interest in the stock either by 
direct lien or by agreement or in any other way, a serious question is raised as to 
whether the release was properly sought under the sale provisions of the trust 
agreement. 

Again, for instance if the transaction included a guaranty against loss given by 
Alleghany, Young, or persons affiliated with them, grave questions arise as to 
whether the purported sale has been made to persons not affiliated with Alle- 
ghany within the expressed language of subparagraph (a). The provisions of 
the agreement with respect to nonaffiliation of buyers with Alleghany were not, 
we should think, intended to be confined to bare legal title. 

We have no information as to whether or not Murchison or Richardson is an 
officer, director, or employee of any firm or corporation in which Alleghany has 
any ownership interest directly or indirectly. While it is perhaps possible for us 
to determine the directorship and officer question with respect to corporations or 
firms in which Alleghany has an ownership interest directly, it would take inves- 
tigatory powers such as those possessed by the Commission to adequately canvass 
the question of Alleghany’s indirect ownership interests. 

In addition to the foregoing questions as to the expressed terms of subpara 
graph (a) of the release provisions of the trust agreement, it seems indisputable 
that this provision would be construed to extend beyond its expressed words 
For example, if Young and Kirby retaining their ownership interest in Allechany 
but resigning as directors and officers of Alleghany had purchased this stock, 
it is impossible to believe that the sale would not have been considered by the 
Commission to have been in bad faith, a failure to comply with condition (a), and 
a violation of the order. We are informed that Murchison and Alleghany have 
been associated in many business transactions; and it seems to us likely that 
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investigation of the character which the Commission is able to conduct will show 
that they are associated in many other endeavors. We are convinced that the 
spirit of subparagraph (@) and therefore the spirit of condition (2) to the order 
were violated by the purported sale to persons so closely associated with Alle- 
ghany and Young. 

We have mentioned above only a few of the questions which we think bear upon 
whether or not the purported sale (1) was made in the manner intended by the 
provisions of the trust agreement and (2) was not made to an affiliate of Alle- 
gheny. Probably many others will occur to the Commission. 

We cannot leave this subject without referring to another aspect of the situa 
tion. As previously stated, according to our information the stock was released 
by the trustee and the certificate given by an officer of C. & O. on Tuesday after 
noon. The C. & O. board did not act until the following Thursday morning 
Despite the fact that by the terms of the trust agreement the certificate must say, 
and we presume that it did, that the shares to be released “have been sold to one 
or more persons * * *,” a spokesman for C. & O. Was quoted in the morning 
papers on Friday as stressing the fact that the sale had not been consummated 
until Thursday, following the board’s approval. 


Il, ALLEGHANY OWNERSHIP OF CARRIER STOCK NOT TRUSTEED 


The third question which should be investigated is whether Alleghany owns 
or holds any voting stocks of carrier corporations which, under condition (2) 
o the order, should be placed in trust and which have not been trusteed. 

This raises a question of interpretation which is important also in respect to 
the second question, namely, whether or not, even if it should be found by the 
Commission that Alleghany does not in fact control C. & O., the conditions to the 
order of June 5, 1945, are still in effect. If the conditions are conditions which 
attach to the authorization and not to the transaction, they would continue in 
effect so long as the authorization continues in effect, irrespecive of whether 
Alleghany still had control of C. & O. The authorization granted by the order 
is still in effect and if Alleghany no longer controls C. & O., it could again acquire 
control of C. & O. under the order without further Commission action. The 
question remains, however, as to whether the conditions are conditions which 
attach to the authorization or are conditions which attach to the transaction. 

Alleghany’s counsel has written the Commission a letter dated January 28, 
1954, in which the position is taken that since, as he assumes, control of C. & O. 
by Alleghany is terminated, the conditions to the order are no longer applicable.’ 
This letter is ended by a paragraph which states that this position “is not only 
sound but is also quite beyond the possibility of controversy or dissent.” Accord- 
ingly, if Alleghany, in the period since the steps were taken which it contends 
have terminated its control of C. & O., has acquired shares which fall within the 
scope of condition (2) to the order, it would seem likely that such shares have 
not been deposited in the trust. This would be true, we suppose, of any Central 
shares as well as those of any other carrier covered by condition (2). 

Young has made statements to the effect that Alleghany has acquired Central 
stock. Although he has been specific in his statements to the press as to the 
approximate number of Central shares which he and Kirby respectively own, 
he has, so far as we know, refrained from stating the number of shares owned 
by Alleghany. The stock records of Central show only 200 shares recorded 
in the name of Young and none in the name of Kirby or in the name of Al- 
leghany. This does not mean that Young’s statements as to the number of 
shares owned by him and Kirby are incorrect. These shares may be recorded 
in brokers’ names. 

6. Wherefore, petitioner respectfully requests the Commission (a) to insti 
tute an investigation as to each of the foregoing questions and as to any others 
which it may deem pertinent ; and that it make such interpretation or interpre 
tations of the order of June 5, 1945, in Finance Docket No. 14692 as may be 
necessary or appropriate in connection with any of such questions ; or 

1 Parenthetically, it should be noted that if counsel for Alleghany is correct in his 
interpretation of the law, then, with the disappearance of condition (1) to the order, it 
would seem that Alleghany now has the power to control the Pittston Co., and, through it, 
United States Trucking Corp., a common carrier subject to the Interstate Commerce Act 
This fact raises immediate problems as to the acquisition by Alleghany and persons con 
trolling or affiliated with it of control of another carrier, 
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(b) As to any of the questions which we have requested be inevstigated that, 
in the alternative, the Commission advise us that it is satisfied that the answer 
to such question is in the negative. 

Dated New York, N. Y., March 2, 1954. 

Respectfully submitted. 

Haroip H. McLean, 
General Counsel, the New York Central Railroad Co., New York, N. Y.., 
4{ttorney for Petitioner. 

Of counsel: 

Crauncey H. HANp, 
Dorr, HAnp & Dawson, New York, N. Y. 


Before the Interstate Commerce Commission 
SUPPLEMENT TO PETITION FOR COMMISSION INVESTIGATION 


The New York Central Railroad Co. (hereinafter referred to as Central) 
hereby respectfully requests the Commission to make such further investiga- 
tion, if any, as may be necessary to determine whether there is reason to believe 
that section 7 of the Clayton Antitrust Act has been and is being violated by 
the Chesapeake & Ohio Railway Co. (hereinafter referred to as C. & O.) by 
C. & O.’s acquisition of the previously trusteed 800,000 shares of Central stock, 
and if the Commission shall have reason to believe that said section 7 has been 
and is being violated, to take action in the premises as provided for in section 11 
of the Clayton Antitrust Act. 

This petition is made as a supplement to petition of Central, dated March 2, 
1954, requesting the Commission upon its own motion to institute an investiga- 
tion into and concerning practices and transactions of Alleghany Corp. and 
Cc. & O., or either of them, with respect to matters and questions relating to 
the order of the Interstate Commerce Commission dated June 5, 1945, entered 
in Finance Docket No. 14692 (Investigation Docket No. 29085), and otherwise. 

Petitioner respectfully states: 

1. As stated in said petition of March 2, 1954, the 800,000 shares of Central 
stock which had heen held by the Chase National Bank in trust under the Com- 


mission’s order of June 5, 1945, and which were purported to be sold to Clint W. 


Murchison and Sid W. Richardson for an aggregate purchase price of $20 
million were de'ivered on February 23. 1954, by the trustee to the depositor, 
Cc. & O. and its subsidiary Western Pocahontas Corp. 

2. Unon information and belief, such purported sale was not made for cash. 

3. Upon information and belief, a very substantial part of such purchase price 
remains unpaid. 

4. Upon information and belief, such shares have not been delivered to Messrs. 


Murchison and Richardson and are held in escrow to be delivered upon receipt 
of the remainder of the nurchase price. 


~ 


5. Central and C. & O. each is a corporation engaged in interstate commerce. 
6. There is extensive competition between Central and C. & O., as found by 
the Commission in the report rendered under date of May 10. 1948, in further 
proceedines in Finance Docket No. 14692, Chesapeake & O. Ry. Co. Purchase 
(271 I. C. C. 5. 38). 

7. Wherefore, your petitioner respectfully requests the Commission to make 
such further investivation, if anv, as may be necessary to determine whether 
there is reason to believe that section 7 of the Clayton Antitrust Act has been 
and is bein’ violated by C. & O.’s acquisition of the 800.000 shares of Central 
stock frem the trustee which held such shares pursuant to the Commission’s 
order of June 5, 1945, and if the Commission shall have reason to believe that 
said section 7 has heen and is being violated, to take action in the premises as 
provided for in section 11 of the Clayten Antitrust Act. 

Dated, New York, N. Y., March 12, 1954. 

Respectfully submitted. 

Harotp H. McLean, 

General Counsel, The New York Central Railroad Co. 
Crauncry H. Hann, 
Dorr, Hann & Dawson, 


Attorneys for Petitioner. 
New Yor* 6, N. Y. 
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BuREAU OF INQUIRY, 
March 30, 1954. 
Memorandum to the Commission: 

In accordance with the direction of Chairman Johnson contained in his memo- 
randum of this date, there is attached copy of report of Special Agents Murphy 
and Hartley of their inquiry into the facts surrounding the sale by Alleghany 
Corp. of 104,854 shares of Chesapeake & Ohio Railway common stock to Cyrus 8. 
Baton and the sale by Chesapeake & Ohio Railway Co. and its wholly owned 
subsidiary, Western Pocahontas Corp., of 800,000 shares of New York Central 
Railroad Co. common stock to Clint W. Murchison and Sid W. Richardson for 
$20 million. 

The exhibits to the report have not been reproduced but accompany the 
original report sent to Chairman Johnson. 

Respectfully submitted. 

A, Henry WALTER, Director. 


BUREAU OF INQUTRY, 
March 30, 1954. 
Subject: Sale by Chesapeake & Ohio Railway Co, of common stock of New York 
Central Railroad. 
Memorandum to Director Walter: 

Pursuant to your instructions, on March 23 and 24 at Cleveland, Ohio, and on 
March 25 and 26 at New York, N. Y., we conducted an inquiry relative to the 
recently reported sale by the Chesapeake & Ohio Railway of 800,000 shares of 
New York Central Railroad common stock to Clint W. Murchison and Sid W. 
Richardson of Dallas and Fort Worth, Tex., respectively, for $25 per share or 
an aggregate amount of $20 million. Prior to the sale that stock was held in 
trusteeship by the Chase National Bank of New York pursuant to the provisions 
of the Commission’s order of June 5, 1945, in Finance Docket No, 14692, Chesa- 
peake & Ohio Railway Company Purchase, Ete. 

Inquiry also was made with respect to the sale on January 19, 1954, by Alle- 
ghany Corp. to Cyrus S. Eaton, chairman of the board of the C. & O. Railway 
of 104,854 shares of C. & O. Railway common stock. The investigation included 
examination of the records of the following corporations and interviews with 
the persons indicated : 


Chesapeake & Ohio Railway Co., Terminal Tower, Cleveland, Ohio 
Cyrus §. Eaton, chairman 
Walter J. Tuohy, president 
J, ©. Kauffman, vice president and general counsel 
T. H. Keelor, secretary 
R. F. Brown, comptroller 
L. R. Long, assistant comptroller 
M. D. Avent, assistant vice president 

National City Bank of Cleveland, Terminal Tower, Cleveland, Ohio 
G. H. Lanzendorfer, assistant manager 

Central National Bank, 123 Prospect Avenue, Cleveland, Ohio 
Loring Gelbach, president 

Satterlee, Warfield & Stephens, attorneys at law, 49 Wall Street, New York, N. Y. 
William E. Stockhausen 

Bankers Trust Co., 16 Wall Street, New York, N. Y. 
J. F. Rath, vice president 

Manufacturers Trust Co., 55 Broad Street, New York, N. Y. 
Harold H. Kaufman, vice president 

Alleghany Corp., Chrysler Building, New York, N. Y. 
©. L. Peckham, comptroller 
Charles T. Ireland, Jr., counsel and secretary 


SALE OF NEW YORK CENTRAL RAILROAD STOCK 


President Tuohy informed us that for some months prior to the sale he had 
been engaged in an exhaustive analysis of the New York Central Railroad 
stock to determine whether it represented a sound investment for the future. 
He stated his study had indicated a substantial drop in New York Central 
earnings during the latter part of 1953 and he mentioned particularly its loss 
of about $2,700,000 in January 1954, as compared with a profit of over $2 milion 
during the same month of the previous year. The New York Central stock 
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which had cost the C. & O. an average price of slightly over 22 had reached a 
market low of about 19 during September and October. 

Early in February 1954, Mr. Tuohy said the stock enjoyed a sharp upturn 
in the market and at that point he suggested to Chairman Eaton the ad. isa 
bility of selling the stock if it could be accomplished without a loss. Mr. Baton 
stated he approved Mr. Tuohy’s suggestion and through his banking connections 
attempted to form a syndicate to purchase the entire block of 800,000 shares 
at a favorable price. However, the best offer he had was about $22 per share 
which was considered unacceptable to the C. & O. 

On or about February 15-16, 1954, Mr. Tuohy asserted, he received a telephone 
inguiry fur the stock from Mr. David G. Baird, of Baird & Co., 65 Broadway, 
New iLork City, who indicated he had a possible buyer at $25 per share. Mr 
Tuohy and Mr. Eaton discussed the offer and decided to pursue it, provided 
the board approved. On Friday, February 19, the market for NYC stock closed 
at 2344. During the weekend which included the Washington’s Birthday holi 
day on Monday, February 22, the members of the C. & O. board were polled 
with respect to Baird’s offer and expressed unanimous approval of the sale of 
the 800,000 shares at $25 per share, and authorized Tuohy and Eaton to open 
the negotiations. On the following Tuesday morning, February 23, Messrs 
Tuohy, Kauffinan, and Kusik of the C. & O. met at New York City with William 
EK. Stockhausen of the law firm of Satterlee, Warfield & Stephens, 49 Wall 
Street, New York City, who presented powers of attorney authorizing him 
to represent Murchison and Richardson, the real purchasers. Before the mat 
ket opened at 10 a. m. on that morning the sale was consummated, Murchison 
and Richardson each buying 400,000 shares at $25 a share for $10 million—a 
total of 800,000 shares for $20 million. 

Submitted herewith as our exhibit A are copies of the 2 purchase and sale 
agreements dated February 23 together with photostat copies of 2 checks 
drawn by Stockhausen for $1,250,000 each—1 for the account of Murchison and 
1 for Richardson—representing the downpayments specified in the purchase and 
sale agreements. It will be observed that the balance of the purchase price 
($8,750,000 each) with respect to both Murchison and Richardson was coverei 
by promissory notes which provided for installment payments through March 
15, 1959, and that the notes were secured by the stock to be held as collateral 
The voting rights to the stock were with the purchasers except in the event 
of default. 

On the same date (February 23), the C. & O. delivered to the Chase National 
Bank certificates requesting the release from the trust agreement of 745.259 
shares of NYC stock owned by C. & O. and 54,741 shares owned by Western 
Pocahontas Corp., a wholly owned subsidiary. In those certificates the C. & O 
informed Chase that this stock had been “* * * sold by the Chesapeake & Ohio 
Railway Co. to two individual persons, neither of whom is an officer, director, 
or employee of Alleghany Corp.” Chase honored the certificates and on Feb 
ruary ?% released the stock to the C. & O. Our exhibit B contains copies of 
the certificates given to Chase and the receipts for the stock given to Chase by 
the C. & ©. 

By letters of instruction dated February 24 by C. & O. addressed to Bankers 
Trust Co., of New York City—1 letter with respect to Murchison and 1 with 
re » cha. dson—the ©. & O set up an escrow arranvement under which 
the bank was to hold the 800,000 shares of NYC stock pending fulfillment of the 
terms of the purchasers’ promissory notes. Our exhibit C contains copies of 
those letters together with photostat copies of the two stock powers mentioned 
therein. 

The terms of the sale of the NYC stock were ratified by formal board action 
at its meeting held February 25, 1954 (exhibit C-1). 

Qu rebruary, 24, Stockhausen, ou behait of Murchison and Richardson, executed 
two collateral promissory notes running to the C. & O., each in the amount of 
$8,750,000, representing in the aggregate $17,500,000 covered by the escrow agree 
nents hetween C. & O. and Rankers Trust Co. heretofore referred to (exhibit D). 

On March 12, both Murchison and Richardson executed powers of attorney 
running to Stockhausen, which, in effect. confirmed the authority theretofore 
given him to act in their behalf in the handling of the transaction (exhibit E). 

On March 15, three official bank checks of the Manufacturers Trust Co. were 
delivered to Bankers Trust Co., representing additional partial payments in 
favor of the C. & O., the amounts of $3,750,000 on behalf of Murchison toward 
the purchase of the 400,000 NYC shares which he acquired, and of $3,750,000 and 
$2,500,000 on behalf of Richardson toward the purchase of the 400000 NYC 
shares acquired by the latter, or $10,000,000 in the aggregate (exhibit F). 
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As heretofore explained, a downpayment of $2,500,000 was made to the ©. & O. 
on the date of consummation of the sale (February 23), as represented by 2 
checks in the amount of $1,250,000 each, drawn by Stockhausen on behalf 

Murchison and Richardson upon special accounts at the New York Trust Co. 
rhus, as of March 15, a total of $12,500,000 in cash had been received by the 
Cc, & O. covering the sale of the 800,000 NYC shares. Accordingly, it appears that 

Ithouch the promissory notes of Murchison and Richardson provided for in- 
tallment payments through March 15, 1959, the arrangement was converted by 
those payments into a cosh transaction 

Source of the $20 million.—Our investigation revealed that all of the funds 
representing the aggregate payments on February 23 and March 15, totaling 

12.500.000, tendered to the C. & ©. and applied on the purchase price of the 
tock, were borrowed by Murchison and Richardson from the following sources: 


(1) Richardson borrowed from Allan P. Kirby, as an individual, 

on an unsecured promissory note (dated Mar, 15, 1954) $5, 000, 000 
2) Richardson borrowed from Alleghany Corp., also on an un- 

secured promissory note (dated Mar. 15, 1954) _ 2,500, 000 
8) Murchison borrowed from Alleghany Corp., on an unsecured 

promissory note (dated Mar. 15, 1954) : wehpactipipitiines .. 5,000, 000 


Total er ee ee a de ey _.. 12, 500, 000 


We are advised by counsel for Murchison and Richordson that those notes 
contain no guaranties to protect Kirby and Alleghany against loss in connection 
vith the transaction, and no collateral was furnished by the borrowers to secure 
the loans 

We have requested Alleghany Corp. to furnish the supporting documents sur- 
rounding the transaction with Murchison and Richardson. However, they have 
not as yet been received. As soon as they are forthcoming, we shall arrange to 
submit them with a supplemental report 

Investigation also disclosed that the balance of the purchase price ($7,500,000) 
remaining unpaid to the C, & O. at the time of our departure from Cleveland on 
March 24 is covered by additional loans to Murchison and Richardson by a 
banking syndicate headed and managed by the Central National Bank of Cleve 
land, the president of which declined to identify the members of the syndicate 
or the details of the loans. It is indicated, however, that there are at least 
five member banks participating in the transaction. It is also understood that 
the proceeds of the loan ($7,500,000) are on deposit at Central National and will 
he paid to C. & O. upon receipt by Central National of the 800,000 shares of NYC 
stock which are to be held by Central National as collateral for the loan. The 
voting rights to the stock while held as collateral will rest with Murchison 
and Richardson, except upon default of payments, in which event the voting 
rights revert to the lending banks. The indebtedness of the purchasers to the 
svndicate through this loan is distributed as follows: 


Murchison ‘ £5, 000, 000 
Richardson . _ 2,500, 000 


Total pate , icdinabutcann 7, 500, 000 


It is our understanding that the 800,000 shares of NYC stock involved in the 
sale have been tendered to the NYC for transfer to Murchison and Richardson, 
and that the physical delivery of the stock to the Central National Bank for col- 
lateral deposit on the syndicate loan and consequent payment by Central to the 
Cc. & O. of the remaining $7,500,000 of the selling price is in the process of 
being effectuated. 

In conclusion it appears that insofar as the Chespeake & Ohio Railway is con- 
cerned, of the purchase price of $20 million it has already received cash pay- 
ments aggregating $12,500,000 and has an additional credit in its favor at Cen- 
tral National Bank of Cleveland of $7,500,000 which will be relensed to the car- 
rier as soon as the stock has been transferred to Murchison and Richardson and 
deposited at Central Bank as collateral. According to President Tuohy, this 
transaction has resulted in a profit to the C. & O. of $2,400,000. 

As this report demonstrates, the entire $20 million purchase price represents 
the proceeds of loans to Murchison and Richardson by Alleghany Corn.. and 
Allan P. Kirby, its president ($12,500,000), and Central National Bank of Cleve- 
land ($7,500,000). 
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Sale of C. & O. Railway Co. Stock by Alleghany Corp., to Cyrus S. Eaton; Resig 
nation from the C. & O. Railway Board of Persons Affiliated with Alleghany ; 
and Composition of New C. & O. Board 


On January 19, 1954, Alleghany sold to Cyrus 8S. Eaton of Cleveland, Ohio, 
104,854 shares of C. & O. stock which comprised all of its holdings in that rail 
road. Interviewed at Cleveland on March 23, Mr. Eaton stated the acquisition 
of the 104,854 shares raised his holdings of C. & O. stock to 205,854 shares, in 
addition to which he has a beneficial interest :in a company owning 45,000 shares 
He asserted his total investment in the C. & O. Railway is now approximately 
$9 million. 

Simultaneous with the sale to Eaton by Alleghany of its C. & O. stock, six per 
sons, also affiliated with Alleghany, resigned as directors of C. & O., i. e., Robert 
R. Young, Allan P. Kirby, James G. Blaine, Henry Guild, Harry C. Thompson, and 
Andrew Van Pelt. 

Shortly afterward Thomas J. Deegan, Jr., also resigned from the C. & O 
board and by resolution the number of directors was reduced from 13 to 11 mem 
bers. The new board comprised Cyrus 8. Faton (chairman).? Walter J. Tuohy, 
(president),* Cyrus 8. Eaton, Jr.,2 Roger H. Ferger,? M. S. Fotheringham? Dr 
F. A. LeFevre,’ Robert J. Bowman, Robert J. Bulkley,? Herbert Fitzpatrick,’ 
William H. Lipscomb, and Barnum L. Colton.” 

Cyrus S. Eaton, Jr., is president of Chertsey Corp., Cleveland, Ohio, and the 
son of Cyrus S. Eaton, Sr. 

Roger H. Ferger is president and publisher of the Cincinnati Enquirer, Cin 
cinnati, Ohio. Eaton, Senior, informed us that he became acquainted with 
Ferger early in 1952 when he (Eaton) arranged a loan of $7,500,000 to the 
employees of the Enquirer to purchase the property, and was so impressed with 
Ferger’s ability and vigor that he asked him to join the C. & O. board as soon 
as the opnortunity presented itself. 

M. S. Fotheringham is president and general manager of Steep Rock Iron 
Mines, Ltd., of Steep Rock Lake, Ontario, of which Eaton, senior, is chairman of 
the board and principal stockholder. Eaton, senior, asserted that Steep Rock 
controls immense deposits of hivh-grade iron ore, is a substantial shipper, and 
offers tremendous traffic nossibilities for the future. 

Dr. F. A. LeFevre is affiliated with the Cleveland Clinic, Cleveland, Ohio, and 
is the son-in-law of Eaton, senior. 

jarnum L. Colton is president of the National Bank of Washinzton, D. C 
Eaton, senior, described him as prominent in the labor-relations field, particu- 
larly in the coal industry. 

Cyrus S. Eaton, Jr., is a member of the C. & O. executive committee and Messrs. 
Ferger, Fotheringham, LeFevre, and Colton are members of the finance commit- 
tee. 

In furtherance of the separation of Alleghany and C. & O., Alleghany has 
moved its officials, staff, records, and equipment from the Terminal Tower 
Buildine (which also houses the C. & O. general offices) to the Chrysler Build- 
ing in New York City. At the same time, the C. & O. relinquished its quarters 
in the Chrysler Building, transferred its records and staff to Cleveland, and 
sold its Crysler Building furniture and equipment to Alleghany. 

Attached as exhibit G is a pamphlet copy of the 1953 annual report of the 
C. & O. Railway Co. 

Respectfully submitted. 

FE. L. MurPry, 
C. L. HARTLEY, 
Special Agents. 


BUREAU OF TNOUTRY, 
April 5, 1954. 
Memorandum to the Commission: 

In accordance with the direction of Chairman Johnson there is cireviated 
herewith copy of Commissioner Knudson’s memorandum addressed to Chair- 
man Johnson April 1, 1954; conv of Special Agent Hartley's memorandum to 
Chairman Johnson relatine to the questions nosed in Commissioner Knvdson’s 
memorandum: and copy of Special Avent Powers’ renort on sale of C. & O 
stock by Allecthany Corp. to Cyrus 8. Eaton giving details of price and payment 

Respectfully submitted. 

A. Henry Watter, Director. 


1 Heldover from previons hoard 
? Elected January 19, 1954. 
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Re questions for possible use by our Bureau of Inquiry agents in connection 
with the sale by the C. & O. Railway Co., of common stock of the New York 
Central Railroad. 

Aprit 1, 1954. 
MEMORANDUM TO CHAIRMAN JOHNSON 


DeAR BROTHER JOHNSON: At the outset let me repeat what I have already said 
orally and in writing that I do not think we can discover all of the facts to 
which we are entitled before we pass judgment upon this matter by simply 
sending agents out to make informal inquiries. But since that course has been 
decided upon, may I suggest that the following avenues of interrogatory be 
explored : 

Who is Mr. David G. Baird and what are his past and present relationships 
with Robert Young? 

Where did William E. Stockhausen acquire the downpayment money for the 
stock transaction of February 23, 1954? 

Who decided that the original “sale’’ covered by promissory notes and pro- 
viding for installment payments through March 15, 1959, should be later con- 
verted to a transaction involving the payment of $12,500,000 in cash, borrowed 
from Kirby in the Alleghany Corp. on unsecured promissory notes and $7,500,000 
borrowed from a banking syndicate to which the 800,000 shares of NYC stock 
were given as collateral, and why was this decision made? 

Did the Chase National Bank regard the original arrangement as a complete 
sale within the terms of the trust agreement and if not, did that bank have any- 
thing to do with the later arrangements which substituted cash for installment 
payments? What officers of the Chase National Bank made the decision to 
turn over the 800,000 shares of stock on February 23? 

Was this turnover done on the advice of counsel, and if so, was that decision 
made between the time the C. & O. board was polled on February 26, and the 
time the stock was released to the C. & O. on February 23? 

If the transaction was accomplished on advice of counsel, may our Commis- 
sion’s agents examine any memoranda in the premises? 

If the Chase National Bank felt insecure as to the completeness of the “sale” 
effected on February 23, did the action taken on March 15, transmitting $12,500,- 
000 cash, borrowed from Kirby and Alleghany, to the C. & O. cure the previous 
incompleteness of the sale, and was such a transaction regarded as necessary by 
the Chase Bank in order to conform strictly to the terms of the trust agreement? 

Was Mr. Robert Young a party to any of the arrangements between Richard- 
son and Murchison in their borrowing $12,500,000 from Allen P. Kirby and the 
Alleghany Corp. ? 

Does not the Alleghany Corp. have legal authority under its charter or other- 
wise to make unsecured loans? 

Are the members of the syndicate, from whom $7,500,000 was secured by Mur- 
chison and Richardson, to complete payment for the New York Central stock? 

Did Mr. Cyrus Eaton have anything to do with the formation of that syndicate? 

Are the member banks depositories of the C. & O. railroad assets? 

Into what accounts of the C. & O. does the $2,400,000 profit from the stock 
transaction go? 

Was any attempt made by our agents to ascertain the extent to which Robert 
Young was involved directly or indirectly in any of the transactions covered by 
their report? 

KNUDSON. 


BUREAU OF INQUIRY, 
April 2, 1954. 
Subject: Sale of C. & O. Railway Co. of common stock of New York Central 
Railroad. 
Memorandum to Chairman Johnson: 

To the extent of my information the questions of Commissioner Knudson of 
April 1, 1954, are answered as follows: 

1. David G. Baird is of the brokerage firm of Baird & Co., located at 65 Broad- 
way, New York, N. Y., (p. 3 of special agents’ report dated March 30, 1954). His 
past and present relationships with Mr. Young are not known. 

2. The down payment of $2,500,000 by Stockhausen on February 23, 1954, con- 
sisted of cash advanced by Alleghany Corp. through charges against its collat- 
eral accounts from First National Bank of Boston ($1,300,000) and from Chase 
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National Bank of New York ($1,200,000) later covered by Murchison and Rich- 


ardson notes to Alleghany dated March 15, 1954. 


As reflected by minutes of the C. & O. board meeting approved February 25, 
1954 (exhibit C-1 of special agents’ report), it was there contemplated that the 
original promissory notes between C. & O. and Murchison and Richardson were 
temporary and would be later converted to a cash transaction. 

4. Presumably Chase National Bank regarded the original arrangement as 
a complete sale sinee, upon execution and delivery to it by C. & O. of the certifi 
cate on February 25, 1954, stating in effect that the “‘stock has been sold * * *,” 
it released the stock from the trust agreement. The identity of the officer of 
Chase National Bank who made the decision to release the stock is unknown 

5. Whether the decision of Chase to release the stock was upon advice of 
counsel is unknown. Presumably, the decision was made in the interim between 
the polling of the C. & O. board during the weekend of February 22 and the time 
of release of the stock on February 28 


2a. 
6. At this stage, it is thought that access of the Commission’s agents to examine 


pertinent memoranda of the Chase National Bank and its counsel would depend 
upon the voluntary cooperation of those parties 
7. The position of officers of Chase as to the security or insecurity of con 
formance with the terms of the trust agreement appears obvious, since it actually 
released the stock on February 23, whereas the receipt by C. & O. of $12,500,000 
through the cash conversion did not enlminate until March 15. 

8. Since Mr. Young is chairman of the board of Alleghany Corp., which loaned 
Murchison and Richardson $7,500,000 applied on the purchase price, at least 
to the extent of his position in the corporate transaction he undoubtedly must 
have played some part in the borrowing arrangements, 
as to any part played by Mr. Young in the Kirby loan 

9. The provisions of Alleghany’s charter are extremely broad and thereunder 
it is anthorized to make loans either with or without security. 

10, The syndicate will complete the payment to C. & O. of the remaining $7,- 
500,000 upon receipt of the stock for collateral deposit securing the loan in that 
amount. (pp. 7 and 8 of the agents’ report dated March 30). 

11. Whether Mr. Eaton, Sr., participated in the formation of the syndicate 
is not known. 

12. Since the identity of the member banks of the syndicate extends only to 
Central National Bank of Cleveland, it is not known whether all are depositories 
of C. & O. funds. Central National Bank is a depository of C. & O 

13. We are advised by the Bureau of Accounts that the $2,400,000 profit derived 
by C. & O. through the NYC stock transaction is chargeable to profit and loss 
account No. 607, miscellaneous credits. 

14. Yes, through interviews of various C. & O. officials and the development of 
documentary evidence contained in exhibits submitted with special agents’ re 
port dated March 30 

Respectfully submitted. 


We have no information 


C. L. HArtLey, Special Agent 


INTERSTATE COMMERCE COMMISSION, 
BUREAU OF INQUIRY, 
New York, N. ¥Y., March 81, 1954. 
Memorandum to Director Walter: 


In accordance with our telephone conversation of today, I obtained the follow 
ing information from Alleghany Corp., Chrysler Building, New York, N. Y., 
relative to the sale of 104,854 shares of C. & O. stock by Alleghany Corp. to Cyrus 
S. Eaton, Cleveland, Ohio. 

Mr. Chas. T. Ireland, counsel-secretary, after checking with C. L. Peckham, 
treasurer, on telephone, stated that 104,854 shares of C. & O. stock was authorized 
to be sold to Mr. Eaton on January 19, 1954; that the transaction was completed 
on Jannary 26, 1954; that the stock was sold at the market for $3454 per share, 
and that Mr. Eaton paid for the stock in cash. Mr. Ireland explained that the 
timelag between January 19 and 26 was due to the fact that the stock was 
pledged in a bank and it took several days to get it out of “hock” and deliver it 
to Mr. Eaton 


E. J. Powers, Special Agent. 
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INTERSTATE COMMERCE COMMISSION, 
BUREAU OF INQUIRY, 
Vew York, N. Y., April 5, 1954 
Re sale by Chesapeake & Ohio Railway Co. of common stock of New York Central 
Railroad 
Vemorandum to Director Walter: 


Pursuant to your telephonic instructions, we interviewed Mr. Charles T. Lre 
land, Jr., counsel and secretary, Alleghany Corp., Chrysler Building., New York 
City, today which disclosed the following information 

Mr. Randolph Phillips of Alleghany flew to Washington this morning, bring 
ing with him for delivery to Senator Wheeler the supplementary documents you 
requested, namely the “offer to purchase” and “joint venture” agreements re 
ferred to in the three notes—Alleghany to Richardson, Alleghany to Murchiso1 
and Kirby to Richardson. At our request, Mr. Ireland telephoned Mr. Phillips 
at Washington at 12:15 p. m. today to trace delivery of the documents to Sena 
tor Wheeler. He contacted Phillips at the offices of the SEC and learned he had 
not yet delivered the papers to Senator Wheeler. He instructed Phillips, in ou 
presence, to immediately take the papers to the Senator’s office. Mr. Ireland 
also telephoned Senator Wheeler and asked him to deliver the documents to out 
office early this afternoon which he promised to do 

Although the documents doubtless will explain themselves, we asked Mr. Ire 
land to briefly describe them and this is our understanding of his remarks: 

(1) Alleghany loaned to Murchison $5 million on a note dated March 15, 1954 
By a separate agreement it is provided that Murchison may “put” 200,000 shares 
of New York Central Railroad stock to Alleghany at $25 per share at any time 
between July 15 and September 15, 1954. We are not too familiar with the 
term “put” in Wall Street parlance, but we understand it means that Alleghany 
s obligated to purchase the 200,000 shares at a price of $25 per share irrespec 
tive of the market which seems to be the equivalent of a guaranty to Murchison 
by Alleghany against a market decline. Under another separate agreement, 
Murchison may “put” the remaining 200,000 shares to a “joint venture’—50 
percent to Alleghany and 50 percent to Murchison Bros. (comprised of John 
and Clint Murchison, Jr., the sons of Clint Murchison) Under the terms of 
the “joint venture” agreement, Alleghany is said to be protected against market 
loss below $25 per share; receives interest of 4'4 percent on its contribution, 
and also is guaranteed a 414 percent return on its investment. We understand 
that any profits in the joint venture will represent dividends on the stock, plus 
a possible increment in the value of the securities 

(2) Allen Kirby, personally, loaned to Richardson $5 million on a note dated 
March 15, 1954. By a separate agreement, Richardson may “put” 200,000 shares 
of New York Central Railroad stock to Kirby at $25 per share at any time during 
the period specified. Under another separate agreement, Richardson may “put” 
the remaining 200,000 shares to Alleghany (50 percent) (not Kirby), and Sid 
Richardson (50 percent), personally, as a joint venture. Under the terms of 
the joint venture agreement, Alleghany is said to be protected against market 
loss below $25 per share; receives interest of 4% percent on its contribution, 
and also is guaranteed a 41% percent return on its investment. 

(3) Alleghany loaned to Richardson $2,500,000 on a note dated March 15, 
1954. It is said that this note is payable on or before September 15, 1954, but 
if before that date, Richardson elects to “put” 200,000 shares of New York 
Central Railroad stock to the joint venture between Alleghany and Richardson 
referred to in (2), then the note is extended to the termination of the venture 
and the amount is considered to be Alleghany’s contribution. 

The “put” and “joint venture” agreements represent an extremely complicated 
and delicate financial transaction designed by experts which, frankly, we do 
not fully comprehend, but we hope that with the documents which Senator 
Wheeler will furnish to you and this meager statement that you will have a 
better understanding. Mr. Ireland asserted that he and Mr. Stockhausen were 
the only persons who fully understood the complications and he said that if 
after reviewing the documents he furnished you required further clarification 
and would telephone him at Murray Hill 4-7880, he would be happy to answer 
any questions to the best of his ability. 

With reference to Alleghany’s portfolio of investments. we enclose herewith 
two copies of its annual report for the period ending December 31, 1953, on the 
last page of which, under the heading “Securities in joint ventures, Dec. 31, 
19538,” is listed the several joint ventures, all of which are between Alleghany 
and Murchison Bros. Also submitted are two copies of Alleghany’s press re- 
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lease of April 4, 1954, which brings up to that date the securities purchased and 
The press release is in the nature of a supplement to the 


sold in the meantime. 
annual report and, according to Mr. Ireland, reveals all changes up to today 


This release is evidently the source of the article which appeared in the New 
York Times issue of this morning, April 5 which we discussed on the telephone. 
It will be observed that the press release describes the sale on January 20, 1954 


by Alleghany of 104,854 shares of Chesapeake & Ohio Railway stock (to Eaton) 
for $3,595,118. 


Eaton had paid for the stock entirely out of his own funds. 


The press release also reports the loans of March 15 by Alleghany to Murchison 
($5 million) and to Richardson ($2,500,000) which are the subject of this re- 
port. No mention is made, of course, of the Kirby loan to Richardson ($5 mil- 
lion) since that was a private loan which did not involve Alleghany’s funds. 

Incidentally, note 5 at page 20 of the annual reports describes briefly the 


“joint venture” agreements. 


As to Alleghany’s investments in carrier securities, it will be noted those are 
listed at page 22 of the annual report. The only change in carrier securities 
since December 31, 1953, is the sale on January 20, 1954, of 104,854 shares of 
Chesapeake & Ohio Railway common stock (to Eaton) as reported by the press 


release of April 4. That sale leaves Alleghany with direct investments in only 
two carriers—Missouri Pacific Railroad Co. and Western Pacific Railroad Co. 
As the annual report also shows, Alleghany has an investment in Pittston Co. 
which, although not itself a carrier, is understood to own or control the United 
States Trucking Co., a motor carrier. 
EK. L. Murpnry, 
Special Agent. 
E. J. Powers, 
Special Agent. 


(For release April 4, 1954) 
In answer to questions prompted by publication on March 31, 1954, of the Alle- 


ghany Corp. Annual Report for 1953, there is tabulated below portfolio changes 
of items in excess of $500,000 through March 81, 1954: 


SALES 


Jan. 20, 1954: 104,854 shares Chesapeake & Ohio Railway Co. com- 
mon stock_ 


sate etme asia tacit alin sie a tet ae al i $3, 595, 118 
Jan. 26, 1954: 159,100 shares Steep Rock Iron Mines, Ltd_---__.____ 951, 338 
PURCHASES 
Jan. 15, 1954: Loan to Murchison Bros. due May 28, 1954___________ 700, 000 

Mar. 10, 1954: Joint venture with Murchison Bros. covering 108,579 

shares Delhi Oil Corp. common stock___-___.__________-_________ 1, 085, 790 
Feb. 4, 1954: Loan to Machinery Terminals, Inc., due Dec. 23, 1954___ 1, 450, 000 
Mar. 15, 1954: Loan’ to Clint W. Murchison due Sept. 15, 1954______ 5, 000, 000 
Mar. 15, 1954: Loan’ to Sid W. Richardson due Sept. 15, 1954-.___-_ 2, 500, 000 


‘These loans may be satisfied on or before Sept. 15, 1954, but not before July 15, 1954, 
by the delivery of shares of New York Central RR. stock at $25 a share provided in part 
that certain joint venture agreements are entered into prior thereto. 


ORDER 


At a general session of the Interstate Commerce Commission held at its office 
in Washington, D. C., on the 6th day of April, A. D, 1954 
PETITION FOR INVESTIGATION CONGERNING ALLEGHANY CORPORA- 
TION AND THE CHESAPEAKE AND OHIO RAILWAY COMPANY FILED 

BY THE NEW YORK CENTRAL RAILROAD COMPANY 


The Commission, division 4, by its report and order of June 5, 1945, entered 
in Finance Docket No, 14692, Chesapeake & Ohio Railway Company Purchase 
(including Docket No. 29085, In Re Alleghany Corporation Control), among other 
things, authorized Alleghany Corporation (Alleghany) to acquire control through 


According to Mr. Ireland, neither Young, Kirby, nor Alleghany 
contributed any part of the funds used by Eaton in paying for this stock. 
Ireland stated he was certain of that fact and he said that so far as he knew 
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sed and 


stock ownership of The Chesapeake and Ohio Railway Company and its sub- 


: a sidiary and affiliated carriers (the Chesapeake system ) subject to certain con- 
he New ditions, among them being the following condition numbered 2 in the report: 

epho! “2. Alleghany and the Chesapeake & Ohio shall deposit with the Chase National 
20, 1954 Bank of the City of New York as independent voting trustee all voting stocks of 


carrier corporations subject to regulation under the Interstate Commerce Act, 
not at present affiliated with the Chesapeake & Ohio system whether now owned 
or hereafter acquired by either of them, except Alleghany’s holdings of the stock 


Eaton) 
eghany 


A — of the Missouri Pacifie Railroad Company which is now in reorganization under 
section 77 of the Bankruptcy Act, as amended.” 
chison Che said order of June nh, 1945, prov ided in part as follows . 
his re “That unless and until otherwise ordered by this Commission said Alleghany 
55 mil Corporation shall be considered as a carrier subject to the provisions of Section 
funds 20 (1) to (10), inclusive, and Section 20a (2) to (11 ), im lusive, of the Inter- 
ly the state Commerce Act to the same extent that those provisions are applicable to 
The Chesapeake and Ohio Railway Company and its carrier subsidiaries and 
se are affiliates aan ” iat 
irities Counsel for Alleghany Corporation has stated to the Commission that Alleghany 
res of Corporation and its officers have divested themselves of control of the Chesa- 
press peake system, and the Vice President and General ( ounsel of The Chesapeake 
only ind Ohio Railway Company has advised the Commission of various steps taken 
d Co to effectuate such divestment of control. _ 
n Co The Vice President and General Counsel of The Chesapeake and Ohio Rail 
nited way Company has further advised the ¢ ommission that the 800,000 shares of 
common stock of the New York Central Railroad Company, which theretofore 
had been deposited by it (745,259 shares) and its wholly-owned subsidiary, 
nt Western Pocahontas Corporation (54,741 shares), under the voting-trust agree- 
, ment with the Chase National Bank of the City of New York, in compliance 
nt. with the said report and order of June 5, 1945, were sold on February 23, 1954, in 


equal amounts (400,000 shares each) to two individuals, namely Clint W. 
Murchison and Sid W. Richardson, for a total purchase price of $20,000,000, of 
which amount $12,500,000 in cash has been paid to The Chesapeake and Ohio 
Railway Company by said purchasers, and the remaining amount of $7,500,000 
Alle- has been deposited by the purchasers in a bank to the credit of The Chesapeake 
and Ohio Railway Company and will be available to it upon transfer of the said 
800,000 shares of stock to said purchasers upon the books of the New York 
Central Railroad Company. 

The New York Central Railroad Company, by petition filed March 2, 1954, 
as supplemented March 12, 1954, has requested the Commission upon its own 
motion to institute an investigation-into-and concerning these transactions of 
118 ; Alleghany Corporation and The Chesapeake and Ohio Railway Company, or 
8 either of them, to determine the following : 

“I. Does Alleghany Corporation, directly or indirectly, continue to control 
The Chesapeake and Ohio Railway Company within the meaning of the word 
‘control’ as used in Section 5 of the Interstate Commerce Act? 


izes 


00 “IL. Was the purported sale by The Chesapeake and Ohio Railway Company to 
90 Clinton W. Murehison and Sid W. Richardson of the trusteed 800,000 shares of 
; The New York Central Railroad Company a sale made in such manner and to 
00 : : : — pct 

1M) such persons as to fail to comply with the requirements of the Trust Agreement 
0) and therefore to fail to comply with condition (2) to the order of June 5, 1945? 


“ITI. Does Alleghany Corporation own or hold any voting stocks of carrier 
4, corporations which, under condition (2) to the order of June 5, 1945, should be 
placed in trust and which have not been so trusteed? 

“IV. Is there reason to believe that Section 7 of the Clayton Antitrust Act has 
been or is being violated by The Chesapeake and Ohio Railway Company through 
acquisition by it from the trustee of the previously trusteed 800,000 shares of 
e stock of The New York Central Railroad Company? If so, action by the Com- 

mission is requested as provided in Section 11 of that Act.” 

Inquiries made by representatives of the Commission have developed facts 
. indicating that on or about January 19, 1954, Alleghany Corporation sold its 
) entire holdings of capital stock of The Chesapeake and Ohio Railway Company, 
consisting of 104,854 shares of common stock, to Cyrus 8S. Eaton for cash, and that 
such stock has been delivered and transferred to the purchaser; that on the 
date of said sale six individuals said to have had a direct or indirect connection 
with Alleghany Corporation resigned from the then thirteen-member Board of 
Directors of The Chesapeake and Ohio Railway Company, the said Cyrus 8. 
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Eaton (theretofore a director) was named Chairman of the Board, and five new 
directors were elected leaving one unfilled vacancy which later was increased to 
two vacancies by the resignation of another director; and that said two vacancies 
were in effect eliminated by resolution reducing the number of directors from 
thirteen to eleven. 

Such inquiries have developed further facts indicating that The Chesapeake 
and Ohio Railway Company and its wholly-owned subsidiary, Western Poca 
hontas Corporation, have sold their 800,000 shares of common stock of The New 
York Central Railroad Company to two individuals, namely Clint W. Murchison 
and Sid W. Richardson. neither of whom is an officer, director, or employee of 
Alleghany Corporation, for $20,000,000 cash, and that the said 800,000 shares 
of stock involved in the said sale have been tendered to The New York Centra 
Railroad Company transfer agent for transfer to the two said individua 
purchasers, 

The advice to the Commission by the Vice President and General Counsel of Thy 
Chesapeake and Ohio Railway Company included advice that directors of Thé 
Chesapeake and Ohio Railway Company owning securities of Alleghany Corpo 
ration have disposed of such holdings, and that directors of Alleghany Corpora 
tion owning securities of The Chesapeake and Ohio Railway Company ha « 
disposed of such holdings, and that all contractual, lease and joint salary 
arrangements previously existing between said two corporations have bee: 
eliminated. 

Upon consideration of the said petition and supplemental petition of The New 
York Central Railroad Company for investigation concerning Alleghany Corpo 
ration and The Chesapeake and Ohio Railway Company, and 

it appearing, That the allegations of the said original and supplemental peti 
tions standing alone or considered in conjunction with the information develoned 
threugh the Commission’s preliminary inquiries, do not constitute sufficient 
grounds for the institution of the investigation requested. 

It is ordered, That said petition of The New York Central Railroad Company, 
as supplemented, be, and it is hereby, denied; 

ind it is further ordered, That nothing herein contained shall be interpreted 
or construed as a determination by this Commission of the propriety or legality 
of any acquisition or exercise by any person or persons of control of The New 
York Central Railroad Company and the New York Central System, or of the 
propriety or legality of any interlocking directorates insofar as it relates to the 
New York Central System. 

By the Commission. 

Grorce W. Laren, Secretary. 


—— 
[Press release of Interstate Commerce Commission, April 7, 1954] 


ICC Dentes New York CENTRAL PETITION FOR INVESTIGATION OF ALLEGHANY, 
C. & O. 


The Interstate Commerce Commission denied today the petition of the New 
York Central Railroad Co. for an investigation concerning stock transactions of 
the Alleghany Corp. and the Chesapeake & Ohio Railway Co. 

The Commission stipulated that nothing in its order of denial “shall be inter- 
preted or construed as a determination by this Commission of the propriety 
or legality of any acquisition or exercise by any person or persons of control of 
the New York Central Railroad Co. and the New York Central system, or of the 
propriety or legality of any interlocking directorates insofar as it relates to the 
New York Central system.” 

The Commission order held that the allegations in the New York Central's 
original and supplemental petitions. “standing alone and considered in conjunc- 
tion with the information developed through the Comimission’s preliminary in- 
quiries, do not constitute sufficient grounds for the institution of the investiga- 
tion requested.” 

The New York Central sought an ICC investigation to determine, among other 
things, whether Alleghany still controls the C. & QO. through stock owner- 
ship and whether the sale by C. & O. of 800,000 shares of trusteed New York 
Central stock to Clinton W. Murchison-and Sid AV. Richardson was.in compliance 
with the terms of an ICC order of June 5, 1945. 

The 1945 order of the Commission authorized Alleghany to acquire control 
of the Chesapeake system subject to certain conditions, including a require- 
ment that both corporations deposit with the Chase National Bank, New York, 
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as independent voting trustee, any voting stocks they held in other railroads not 
affiliated with C. & O. 

Commission representaties, the order declared, developed facts indicating that 
\lleghany sold its entire capital stock holdings of the C, & O. on January 19, 
1954, to Cyrus 8. Eaton, a C. & O. director; that six individuals said to have a 
direct or indirect connection with Alleghany resigned from the C. & O. board; 
that Mr. Eaton was named chairman of the board, and five new directors were 
elected. 

The Commission also noted that C. & O. and its wholly owned subsidiary, 
Western Pocahontas Corp., had sold their 800,000 shares of New York Central 
ommon stock to Murchison and Richardson for $20 million, and that these 
shares have been tendered to the Central’s transfer agent for transfer to the 
two buyers. 

The vice president and general counsel of the C. & O. also advised the Com- 
mission, the order declared, that directors of the C. & O. owning securities of 
\lleghany had disposed of them; that Alleghany directors holding C. & QO. 
securities had disposed of them ; “and that all contractual, lease, and joint salary 
irrangvements previously existing between said two corporations have been 
eliminated.” 


ee 
[Text of petition of April 6, 1954, as supplemented and amended April 18, 1954] 
BEFORE THE INTERSTATE COMMERCE COMMISSION 


In the Matter of the Petition of the New York Central Railroad Co, for a 
Declaratory Order 


Comes now the New York Central Railroad Co., a corporation organized and 
existing under the laws of the State of New York and other States, and respect 
fully submits its petition pursuant to section 5 (d) of the Administrative 
Procedure Act and rule 102 of the Commission’s general rules of practice that 
the Comission make and issue findings and a declaratory order: 


I 


The New York Central Railroad Co. (hereinafter referred to as “Central’’) 
is a common carrier by railroad subject to part I of the Interstate Commerce 
Act. Central’s outstanding capital stock consists of 6,447,410 shares of no par 
value which are entitled to one vote per share. Central is managed by a board of 
directors consisting of 15 members elected annually by Central’s stockholders. 


Il 


Robert R. Young, Allan P. Kirby, and Alleghany Corp. (of which Young and 
Kirby are, respectively, chairman of the board and president) seek to acquire 
control of Central. The nature of the aim of this Alleghany group is best 
appreciated when viewed in its historical perspective. 

Since at least as early as 1946 Young (who is most often the dominant figure 
in the group) has nursed the ambition and harbored the intent to control the 
New York Central system. By December 1946, Allaghany had acquired over 
225,000 shares of Central stock. Shortly thereafter Allaghany’s holdings were 
transferred to Chesapeake & Ohio Railroad Co., a carrier controlled by Alle- 
ghany of which Young was chairman of the board and Kirby was a director. 
As a result of the transfer and of subsequent additional purchases C. & O. on 
March 31, 1947, owned 400,000 shares or 6.2 percent of the outstanding stock of 
Central. This stock had been deposited in a voting trust with the Chase National 
Bank of the City of New York as trustee, which had been established, as here- 
inafter mentioned, pursuant to the order of the Commission of June 5, 1945. 

Such acquisitions of Central stock took place less than 10 years after Young, 
by a personal investment of $254,295, along with $3 million put up by Kirby and 
$745,705 advanced by others, had in 1987 acquired control of Alleghany by the 
purchase of a block of Alleghany securities from the George & Frances Ball 
Foundation. Young’s own words used at the time to describe this event, as 
reported by Senator Truman and by Senator Wheeler (now the Alleghany 
group’s Washington counsel in connection with its proposed acquisition of con- 
trol of Central) were: “This empire * * * changed hands * * * yesterday.” 
Investigation of Railroads, Holding Companies, and Affiliated Companies, Addi- 
tional Report of the Committee on Interstate Commerce Pursuant to 8. Res. 71 
(74th Cong.) (United States Senate, 76 Cong., 2d sess., Rept. No. 25, p. 27, p. 1). 
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After a temporary impairment of Alleghany’s contrel of C. & O., Young, 5 
years later in 1942 made himself chairman of the C. & ©. board of directors 
Simultaneously he dropped 8 of the then directors, injected 7 of his own choos 
ing including Kirby, replaced all 5 members of the executive committee, and 
fired Brooke, then president of the C, & O., in favor of Carl Newton, the Alleghany 
group's own lawyer. The Commission finally sanctioned this control of C. & O 
and its affiliated carriers by order of June 5, 1945. Commission authorization 
was granted, however, subject to certain conditions, including a requirement 
that all voting stock of other carriers then owned or thereafter acquired by 
Alleghany and ©. & O. should be deposited in a voting trust to be established 
with the Chase National Bank of the city of New York as trustee (Chesapeak« 
¢€ Ohio Railway Company Purchase, 261 1. C. C. 239 (1945) ). 

The acquisition by the Alleghany group of Central stock which was begun 
in 1946 was motivated by an intent to effectuate control of Central and create 
an association between it and C. & O. Such intent apparently arose after it 
became evident that the holders of Nickel Plate preferred stock could not be 
tempted by a consolidation proposed by C. & QO. involving it and Nickel Plate, 
Pere Marquette, and Wheeling & Lake Erie (271 1. C. C. at 7). In 1947 places 
on the Central board were requested for Young and Robert J. Bowman, then 
president of C. & O.; and thereafter Young and Bowman filed with the Com 
mission applications for authority under section 20a (12) of the Interstate 
Commerce Act to hold interlocking directorships of C. & O. and the companies 
in its system and of Central and the companies in its system. At the same time 
Alleghany and C, & O. petitioned the Commission to release the Central stock 
from trust so that it might thereafter be voted by C. & O. This petition and 
the applications under section 20a (12) were dealt with by the Commission in 
the same proceeding and are reported in Chesapeake & Ohio Railway Company 
Purchase (271 1. C. C. 5 (1948)) 

Young's testimony in this case is illuminative as to his state of mind regard 
ing Central. The Commission’s report states: “Earlier in his testimony, after 
claiming credit for bringing about competitive bidding in the marketing of rail- 
road securities, the inauguration of through passenger service (without chang- 
ing trains at Chicago or St. Louis) and the elimination of black markets in 
pullman reservations, largely through advertising and other appeals to the public, 
and after referring to other reforms in railway service and operations in which 
he is interested he said: ‘But we found that these suggestions and these other 
things that we were trying to get through the association—we found that we 
couldn’t get anywhere that way, so we decided to buy 400,000 shares of Central 
stock and to go on the board of Central. We think we may become more per- 
suasive with that’” (footnote p. 14). 

Young further testified, according to the report, that he anticipated making 
“very substantial changes in New York Central’s policies” as a result of his 
presence on the board of that carrier. He expected to revolutionize Central's 
passenger service; to “put the New York Central back on its feet” and to “save 
it from the tender mercies of reorganization.” It was asserted that Central 
was dominated by a small clique of bankers in New York and that Young’s pres- 
ence on Central’s board was expected to free it from such domination. Young 
announced that he hoped to change the method of operation of the board, stat- 
ing that “they would change their habits and methods or they would not continue 
on the same board with me, or I would not continue on the same board with 
them.” However, he did not contemplate any resignations would actually be 
necessary. Moreover, Young threatened: “I think our persuasive power will 
be based on our record, both as to performance and also as to the fact that 
we do carry our case to the public * * * and when I put it to Mr. Metzman in 
those terms, Mr. Whitney and Mr. Harriman and Mr. Mellon, I think they will 
be persuaded” (pp. 15-16). 

The Commission denied the petition of C. & O. and Alleghany for release of 
the Central stock from the voting trust and the section 20a (12) applications 
of Young and Bowman. The conclusion was reached that “the proposals would 
not merely tend to interfere with the independence of the New York Central and 
to accomplish the control or management of that carrier and the Chesapeake & 
Ohio in a common interest, but are apparently intended to accomplish those 
very things, contrary to the provisions of section 5 (4) of the Interstate Com- 
merce Act.” 

“The petitioners and the applicants, in requesting that we modify the condi- 
tions imposed by the order of June 5, 1945, are in effect asking us to sanction 
a violation of the provisions of section 5 (4) and also a violation of section 
7 of the Clayton Antitrust Act” (p. 30). 
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This interference by the Commission with the plans of Young, Kirby, and 
Alleghany did not discourage their ambitions to control Central. Using the 
financial resources of C. & O., additional Central stock continued to be acquired. 
In January 1953 announcement was made that approximately 244,000 addi 
tional shares had been acquired. By August 1, 1953, C. & O. had become the 
beneficial owner of 800,000 shares of Central stock deposited in the voting trust. 

While the Cominission’s attitude thus did not disturb the Alleghany group’s 
basic strategy, it apparently was responsible for a tactical change. It seems 
to have been decided that it would not be feasible to attempt to control Central 
while Alleghany openly controlled C. & O. Presumably it was thought unlikely 
that Commission approval would ever be received or that, in any event, to 
proceed along that line would take too long and present too many obstacles. 

On January 19, 1954, came what apparently was hoped would be a surprise 
announcement: Alleghany was said to have given up its control of C. & O 
and to this end had sold to Cyrus 8S. Eaton (who had previously purchased 
101,000 shares from Alleghany in 1951) Alleghany’s remaining 104,854 shares 
of C. & O. stock which constituted about 1.3 percent of the total C. & O. stock 
outstanding. 

These, together with the 1,000 shares which he is reputed to have owned previ 
ously, would give him some 207,000 shares of C. & O.’s stock, or something more 
than 2% percent of the total outstanding stock. It was announced at the same 
time that Eaton had become chairman of the board of C. & Q. Under the un- 
usual provision of C. & O.’s bylaws, the president of the company is under his 
control. Eaton first went on the C. & O. board in 1942 when Young took actual 
control of C. & O. replaced 8 of the old directors with 7 of his own choosing of 
whom Eaton was 1, and elected an entirely new executive committee. Eaton and 
Young have been associated in many other business ventures. 

It was also announced that Young and Kirby and four other individuals hav- 
ing a connection with Alleghany had resigned as directors of C. & O. The 
board of C. & O. was reduced from 13 to 11; 6 out of the 11 on the present board 
are holdovers from the old Alleghany-appointed board. As to the new directors, 
one is Katon’s son, Cyrus 8S. Eaton, Jr., another is Eaton's son-in-law, Dr. Fay A. 
LeFevre, and a third is M. S. Fotheringham, president of Steep Rock Mines, 
Ltd., which is controlled by Eaton and Alleghany. The other two new directors 
were, of course, also selected by Young or Eaton. Thus Faton, with his very 
substantial stockholdings, and having succeeded to Young’s position of domi- 
nance as chairman of the board with control of the president and with a board 
of directors composed as above stated, is in a position to dominate the activities 
of C. & O. 

A statement by C. & O. said that Alleghany, Young, and Kirby were now “free 
to acquire control of another carrier.” Simultaneously it was announced that 
Alleghany, Young, and Kirby had each acquired a substantial interest in Central 
stock. It was later disclosed that Young and Kirby had acquired approximately 
100,000 shares each, but no announcement was made of the precise amount of 
Alleghany’s purchase. 

A few days later former Senator Wheeler, on behalf of Alleghany, and Joseph 
C. Kaufman, on behalf of C. & O. each wrote the Commission advising it of the 
details of the alleged termination by Alleghany of its control of C. & O. The 
Wheeler letter, surprisingly, went on to assert that there was no longer appli- 
cable to Alleghany the conditions in the Commission's order of June 5, 1945, and 
“that Alleghany is, therefore, free to acquire stock ownership in or control of 
another carrier, and Messrs. Young and Kirby * * * are free to accept or seek 
directorships of another carrier.” ? 

The announcement of January 19, 1954, was proclaimed in what can only be 
called the grand manner. Additionally, an obvious effort was made to impress 
the Commission with the assiduity of the parties in severing relations between 
Alleghany and C. & O. to the last detail. For example, among additional corre- 
spondence by Kaufman with the Commission was a letter dated February 6, 1954, 
containing a labored itemization of joint arrangements between the two com- 
panies which had been terminated, not omitting such trivia as provision for joint 
office space. Incidentally, one of the details of which much was made is the fact 





1Central, by petition dated March 2, 1954, and supplementa: petition dated March 12, 
1954, has requested the Commission to investicate upon its own motion various aspects 
of this subject. Specifically. among other things, there has been raised the question 
whether Alleghany does not in point of fact continue to control C. & O., and the question 
whether Alleghany, contrary to the conditions of the Commission’s order of June 5, 1945, 
holds carrier securities which should be placed in trust. 
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that Mr. Thomas J. Deegan, Jr., had given up his offices in the Chrysler Building, 
New York, would thereafter have his office in Washington, D. C., and that a secre- 
tary and clerk to Mr. Deegan likewise had vacated their office space on the 45th 
floor of the Chrysler Building. Within less than 2 weeks, and 1 week after Cen- 
tral refused to capitulate, Mr. Deegan, one of Young’s most useful henchmen, had 
resigned from C. & UO. to accept with Alleghany the position of vice president in 
charge of publicity. 

On January iv, 1954, just before the C. & O. board meeting at which the 
wholesale resignations were announced, Young approached Mr. Harold S. Van- 
derbilt, a member of the Central's board, in Florida with the request that both 
he and Kirby be made directors of Central accompanied, in addition, with the 
demand as a “must” that Young be chairman of the board. Vanderbilt was told 


that, if necessary, the Alleghany group would purchase 51 percent of Central 
stock to accomplish their object. 


On February 3 Young wrote Mr. William White, president of Central, 


as 
follows : 


“In my talk with Mr. Vanderbilt it was pointed out that it is our desire to 
see a stronger representation of ownership in management as well as on the 
board and, to that end, | would expect to establish a management relationship 
to the New York Central similar to the one that worked out satisfactorily and 
advantageously in the Chesapeake and Ohio. To that end it occurred to me you 
might like to see the Chesapeake and Ohio bylaws and send me a copy of the 
New York Central bylaws.” 

This made plain the reason why Young demanded the chairmanship of the 
hoard. ‘The C. & O. bylaws defining the duties of the president provide that 
he shall be subject not only to the control of the board of directors and of the 
executive committee, but also to the control of the chairman of the board. Ob- 
viously at this stage the Alleghany group was seeking to obtain control of Central, 
but were professing to do so by amicable means 

Central's board unanimously decided that it would be inimical to Central's 
best interest to make Young and Kirby directors and for Young to become chair 
man of the board and chief executive officer. Prior to this action of Central's 
board, Young was quoted as saying that he hoped for an unfavorable reaction 

from Central's management so that he and his associates could then proceed 
to turn out the management and put in an entirely new board. Accordingly, 
immediately after the action of Central’s board, an elaborate campaign was 
launched designed to effectuate control of Central by the Alleghany group. Such 
control is to come about not only by the stock ownership of the Alleghany group 
and the election of Young and Kirby but also through the election of a completely 
new directorate selected by the Alleghany group. The members of this proposed 
new directorate bave, with complete appropriateness, been denominated by 
Young as the “Alleghany-Young-Kirby board of directors.” 

In the Alleghany group’s campaign to acquire control of Central, all media 
of communication have been utilized. In the press, on radio, and television, and 
at gatherings of security analysts there has been an abundance of proclama- 
tions, announcements and demonstrations. There have been endless assertions 
that the Alleghany group would take control of Central at the next annual 
stockholders’ meeting, and there have been endless assurances as to how control, 
once acquired, would be used. 

On February 15, 1954, Young was quoted as saying that if he “gained control 
of the Central” he would “improve service as I did when I took over the others— 
Nickel Plate, Pere Marquette, C. & O. Beyond that, I'd introduce new light- 
weight passenger equipment. I’d launch an intensive study aimed at improving 
commutation service and hence revenues. Mechanical refrigeration, roller bear- 
ing, better brakes are some of the things I’d do on the Central.” The following 
month Young stated that he would replace Central’s current president “If I win 
control * * *.”. Somewhat later Young asserted that the following changes 
would be effected upon his election: “Train X, mechanical refrigeration, roller 
bearings, expensive terminal elimination, the joint use with other railroads of 
duplicate facilities, and the vast improvement which can be worked in the Cen- 
tral’s debt structure through the sale of surplus real estate of New York City 
and other surplus real estate along the line.” 

Going back somewhat chronologically, on February 25, 1954, came an announce- 
ment by C. & O. of a purported sale by it of the 800,000 shares of Central’s stock 
owned by it and deposited in the voting trust pursuant to the Commission's 
order of June 5, 1945. The price was $25 per share. The sale was said to have 
been made to Clint W. Murchison and Sid Richardson, two Texas oilmen. 
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Murchison and Richardson are and have been associated together in many 
ventures and Murchison at least has close business associations with Alleghany 
in many so-called joint ventures. 

Efforts have been made to make this sale appear to be a happy coincidence 
motivated solely by C. & O.’s desire to sell its Central stock at a profit and 
Murchison and Richardson’s desire to become heavy investors in Central stock.’ 

Chis fantastic fabric of deceit, however, can no longer be practiced. Alle- 
ghany, Young, and Kirby have been forced to admit Alleghany’s total complicity 
in this transaction. In their proxy statement to Central stockholders dated 
\pril 8, 1954, the story is told. One section of the proxy statement which is cap- 
tioned “Alleghany’s Acquisition Program” reads as follows: 


“ALLEGHANY’S ACQUISITION PROGRAM 


“Alleghany, which has sold all of its Chesapeake & Ohio Railway Co. stock, 
intends to acquire Central stock from time to time. It holds short-term notes of 
Mr. Murchison and Mr. Richardson totaling $7,500,000 due September 15, 1954, 
and bearing 414 percent interest, the proceeds of which, together with temporary 
borrowings of $5 million from Mr. Kirby and $7,500,000 from a group of banks, 
were applied by Mr. Murchison and Mr. Richardson to their purchase of their 
800,000 shares of Central. They have the right to require Alleghany, at their 
several options, to purchase from them up to a total of 400,000 of such shares, 
but only between July 15 and September 15, 1954, at $25 per share. If they 
exercise in whole or in part such options covering 200,000 of their shares, they 
must also contribute an equal number of shares, which, with the shares so 
purchased by Alleghany, must be subjected to joint venture agreements with 
Alleghany under which, in effect, Alleghany will provide the capital, will be 
entitled to half of all income and profits, and will be guaranteed by such other 
parties against losses. Mr. Richardson also has the right to require Mr. Kirby 
to purchase from him 200,000 additional shares of Central stock at $25 per share 
between June 1-10 and July 11-15, 1954. 

“There is no understanding with or determination by Mr. Murchison or Mr. 
Richardson as to whether either or both will exercise any or all such rights to 
require purchase of these shares of Central stock presently owned by them. If 
Alleghany shall not acquire interests in Central stock through the exercise of 
these options by Mr. Murchison and Mr. Richardson, it intends otherwise to ac- 
quire stock of Central with the proceeds from the payment of such notes it 
holds from Mr. Murchison and Mr. Richardson, or from other funds available to 
it. This, of course, does not constitute a representation by Alleghany that it 
will purchase in the market any given amount of Central stock at any given time 
or price.” 

That the sale of the 800,000 shares was arranged by Alleghany, Young, and 
Kirby to insure that the voting power of this block of stock would be in their 
control through the medium of Murchison and Richardson is now not subject to 
question. 

Cc. & O. and Eaton participated and collaborated with Alleghany, Young, Kirby, 
Murchison, and Richardson in this effort to make the voting power of the 800,000 
shares available to Alleghany and to start the program for Alleghany’s acquisi- 
tion of these shares. 

C. & O. and Eaton participated and collaborated by attempting to consum- 
mate the supposed sale of the 800,000 shares to Murchison and Richardson. 
Eaton had said only a little more than a month previously that C. & O. would 
continupe to hold this stock which, he said, had great possibilities for the future. 
The sale was made in such a hurry that the release from the trust agreement oc- 
curred 2 days before a meeting of the C. & O. board which approved the sale. 

C. & O. and Eaton participated and collaborated to obtain the release of the 
800,000 shares from the trust without certifying that the stock had been sold to 
“persons not affiliated with Alleghany Corp.,” the language provided for by the 
trust agreement. On February 25, 1954, C. & O. in order to obtain release of the 
800,000 shares to consummate the supposed sale to Richardson and Murchison 
gave to the trustee a certificate which did not coritain the word “affiliated.” This 
variance must presuppose knowledge of Alleghany’s complicity in the sale to 


: ? Central's previously mentioned petition to the Commission of March 2, 1954, requests 
Commission. investigation of the purported sale by C. & O. of its Central stock. 


45746—\4 no 
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Murchison and Richardson. We have been informed by counsel for Murchison 
and Richardson that the use of this form of certificate, varying from the words 
of the trust agreement, was considered and approved in a meeting on February 
23, 1954, at the office of counsel who have represented Alleghany in various mat- 
ters, at which meeting the general counsel for C. & O. was present as well as 
counsel for Murchison and Richardson. 

The extent to which C. & O. and Eaton are prepared to go to participate and 
assist in this effort is made plain by the following: The 800,000 shares, after 
release from the trust, were deposited in escrow to protect C. & O. until the 
purchase price was paid. Although $7,500,000 of the purchase price cannot be 
obtained by C. & O. until the shares have been transferred and pledged to 
secure a bank loan of this amount, the 800,000 shares have been delivered, 
necessarily with C. & O.’s assent, to Murchison and Richardson so that they 
might present them for transfer into their names. Counsel for Murchison and 
Richardson has presented the shares to Central for transfer, as the transfer 
agent of its own stock. Nowhere does it appear that C. & O. has retained any 
lien or other security for the payment of the $7,500.000 balance of the purchase 
price. Eaton has directed this participation and collaboration and that he 
has the power to do so is made plain by the recital earlier herein of his stock 
interest and his dominant position in C. & O. 

The birth of the Alleghany-Young-Kirby slate has apparently been a painful 
affair. First, it was made known that, in addition to Young and Kirby, the pro- 
posed directorate would include Murchison and Richardson, the two Texans 
who have loaned their names in the pretended purchase by them of the 809.000 
shares of Central stock. Next, the names of three additional designees were 
announced: D. E. Taylor, president, West India Fruit & Steamship Co., Norfolk, 
Va., Ear! E. T. Smith, 120 Broadway, New York City; and R. Walter Graham, 
M. D., Baltimore, Md. Then, one by one, the names of four additional candi- 
dates of the Alleghany group were made known: Frederick Lewissohn: Lila 
Bell Acheson Wallace, coeditor, Reader’s Digest, Mt. Kisco, N. Y.;* William H. 
Landers, retired locomotive engineer, Utica, N. ¥.:* and Engene C. Pulliam, 
publisher, Indianapolis, Ind., and finally on April 6, Richard M. Moss, chairman 
and president of Clinton Foods, Inc.; W. P. Feeley, president and director of 
Great Lakes Dredge & Dock Co.; Andrew Van Pelt, director of Alleghany Corp. 
and former director of C. & O.; and J. Orville Taylor, member of law firm of 
Taylor, Miller, Busch & Magner, of Chicago. It is clear from the proprietary 
manner in which the candidates were picked and announced that Young's 
term “Alleghany-Young-Kirby” board of directors is well chosen. Further, 
the heterogeneous character of the members of the group and the random 
and irresponsible manner of their selection emphasizes that Young, Kirby, and 
Alleghany will have no opposition in their complete control of Central’s poli- 
cies and operations if their candidates are elected. 

Young, Kirby, and Alleghany have submitted to the stockholders of Central a 
proxy statement, proxy letter, and form of proxy. Each of these documents is 
confirmatory that Young, Kirby, and Alleghany seek to obtain control of Central. 

The proxy statement is captioned “For the proposed Alleghany-Young-Kirby 
Ownership Board of Directors of the New York Central Railroad Company,” and 
it is signed “Alleghany-Young-Kirby Ownership Board, by Robert R. Young.” 
Solicitation is stated to be “on behalf of Alleghany Corporation and the fifteen 
nominees set forth as part of this Proxy Statement.” Moreover, it appears that 
Alleghany “will furnish a clearinghouse and clerical headquarters and advance 
the interim costs of our solicitation, for which it will be proportionately reim- 
bursed by our nominees.” 

In both the proxy statement and the proxy letter the majority of the candi- 
dates selected by the Alleghany group are mentioned only to the extent required 
by law. Emphasis throughout is on Young, Kirby, and Alleghany. 


Sit is worthy of note that the report of the acceptance by Mrs. Wallace of Young's offer 
to have her name on his proposed slate of directors of Central quotes Young as saying: 
“We need a woman's touch on the railroads” and Mrs. Wallace as saying “I agree. 
Everything needs a woman's touch.” 

What happened at the ceremony at which Mr. Landers. the retired Central engineer, 
was introduced to the press by Young, is also revealing. When asked by one of the press 
whether he, as a potential director, had anything to say about eperations. Mr. Landers 
replied that he did not believe he was prepared to answer that statement. He added that 
he had been greatly surprised when Mr. Deegan had approached him with the suggestion 
that he become a member of the slate. In his role as master of ceremonies in the introduc- 
tion of Mr. Landers, Mr. Young said: “It’s high time that this type of stockholder has a 
voice on the board of directors * * *.” 
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The proxy letter seeks the support of Central’s stochkolders not on the basis 
of the achievements of a majority of the board, but solely by reference to the 
alleged accomplishments of the Alleghany group. For example, a large part of 
the letter is concerned with detailing “the comparative market history of Alle- 
ghany and its affiliates.” Similarly, as an additional argument in support of the 
slate proposed by the Alleghany group, it is stated that “Alleghany, Young, and 
Kirby furthered the principle of competitive sealed bidding for railroad 
bonds. * * *” 

In the form of proxy all four individuals named as proxies are officers of 
Alleghany: Young, Kirby, Thomas J. Deegan, Jr., and Charles T. Ireland, Jr. 
Deegan is a vice president of Alleghany and Ireland is secretary of Alleghany. 


Ill 


Central controls, through stock ownership the Pittsburgh & Lake Erie Rail- 
road Co. and Indiana Harbor Belt Railroad Co. which are common carriers by 
railroad subject to part I of the Interstate Commerce Act. The acquisition of 
control of Central by Young, Kirby, and Alleghany would automatically result 
in the acquisition of control by Young, Kirby, and Alleghany of the carriers 
which are controlled by Central as aforesaid. 


IV 

To summarize: 

In 1946 Young, Kirby, and Alleghany began their efforts to acquire control of 
Central. 

Since then Young has proclaimed this intention reneatedly. 

By March 1947, there had been acquired, through the Alleghany-controlled 
Cc. & O., over 6 percent of Central’s stoeék which, pursuant to order of the Com- 
mission, had been placed in an independent voting trust. 

That same year the Alleghany group sought unsuccessfully to have the Cen- 
tral stock owned by C. & O. released from the trust and to have Young and 
Bowman (then president of C. & O.) made directors of Central. 

Cc. & O. continue to purchase Central stock until, by August 1, 1953, it had 
acquired 800,009 shares. 

In January 1954, in an effort to eliminate interference by the Commission with 
the Alleghany group’s plan to control Central, Alleghany purported to sever 
its control of C. & O. 

At approximately the same time it was disclosed that Young, Kirby, and Alle- 
ghany had each acquired substantial Central holdings. 

The request was then made that Young be elected chairman of Central's 
board with control over the president, and that Kirby be elected a director. 

This request was rejected by Central's management. 

The Alleghany group then launched and is carrying on an attempt to acquire 
control of Centrg! not enly by stock ownership and the election of Young and 
Kirby to the board of Central but by the election of an “Alleghany-Young-Kirby 
board of directors,” including Young, Kirby, Murchison, and Richardson. 

In this attempt there have been repeated reiterations that the Alleghany group 
would take control of Central at the next annual meeting. 

In an effort to add to its control of voting power the Alleghany group has 
attempted to subject to its control the 800,000 shares of Central stock which had 
been trusteed with the Chase National Bank. In addition, since under the trust 
agreement Alleghany could not legally acquire this stock directly, it attempted 
to accomplish the result by the device of loans to Murchison and Richardson of 
the money to pay for the stock and in one form or another assurances to them 
against loss from the transaction. 

The Alleghany group have now announced all 15 candidates of the group’s own 
choosing to be the candidates for the “Alleghany-Young-Kirby board of 
directors.” 

Central controls through stock ownership other common carriers by railroad 
which are snbject to part I of the Interstate Commerce Act. 

Maton dominates C. & O. 

Murchison, Richardson, and C. & O. and Eaton are participating and collab- 
orating with Alleghany, Young, and Kirby in their efforts to acquire control of 
Central. 

Cc. & O. and Eaton and Alleghany, Young, and Kirby are endeavoring to ef- 
fectuate the management of Central and C. & O. in a common interest. 
Murchison and Richardson are participating in that effort. 
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v 


No approval and authorization under section 5 (2) of the Interstate Commerce 
Act has been granted in respect of any of the transactions or actions referred 
to herein nor has any applicaticn in respect thereof been made. 

Alleghany, Young, and Kirby have taken and continue to take the position 
that the transactions proposed by them do not constitute an acquisition of “con 
trol of two or more carriers” which under section 5 of the act may not lawfully 
be effectuated without approval and authorization of the Commission, and that 
their actions and those of Murchison, Richardson, and C. & O. and Eaton as 
referred to herein do not constitute participation in accomplishing or effectuating 
the control or management in a common interest of two or more carriers within 
the meaning of section 5 of the act. 


VI 


Central is filing this petition in order that it may be advised before the holding 
of its annual meeting, which is now scheduled to be held on May 26, 1954, or at 
the earliest possible time thereafter, whether, if the Commission shall not have 
authorized the acquisition of control of Central by Young, Kirby, and Alleghany 
under paragraph 2 of section 5 of the Interstate Commerce Act, any vote for the 
election of Young or Kirby or for the proposed Alleghany-Young-Kirby board of 
directors can, consistently with section 5, lawfully be cast at the meeting or, if 
cast, can lawfully be counted; and, if the candidates of the Alleghany group 
should receive a plurality, Central may know whether such directors can law 
fully be seated. Furthermore, if the candidates of the Alleghany group are seated 
as a consequence of the meeting, Central and its stockholders should, as soon 
thereafter as possible, be advised of any illegality involved. Such a determina 
tion and consequent knowledge on Central’s part is of the utmost importance 
to Central if it is to determine its course as to the many questions which may 
arise in this connection, in the light of the Commission’s judgment as to whether 
any illegality is involved; and it is of the utmost importance so that, if the Com 
mission shall determine that any illegality is involved, resort may, as promptly 
as possible, be had, by the stockholders and the corporation, to the legal reme- 
dies available to present or correct such a situation, whether under applicable 
State law or, after violation has occurred, under the Interstate Commerce Act. 

The issuance of a declaratory order by the Commission is the only manner 
by which the Commission may without delay determine whether or not, unless 
the Commission has authorized such action beforehand, the action contemplated 
by Young, Kirby and Alleghany, if accomplished, would be unlawful. The Com- 
mission’s investigatory powers under section 5 (7) of the act are seemingly 
confined to situations where the alleged violation of section 5 (4) has already 
occurred. As applied to the present situation, under section 5 (7) even the 
commencement of Commission action for the determination of the question 
would be impossible until the meeting of the Central stockholders had already 
been held. Consideration of the controversy presented by this petition will, on 
the other hand, result in immediate consideration of the question by the Com- 
mission. Central is therefore presenting this petition for declaratory action 
so that consideration of the question involved may commence immediately. 

Wherefore, Central respectfully prays that the Commission make and issue 
findings and a declaratory order to the following effect (with such modifications 
as to the persons involved in such acquisition of control or as to the persons 
participating, and as to the manner in which such acquisition, or such accomplish- 
ment or effectuation of control or management in a common interest will be 
effected, as the Commission may deem appropriate) : 

1. An acquisition of control of Central by Alleghany, Young and Kirby will 
result if a majority or more of the members of Central’s board elected at the 
annual meeting now scheduled to be held on May 26, 1954, are composed of 
Young or Kirby and others selected by Alleghany, Young and Kirby. 

The acquisition of control of Central by Alleghany, Young and Kirby will 
result automatically in the acquisition of control by them of at least the follow- 
ing additional carriers: The Pittsburgh & Lake Erie Railroad Co., and Indiana 
Harbor Belt Railroad Co. 

The acquisition of control of Central, the Pittsburgh & Lake Frie Railroad 
oe, and Indiana Harbor Belt Railroad Co. by Alleghany, Young, and Kirby will 
constitute an acquisition of control of two or more carriers which, by the terms 
of section 5 (4) of the Interstate Commerce Act, may not lawfully be done 
without approval and authorization of the Commission pursuant to section 5 (2) 
of the Interstate Commerce Act. 
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2. Alleghany, Young, Kirby, Murchison, Richardson and C. & O. and Eaton are 
participating in, and if Alleghany, Young, and Kirby acquire control of Central 
will have been and will be participating in, the accomplishing or effectuating of 
control or management of Central, the Pittsburgh & Lake Erie Railroad Co. 
and Indiana Harbor Belt Railroad Co. in a common interest which (without 
considering here the power of the Commission to approve and authorize such 
participation pursuant to section 5 (2) of the Interstate Commerce Act) may 
not in any event lawfully be done without such approval and authorization. 

3. Alleghany, Young, Kirby, Murchison, Richardson and C, & ©. and Eaton are 
and have been participating in, and if Alleghany, Young, and Kirby acquire con- 
trol of Central will have been and will be participating in, the accomplishing or 
effectuating of management of the New York Central system and the Chesapeake 
& Ohio Railway Co. in a common interest which @without considering here the 
power of the Commission to approve and authorize such participation pursuant 
to section 5 (2) of the Interstate Commerce Act) may not in any event lawfully 
be done without such approval and authorization. 

Dated, New York, N. Y., April 6, 1954 (as supplemented and amended April 
13, 1954). 


Respectfully submitted. 
Harotp H. McLean, 


Seneral Counsel, The New York Central Railroad Co., New York 17, N. Y. 






CHAUNCEY H. HAND, 
Dorr, Hand & Dawson, New York 6, N. Y., Attorneys for Petitioner. 





APRIL 22, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee of the Committee on Appropriations, 
United States Senate, Washington, D. C, 
(Attention Senator Everett M. Dirksen. ) 

My DerAr SENATOR: With my letter of April 20, 1954, I transmitted to you 
copies of petition of the New York Central Railroad Co. for a declaratory order, 
dated April 6, 1954, and of supplement and amendment to that petition, dated 
April 18, 1954. 

For your further information I am enclosing copy of letter of April 16, 1954, to 
me from former Senator Burton K. Wheeler, counsel for Alleghany Corp., in 
which he addressed himself to the contents of that petition as supplemented and 
amended, for the stated purpose of affording his ‘views on the New York Central’s 
interpretation of section 5.” 


Cordially, 
JOHNSON, Chairman, 


J. M. 





WHEELER & WHEELER, 
Washington 5, D. C., April 16, 1954. 


Hon. J. Monroe JOHNSON, 
Chairman, Interstate Commerce Commission, 
Washington, D.C. 

Re Petition of the New York Central Railroad Co. for a declaratory order 

DEAR COLONEL JOHNSON: On April 6 the New York Central filed a petition’ 
with the Commission asking the Commission to issue a declaratory order to 
the effect that, if a majority of the board of directors of the New York Central, 
elected at the annual meeting on May 26, is composed of persons supported 
by Alleghany. Young, and Kirby, section 5 of the Interstate Commerce Act will 
thereby be violated because the Central controls two subsidiary carriers: the 
Pittsburgh & Lake Erie Railroad Co. and the Indiana-Harbor Belt Railroad Co. 

While I regard this petition as frivolous, drafted by publicity men and issued 
to divert stockholders in the current proxy contest from the real issues at stake, 
and accordingly do not regard it as worthy of a formal reply, I do want to 
briefly afford you my views on the New York Central's interpretation of sec- 
tion 5. 





1A supplement and amendment to petition was subsequently filed on April 18, 1954. 
This supplement is merely a rehash of Central's earlier request for investigation It ignores 
the Commission’s dismissal of that request and contains no factual information that was 
not known to the Commission when it issued its dismissal order. 
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Before turning to this question, I wish to support my foregoing conclusions 
as to the nature and purpose of Central's petition. If Central’s interpretation of 
section 5 is correct and Alleghany, Young, and Kirby will be in violation of sec- 
tion 5 after the slate of directors supported by them is elected on May 26, 
then Mr. William White and the present board of directors of the New York 
Central are now and for several years have been in continuing violation of sec- 
tion 5. Of the 15 present members of the board of directors of New York Central 
only 5 were members in 1940. Mr. White, who has repeatedly indicated and 
said that. he now controls Central, came to the presidency only several years 
ago. The records of the Commission fail to show that either Mr. White and/or 
the present board of directors have sought and obtained the approval and 
authorization of the Commission under section 5 (2) of the act, which, they say 
in their petition, is required when a person acquires control of the New York 
Central. If Central were sincere in their petition, certainly they would have 
filed such an application prior to filing this petition. If their petition? is correct 
in its interpretation of section 5, then Mr. White and the present board of direc- 
tors of the New York Central stand condemned of willful violation of section 5 
and should be removed promptly from control of New York Central. 

As one of the sponsors of the Transportation Act of 1940 and a member of the 
Senate Interstate Commerce Committee for over 20 years, I can assure you that 
the interpretation placed on section 5 by the New York Central petition is not 
the interpretation intended by Congress when it passed the Transportation Act 
of 1940. Nor was it the interpretation placed on section 5 by Congress in enacting 
that section on and after 1923. The Congress did not deem the acquisition of a 
single railroad carrier system (by a person not a carrier or in control of a car- 
rier) as a transaction within the meaning of section 5. Thus, where a principal 
carrier controlled subsidiary carriers which were part of a railroad system and 
such control was acquired in accordance with law, the subsequent acquisition of 
control of the principal carrier with its subsidiary was not intended to be a 
transaction as that term is used in section 5.. Furthermore, the Commission it- 
self over a long period of years has so interpreted section 5 insofar as rail car- 
riers are concerned. To the best of my knowledge, the Commission has never 
even conducted an investigation to determine whether a person was violating 
section 5 when he gained control of a railroad which in turn controlled subsid- 
iaries. Yet, under section 5 (7) the Commission would be derelict in its duty 
if it failed to investigate and prevent continuance of such a violation. As will be 
immediately recognized, there is hardly a carrier of any size in our country that 
does not have one or more controlled subsidiaries. It is also patent that since 
section 5 has been in effect there has been a change in a majority of the board of 
directors and/or the presidency of practically all of our railroad companies. 
There have also been many instances which exactly parallel those of the present 
case. For instance, the Kansas City-Southern which controls the Louisiana & 
Arkansas and other subsidiaries was controlled by C. P. Couch up until the early 
forties. At that time a group in Kansas City conducted a proxy contest to remove 
Mr. Couch as chairman of the board and take over control from him. They were 
successful in this, but, to the best of my knowledge, they have never filed an appli- 
cation under section 5 for authority to control the Louisiana & Arkansas and 
otber subsidiaries, as well as the Kansas City-Southern. The control of the 
Chicago & Eastern Illinois Railroad, the New Haven, the Norfolk Southern, and 
the Georgia Central has similarly changed hands in recent years. The Commis- 
sion is doubtless aware of many other cases. 

In addition to these situations there is the long list of railroads that have been 
reorganized under section 77 or under equity receiverships. In each of these the 
Commission has approved plans which provide for the transfer of control from 
the court-appointed trustee or receiver to a new board of directors. All of these 
carriers, to the best of my knowledge, have had control of subsidiaries. There 
can be no question but what a direct and positive transfer of control of a princi- 
pal carrier and its subsidiaries took place in each of the roads that were reorgan- 
ized. This change in control is well known to those familiar with these reorgani- 
zation proceedings. A list of such railroads would represent approximately one- 
third of the total railroad mileage in the country and include such railroads as 
the New Haven, Seaboard Air Line, Central Railroad of New Jersey, Central 





2 Central, realizing that their own president and board of directors were caught in the 
toils of the rope with which they sought to hang Alleghany, Young and Kirby sought a 
new basis in their supplement and amendment. The new basis depends on the same 
imaginative fantasies that comprised their petition for investigation 
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Railroad of Georgia, St. Louis & San Francisco, St. Louis-Southwestern, Norfolk 
Southern, Monon, Erie, Milwaukee, Rock Island, Denver & Rio Grande, Western 
Pacific, Wisconsin Central, Chicago-Northwestern, and so forth. In none of these 
cases were applications filed by the new board of directors although the Commis- 
sion should have required * them if Central's petition is correct. 

The Central petition is parallel in substance to the request filed by William T. 
Griffin in connection with the New Haven proxy contest. The Central's petition 
is an effort to get the Commission to rescue it from defeat at the hands of stock- 
holders by preventing those opposed to present management from voting their 
stock for a new management. Your reply to Mr. Griffin is applicable here. The 
Commission does not have authority to stop stockholders from voting by issuing 
declaratory orders or otherwise. It is not the province of the Commission to 
influence or dictate who shall control our railroads. 

The granting of the order requested by Central would constitute anticipatory 
action which the Commission should not take. Furthermore, the effect would 
be to disenfranchise stockholders leaving them only a Russian vote, i. e., the 
right to vote for but not against the existing management of any railroad that 
has a controlled subsidiary. The management of all railroads would be rendered 
self-perpetuating regardless of their competence or the desires of stockholders. 

It would require the Commission to “choose sides” in this and all subsequent 
proxy contents for the control of any railroad of any size in the United States. 
It would involve the Commission in endless hearings, many of which would be 
unnecessary and of no effect since a group seeking to depose the management 
of a carrier having one or more subsidiaries would not be in a position to control 
nor possess the power to control the railroad and its subsidiaries until after 
the proxies had been cast. There is hardly a major carrier in the United States 
that does not have one or more subsidiaries and, therefore, the decision of the 
Commission on the New York Central petition will affect the entire railroad 
industry. If the Central petition is granted and an application under section 
5 (2) of the act is required whenever there is a change in control of a railroad 
system, the Commission will have to devote a substantial part of its time to such 
hearings every year. 

As I have previously stated, it was never the intention of Congress to apply 
section 5 to a carrier and its controlled subsidiaries which form a part of a sys- 
tem, unless acquisition of new and additional carriers or subsidiaries are in- 
volved. The Commission obviously has for many, many years agreed with this 
view. Any other view would create a chaotic condition which was not intended 
by Congress and would be detrimental to the public interest and the interest of 
a sound transportation system. 

Yours very truly, 
ALLEGHANY CorpP., 
By Burton K, WHEELER. 


I have mailed a copy of this letter to Mr. Harold H. McLean, general counsel, 
New York Central Railroad Co., 466 Lexington Avenue, New York, N. Y., and 
to Mr. Chauncey H. Hand, 61 Broadway, New York, N. Y. 

Burton K. WHEELER. 


Apri 23, 1954. 
Hon, LEverREtTT SALTONSTALL, 
Chairman, Subcommittee of the Committee on Appropriations, 
United States Senate, Washington, D. O. 
(Attention: Senator Everett M. Dirksen.) 

My Dear SENATOR: With my letter of April 22, 1954, I transmitted to you a 
copy of former Senator Wheeler’s letter of April 16, 1954, making certain ob- 
servations with respect to the New York Central's petition for a declaratory 
order. 

There is enclosed herewith copy of letter addressed to me under date of April 
21, 1954, in which Harold H. McLean and Chauncey H. Hand, counsel for the 
New York Central, comment on the contents of former Senator Wheeler’s letter. 


Cordially, 
J. M. Jounson, Chairman. 


®See sec. 5 (2) (b) and St. Joe Paper (Co. et al. v. Atlantic Coast Line (Florida Fast 
Coast) decided by the Supreme Court of the United States April 5, 1954. 
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NEW YorK CENTRAL SYSTEM, 
New York, N. Y., April 21, 1954. 
Re petition of the New York Central Railroad Co, for a declaratory order. 
Hon. J. MONrok JOHNSON, 
Chairman, Interstate Commerce Commission, 
Washington, D. C. 

Deak Mr. CHAIRMAN: Mr. Burton K. Wheeler, counsel for Alleghany Corp., 
wrote you on April 16, 1954, regarding the above petition. Mr .Wheeler states 
that his letter is not a reply to the petition but was written to afford the Com 
mission his views ** of the New York Central’s interpretation of section 5.” He 
characterizes the interpretation of section 5 advanced by petitioner as unheard 
of, and asserts that petitioner is not sincere. It would be inappropriate at this 
time to submit a full legal documentation of our position but in view of the 
inaccuracy of the Wheeler letter, we feel compelled to show that our interpreta 
tion of section 5 is not new and is supported by decisions of the Commission. 

The petition requests a declaratory order, finding. 
Alleghany Corp., 































































































among otber things, that 
Young, and Kirby will acquire control of Central if a majority 
or more of the members of the Central's board of directors are composed of Young 
or Kirby and others selected by Alleghany, Young, and Kirby; and that since 
Central controls at least two other carriers—The Pittsburgh & Lake Erie Railroad 
Co, and Indiana Harbor Belt Railroad Co.—there will be an acquisition of con 
trol of two or more carriers which, by the terms of section 5, may not lawfully 
be done without approval and authorization of the Commission.’ 

The primary point raised in the letter of counsel for Alleghany Corp. is that 
the petition is incorrect in its position that an acquisition of control of Central 
would involve the acquisition of control of two or more carriers within the mean- 
ing of section 5 of the act. 






























































There is nothing novel about the legal theory underlying the petition. The 
Commission has for some time recognized that control of a single railroad sys 
tem, comprised of two or more carriers, may not, under section 5, lawfully be ef- 
fectuated without Commission approval and authorization. The Commission's 
decision 8 years ago in Seaboard Air Line Railway Company Receivership (261 
I. C. C. 689, 717, 718) is directly in point. The Seabourd system consisted of 
the principal carrier and certain carrier subsidiaries. Under these circumstances 
the Commission found that the voting trustees by the terms of the reorganiza- 
tion plan would hold title to all of the Seaboard stock and therefore would con- 
trol two or more carriers requiring authorization under section 5. The recent 
case of New York, Susquehanna & Western Railroad Company Reorganization 
(Finance Docket No. 11681 (May 20, 1953) ) is to the same effect. 

In Chesapeake & Ohio Railway Company Purchase (261 1. C. C. 239 (1945) ) 
the Commission took jurisdiction of the acquisition of control by Alleghany 
(through ownership of stock in C. & O.) of the C. & O. system consisting of C. & 
0., Nickel Plate, and Pere Marquette. The transaction was found to be “within 
the scope of section 5 (2) of the Interstate Commerce Act.” See also Arkansas 
&é L. M. Railway Co. Control (282 I. C. C. 254 (1952) ). 

In addition to the railroad cases previously mentioned herein, there are a 
variety of reports dealing with motor carriers (which are in this connection 
governed by the same provision of the law 







































































sec. 5 of pt. I of the act—as carriers 
by rail) in which the Commission has consistently interpreted the statute in 
the manner objected to by counsel for Alleghany Corp. Thus in Weinstein- 


Control-Capital Transit Co. (56 M. C. C. 127 (1949) ), a group of individuals pro- 


posed to purchase a controlling stock interest in the motor carrier, Capital 
Transit, which had a wholly-owned subsidiary, Montgomery Bus Lines, also a 
motor carrier. The Commission found that the proposed transaction would 
result in an acquisition of control of two carriers and was subject to the Com- 
mission's jurisdiction under section 5: 















































*The petition herein is dated April 6, 1954. The petitioner supplemented and amended 
its petition on April 13, 1954. Although referred to in the letter of counsel for Alleghany 
Corp. as a “rehash of Central’s earlier request for investigation” the supplement and 
amendment, in actual fact, requests a declaratory order to the effect that (1) Murchison, 
Richardson, and Katon and C. & O. are participating with Alleghany, Young, and Kirby 
in the accomplishing or effectuating of control or management of the carriers in the 
Central system in a common interest, and (2) Alleghany, Young, Kirby, Murchison, Rich- 
ardson, and Eaton and C. & O. are participating in the accomplishing or effectuating of 
management of the Central system and the C. & O. in a common interest. The earlier 
request for investigation, insofar as nertinent here, sought an investigation of the con 
tinued control by Alleghany Corp. of the C. & O. 
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“Although none of applicants is now a carrier or in control of a carrier, by 
the proposed transaction they would acquire the power jointly to control two 
motor carriers, ‘Transit and Bus Lines, which operate in interstate or foreign 
commerce. The transaction is one within the scope of section 5 (2) (a) of the 
act and requires our prior approval before it may be lawfully consummated” 
(p. 181). 

See also Stoughton-Control-Delaware Coach Co. (57 M. C. C. 456 (1951) ), 
Kittrell-Cantrol-Dirie Motor Coach Corp. (37 M. C. C. 91 (1941)). 

From the foregoing citation of authorities (which is by no means compre- 
hensive) it is obvious that counsel for Alleghany Corp. is totally ineorrect, 
despite his assertions as to personal knowledge, in his assurances to the Com- 
mission that Congress in the Transportation Act of 1940 did not intend to place 
within Commission jurisdiction acquisition of control of a system composed of 
two or more carriers. In the proposed report in Chesapeake and Ohio Railway 
Company Purchase, hereinabove referred to, the legislative history of section 5 
is reviewed and a contrary conclusion is suggested. 

During 1937, then Senator Wheeler submitted to the Senate a preliminary 
report for the Committee on Interstate Commerce, pursuant to Senate Resolution 
71 of the 74th Congress (Rept. No. 180). In it the conclusion was expressed 
regretfully that under the then section 5 it was not certain that a holdinz-com- 
pany acquisition of a single railroad system was subject to Commission juris- 
diction. The report stated (p. 15): 

“It may be argued that if it had been intended that section 5 (6) (now 5 (4) ) 
should apply to acquiring, thus, unaltered, a control previously centered in a 
common corporate receptacle as well as to the initial combining of carriers 
previously separately controlled, the one word ‘acquired’ used in section 5 (4) 
(now 5 (2)) would have expressed that thought clearly and consistently. Had 
it been used, a common basis for interpretation of the two sections as covering 
the whole field would have been established.” 

The proposed report in the C. & O. case reviewing, in the tight of this 1937 
report, certain changes made in section 5 in 1940, found it reasonable to believe 
that these 1940 changes weer intended to remedy the defects discussed in the 
1937 report and to bring within the scope of section 5 an acquisition of control 
of a single railroad system which contained two or more carriers. In other 
words, the acquisition of control of two or more carriers, even though “previ- 
ously centered in a common corporate receptacle,” is now clearly within the 
scope of section 5. 

In addition to the point of law just discussed, there are suggestions in the 
letter of counsel for Alleghany Corp. that the violation of law to which the 
petition is addressed is the acquisition of control of Central by a new board 
of directors. This, however, is a serious misconception of the nature of the 
petition. There is no intention by petitioner to suggest that the control of 
Central by its board of directors, whoever they might be, would be illegal without 
Commission authorization. Instead, petitioner’s point simply is that Alleghany 
Corp., with Young and Kirby, propose to control Central and that this will be 
illegal without Commission authorization. In this connection it should be 
stressed that an essential part of the Alleghany proposal for acquisition of con- 
trol lies in the ownership of 17 percent of Central's stock by those participating 
with Alleghany. Most of such stock, by arrangements already in existence, will 
apparently shortly be lodged in Alleghany. 

There is nothing in the current Central directorate which is at all comparable 
to the Alleghany situation. There is no concentration of stock ownership. 
Neither Mr. White nor any other person or group of persons nor any holding 
company controls Central as would be the case if the plans of Alleghany, Young, 
and Kirby are carried out. The 15 present directors of Central are equal in 
authority and independent of each other. Their election was not the result of 
stock ownership by a particular person or group but stemmed from the action 
of Central's stockholders as a whole. 

Very truly yours, 
THE New YorK CenTRAL RAILROAD Co. 
HAROLD H. MCLEAN, General Counsel, 
CHauncey H. HAnD, 
Dorr, HAND & DAWSON, 
Attorneys for Petitioner. 
New York, N. Y 
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‘ 
INTERSTATE COMMERCE COMMISSION, 
OFFICE OF THE CHAIRMAN, 


Washington, May 4, 1954. 
Hon, Everett D1irKseEN, 


United States Senate, Washington, D. C. 


Dear SENATOR DiRKSEN: When you telephoned me this morning you referred 
to an interoffice communication in the New York Central matter which was not 
included among the papers and documents that I, on your request, sent you. 
You seemed under the impression that the communication was “the legal opinion 
of the Commission’s board.” I assume that you had reference to 2 memoranda 
prepared jointly by 3 members of the Commission's staff making certain observa- 
tions and suggestions regarding the disposition of the petition filed by the New 
York Central requesting an investigation on the Comunission’s own motion. 

With a view to a correct understanding of the nature of, and the weight to be 
accorded, those memoranda I should say that on March 8, 1954, I designated 
the Chief Counsel and the Directors of the Bureau of Finance and the Bureau 
of Inquiry as a committee to collaborate in considering the contents of the peti- 
tion and making recommendation as to the method of handling it. The com- 
mittee designated was not a “board” as contemplated in section 17 (2), to which 
duties of the Commission may he delegated, but had only the assignment of mak- 
ing informal suggestions as to procedure. Thereafter, by memoranda of March 
16 and March 31, the committee, in accordance with my direction, submitted its 
opinions and recommendations as to the method of handling to be accorded the 
petition. 

In my telephone conversation with you I said that I did not know whether the 
memoranda mentioned by you had been included or not, that I had instructed that 
complete information be sent to you, and that I had subsequently forwarded to 
you other information coming to the Commission after our discussion at the 
meeting of the Subcommittee on Appropriations. At the same time I also told 
you than any memoranda setting forth the views or suggestions of the Commis- 
sion’s staff in my opinion normally would not be included in such documents as 
you had requested. 

I find that the memoranda described above were not included in my previous 
transmittal. The reasons for not including those memoranda in carrying out 
my instructions are set forth in a memorandum of this date from Director 
Walter of the Bureau of Inquiry, a member of the committee, as follows: 

“Copies of the recommendations were not included in the material furnished 
to Senator Dirksen for the reason that I considered it inappropriate to furnish 
him with intra-Commission opinions or recommendations. He was furnished 
only with reports of facts developed by Commission employees. I saw no reason 
for including conclusions drawn by employees on those facts since it is the func- 
tion and responsibility of the Commission to draw the conclusion on which its 
action is based.” 

However, copies of the committee’s memoranda are now being furnished 
herewith. 

Cordially, 


J. M. Jonnson, Chairman. 


30REAU OF FINANCE, March 31, 1954. 
Subject : Petition of New York Central Railroad Co. for Investigation of Trans- 
actions of Alleghany Corp. et al. 
Memorandum to the Chairman: 


Since the memorandum signed by your committee and transmitted to the Com- 
mission under date of March 16, 1954, containing recommendations with respect 
to the above subject, further preliminary investigation has been conducted by 
the Bureau of Inquiry. 

Upon consideration of the material developed by the Bureau of Inquiry, your 
committee does not desire to make any change in its statements or recommenda- 
tions as set out in its previous memorandum. 

Respectfully submitted. 

Epwarp M. Rerpy, 
Chief Counsel. 
R. T. Boypven, 
Acting Director, Bureau of Finance. 
A. HENRY WALTER, 
Director, Bureau of Inquiry. 
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Bureau or Finance, March 16, 1954. 
Subject : Petition of New York Central Railroad Co. for Investigation of Trans- 
actions of Alleghany Corp. et al. 
Memorandum to the Commission: 


In compliance with Chairman Johnson’s memorandum of March 3 to us, we 
have given consideration to the petition filed by the New York Central Railroad 
Co. on March 3, 1954, requesting that the Commission upon its own motion in- 
stitute an investigation into and concerning the practices and transactions of the 
Chesapeake & Ohio Railway Co. and Alleghany Corp., or either of them, with 
respect to matters relating to the Commission’s order of June 5, 1945, finance 
docket No. 14692, Chesapeake & O. Ry. Co. Purchase (including docket No. 29085, 
In Re Alleghany Corporation Control), and otherwise, including questions as to 
noncompliance with the order and violations of the Interstate Commerce Act, 
We have also given consideration to supplemental petition of the Central filed 
March 12, 1954, requesting the Commission to make such further investigations, 
if any, as May be necessary to determine whether there is reason to believe that 
section 7 of the Clayton Antitrust Act has been and is being violated by the 
Chesapeake by acquisition of 800,000 shares of capital stock of the Central 
previously held by the Chase National Bank in trust pursuant to condition 2 of 
the order of June 5, 1945. 

The Commission’s order of June 5, 1945, granted Alleghany authority to con- 
trol Chesapeak and its subsidiaries and affiliates, subject to 3 conditions of 
which condition 2 required Chesapeake and Alleghany to deposit all their owned 
or thereafter-acquired voting stock of any carrier corporation subject to the act 
not affiliated with the Chesapeake (except stock of the Missouri Pacific Rail- 
road Co.), with Chase National Bank of the City of New York (trustee) as 
independent voting trustee. 

The petition cites the recent action by Alleghany and Chesapeake and Robert 
R. Young, chairman of the board, and director of Alleghany and Chesapeake, 
and Allan P. Kirby, director and president of Alleghany, to divest Alleghany of 
control of the Chesapeake and install Cyrus S. Eaton as successor to Alleghany 
and Young in the affairs of Chesapeake, and to the announcement on February 
25, 1954, by Chesapeake of a purported sale by it of 800,000 shares of Central 
stock to Clinton W. Murchison and Sid W. Richardson. 

In the light of these events, which the petitioner terms an attempt to ac- 
complish by indirection that which could not be done directly and to determine 
if the Central may undertake certain corporate actions or whether such actions 
would be in aid of violations of the Commission's order or of the Interstate 
Commerce Act, it submits that the Commission should conduct an investiga- 
tion to determine facts relating to the following questions: 

1. Does Alleghany, directly or indirectly, continue to control Chesaneake? 

2. Does the nurported sale of the trusteed stock of Central satisfy condition 2 
of the order of June 5, 1945? 

8. Does Alleghany own any carrier voting stock which is not in trusteeship 
as directed by condition 2? 

Petitiouer stated that bearing unon the question of continued control of Chesa- 
peake by Alleghany is the fact that stock of Chesapeake sold to Eaton on Jan- 
vary 19, 1954, amounted to little more than 1.3 percent of Chesapeake’s voting 
stock; that until such sale and resignation of Young as a member and chairman 
of the Chesapeake board, Alleghany considered itself to be in control of Chesa- 
peake: that such control was not the result of the amount of stock owned but 
of other facts, the major ones being that the slate of directors nominated by 
Alleghany-controlled management was elected without contest, thus rernetuat- 
ing Alleghany control: and that Young wns the dominating force in both com- 
panies. Petitioner also points out that Eaton, now chairman of Chesaneake’s 
board, has been a close business associate and ally of Young, and that the presi- 
dent of the Chesaneake is subject to control of the chairman of the board 

As bearing further on this point, the petitioner would expect the investigation 
to show how many of the present Chesapeake directors were named by the 
last Alleghany-controlled board: who, in addition to Eaton, selected or par- 
ticipated in selecting new directors: who chose Eaton to purchase the last 
Chesapeake stock owned by Alleghany and to become chairman of the Chesa- 
peake board; who interested Eaton in the Chesapeake & Ohio in the first nlace; 
whether Eaton’s advent into the Chesapeake was accompanied by any informal 
understanding as to what was to be done with respect to the 800,000 shares of 
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Central stock or as to coneerted control of Chesapeake & Ohio in the event Young 
got control of the Central; and the reason for the sale of the Central stock after 
statements by Eaton that Chesapeake would continue to hold the eontrol stock. 

Further the petitioner points out that Young, Alleghany, and his associates 
are engaged in an effort to control Central; that they are hoping to elect a 
Young-picked board of directors at the annual meeting of the Central in May 
with Young as chairman; and that the indications are that he wiil have Central’s 
bylaws changed so that the Central president will be subject to his control 
Petitioner alleges that Murchison and Richardson and his group have recently 
become coowners with Alleghany of Investors Diversified Services, Inc., and are 
engaged in several “joint ventures” and that undoubtedly the two men have 
other business relationships with Alleghany and Young which the investigation 
would reveal (Alleghany’s annual report to the Commission for the year ended 
December 21, 1952, shows Murchison indebted to Alleghany in a sum approxi- 
mating $2 million). 

To determine whether the sale of the 800,000 shares of Central stock was 
made in compliance with condition 2 of the order of June 5, 1945, the petitioner 
urves that the Commission should know whether the sale was made for cash: 
whether the Chesapeake disposed of the stock entirely for cash or partly on 
credit and took notes or other evidence of indebtedness for the purchase price; 
whether there is any pledge or other lien interest remaining in the Chesapeake; 
whether any part of the money paid for the stock was borrowed from Alleghany, 
which in the past has advanced money to Murchison and is a present creditor 
of his; and whether the purchase was made with a guaranty from Young or 
Allerhany against loss. Allegations made in the supplement to the petition 
indicate that legal title to the Central stock may have passed from Chase 
National Pank to Chesapeake at the time the latter obtained release of the 
stock from the voting trust. If legal title now rests in the Chesapeake this 
would possiblv constitute a violation not only of the Commission’s order of 
June 5, 1945, but also of section 7 of the Clayton Act. 

The third question requested to be investigated is whether Alleghany owned 
or holds any voting stock of carrier corporations which, under condition 2 of 
the order of June 5, 1945, should be placed in trust, and which have not been 
trnsteel. Petitioner points out that this raises a question of interpretation, 
viz, whether if it should be found that Alleghany does not control Chesapeake 
the conditions of the order of June 5, 1945, are still in effect. It is the peti- 
tioner’s position that if the conditions are conditions which attach to the 
antborization, and not to the transactions authorized. they would continue 
in effect so long as the authorization continues in effect irrespective of whether 
Allechany still has control of Chesapeake. Petitioner points out that Young 
has made statements to the effect that Alleghany has acquired Central stock 
and that. while Young has heen specific as to the approximate number of 
Central shares which he and Kirby respectively owned, he has refrained from 
stetine the number owned by Alleghany. 

We are of the opinion that the allegations concerning the transactions and 
the cireumstances surrounding them are sufficient to warrant the investigation 
requested. Accordinely, it is recommended that an order be entered instituting 
upon the Commission’s own motion an investigation to determine whether any 
of the provisions of its order of June 5, 1945, have been or are being violated 
hy Allechanv or Chesapeake, and whether there is reason to believe that section 
7 of the Clayton Antitrust Act has been or is being violated by the Chesapeake; 
that the Chesaneake, the Alleghany, Robert R. Young, Allan P. Kirby, Cyrus 8. 
Eaton, Walter J. Tuohy, Clinton W. Murchison, and Sid W. Richardson be made 
resnondents. that the proceeding in finance docket No. 14692 he reopened, and 
that the two proceedings be assigned for hearing at a stated time and place 
before a hecrine evaminer. 

Respectfully submitted 


Ppwarp M. Retpy, 
Chief Counsel. 
(. EF. Bors, 
Director, Bureau of Finance. 
A. Henry WaArTrR. 
Director, Burean of Inquiry. 
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INTERSTATE COMMERCE COM MISSION, 
Washington, May 4, 1954. 


PETITION OF New YorK CENTRAL RAILROAD Co., AS AMENDED AND SUPPLEMENTED, 
FOR A DECLARATORY ORDER AND THE PETITION OF HaRroLp 8S. VANDERBILT JOINING 
THEREIN 


The above matter is assigned for oral argument before the Commission at its 
offices in Washington, D. C., at 9 o’clock a. m., United States standard time 
(10 o'clock a. m., District of Columbia daylight saving time), May 14, 1054, on 
the question of whether the petitions should be granted. 

Requests for time to present oral argument should be made promptly to the 
Secretary. 

By the Commission: 

George W. Lairp, Secretary. 


[Press release of Interstete Commeree Commission, May 4, 1954] 


ICC ro HEAR ORAL ARGUMENT May 14 ON NEW YorK CENTRAL PETITION FOR 
DECLARATORY ORDER 


The Interstate Commerce Commission announced today it will hear oral 
irgument May 14 on the New York Central Railroad Co.’s petition for a declar- 
atory order in the current efforts by Robert R. Young and his associates to gain 
control of the Central. 

The Commission set the argument for 10 a. m. here on the Central's petition 
of April 6, its supplementary and amending petition of April 15, and the peti- 
tion of Harold S. Vanderbilt, Central board member and stockholder who joined 
in the Central’s petitions requesting the Commission to issue findings and a 
declaratory order. 

The petition alleged that acquisition of control of the Central by Robert R. 
Young and Allan P. Kirby, board chairman and president, respectively, of the 
Alleghany Corp., and by Alleghany, “would constitute an acquisition of control 
of two or more carriers which, by the terms of section 5 (4) of the Interstate 
Commerce Act, may not lawfully be done without approval and authorization” 
of the Commission. 

The petition also alleged that acquisition of control of the Central by Young 
and his associates would lead to management of the Central system and the 
Chesapeake & Ohio Railway Co. in a common interest “which (without con- 
sidering here the power of the Commission to approve and authorize such par- 
ticipation pursuant to section 5 (2) of the Interstate Commerce Act) may not 
in any event lawfully be done without such approval and authorization,” 


HousiIne AND HOME FINANCE AGENCY, CAPITAL GRANTS FOR SLUM CLEARANCE 


Memorandum to: Hon. Leverett Saitonstall, Chairman, Subcommittee on Appro- 
priations, United States Senate. 

Subject: The Housing Act of 1954, §. 2988. In favor of the residential clause 
of H. R. 8586, page 28, “Capital Grants for Slum Clearance,” etc., with special 
reference to Washington Square Southeast in New York City. 

From: Oliver Williams, Member of the Housing Committee, Lower West Side 
Civie League, 200 Bleecker Street, New York 12, N. Y. 

Date: May 3, 1954. 


One of the spendthrift plans which the residential rider of the new housing 
act would stop is a project which the Citizens’ Union of New York called the 
Horror at Washington Square—Washington Square Southeast. 


THE NEED 


There are 9,000 acres of recognized slums in New York according to the 
brochure on this project published by its sponsor, the committee on slum clear 
ance. Mr. Harry Cooper of the New York City Housing Authority estimates 
that the city’s population is increasing by the equivalent of 325 families each 
week. And owners of tenements are prevented froin getting possession of 
their buildings and carrying out plans to redevelop them because of the State 
rent-control law, 
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THE COST OF THE SOUTHEAST PROJECT IN DOLLARS 


The subsidy is $7 million, as estimated in the brochure, two-thirds of which 
would be a Federal grant. We hear that a larger sum will be asked for. 

According to project statistics of the housing authority, the average land price 
of 13 existing Federal projects in New York is $1.65 per square foot—not $10.50 
as estimated in the prospectus for Washington Square Southeast, and the 
median rent is $5.91 per room—not the $48 estimated for this project, which 
may turn out to be $55 or $60. 

Despite the declared policy of the present National Housing Act, on page 1, 
which is the production, at lower costs, of housing of—size for adequate family 
life—for families with incomes so low that they are not being adequately 
housed, only 14 percent of the units in this New York project have as many as 
2 bedrooms (renting at about $192 per month) and 47 percent, or 952 apartments, 
consist of a living room and small kitchen (renting at $96 or perhaps $110, 
because 2-room units in a building of various units cost more and rent for more 
than the pre-room average). 


THE COST IN DESTRUCTION AND UNEMPLOYMENT 


A nine-block area is to be condemned. It is occupied almost entirely by com- 
mercial buildings. The brochure is unconcerned with the number, but there 
are some 1,100 concerns with about 15,000 workers. Representing a town of 
45,000, the production of this district can be said to equal one-half of Schenec- 
tady’s. The annual payroll is said to be $40 million. No one knows how much 
human dislocation, unemployment relief, and tax loss will be incurred by this 
project. 

The brochure dismisses this area as one limited to small-scale operations. 
But Henry Ford was small once. Must America exist only for big business 
and streamline production? There should be a place for the producer who wants 
more space per worker than is afforded in the crowded, high-rent, newer lofts. 

And just when Robert Moses, park Commissioner, planning commissioner, 
chairman of the Triborough Bridge and Tunnel Authority, construction co- 
ordinator, and advocate of a parking authority, proposed that New York City 
borrow money to build garages, this southeast project of his committee on slum 
clearance would demolish three garages—improvements assessed at $353,000. 

There are only 132 residential units in the area of the project, 89 of which are 
in 2 modern elevator apartment houses. One of these is a 17-story structure 
assessed at $508,000, which it is planned to take apart and truck away. 


HOUSING IS MADE AN EXCUSE, NOT THE AIM, FOR SPENDING 


As estimated in the prospectus, the average resale value of the property to be 
taken from its owners is $9.47 per square foot. It is intended to sell the 6 housing 
blocks for $10.50 per foot, but a university is to get the most coveted. 3 blocks 
close to Washington Square Park for only $5 per foot. A real estate spokesman 
for the university wrote that he feels sure that “the only means whereby the 
university can acquire this additional land—is due to the assistance of a subsidy.” 
It can try to get it under the provision of the National Housing Act (sec. 110 c) 
that a slum-clearance project, to qualify for a Federal grant, must be “devel- 
oped—for predominantly residential uses.” 

That seems to be the real reason for creating this expensive desert: to make 
a site for housing which must have high rents to defray the great costs. 

Instead of sinking $7 million here, let us give New York University the $2 mil- 
lion or more which it needs, out of New York’s own taxes, and avoid the misery 
and waste of “blockbusting” a busy district. 


A HOUSING CLAUSE WILL PUT URBAN REDEVELOPMENT INTO SLUM CLEARANCE 


The Republican candidate for mayor of New York City, Harold Riegelman, 
was quoted in the Villager of October 29, 1953, as opposing “the present Moses 
plan for several reasons,” and a letter from the Democratic aspirant, Robert 
I’. Wagner, Jr., was reprinted in which he cited the rentals of $48 per room and 
wrote that “as far as I am concerned, that’s high rent for any project built with 
the assistance of public funds,’ adding that “the proposed highway through 
Washington Square Park would—deprive the children—of a vital remaining play 
space.” Ina preelection letter to Mrs. James Hayes of the Washington Square 
Park Committee he said that he knew how much hardship the plan would create. 
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On April 9, 1954, Mayor Wagner said that whole families are living in 1 room 
apartments or converted dwellings: in one such converted tenement we found 
over 200 people in a house designed for about a dozen families. He announced 
that he seks a ban on conversions into 1-room units, 

A residential amendment in the new housing bill would make some amends 
to the unfortunates for whom the mayor says he is so concerned. Yet on April 
°1 Mr. Wagner told the Senate subcommittee that it would “have the effect of 
killing practically the entire title I slum-clearance project in the city of New 
York,” which may be $200 million worth. 

It is the program, not the watchdog clause, which may be at fault. A housing 
directive should help to construct many low-rent apartments on $1.50 land in- 
tead of a few small high-cost units on $10.50 footage, and prevent further monu- 
mental mistakes. 


qxtmneneinen 
ApvIsORY COMMITTEE ON WEATHER CONTROL 


UnrrTep STATES SENATE, 
COMMITTEE ON PuBLIC WoRKS, 
Washington 25, D. C., May 10, 1954. 
Hon. LEVERETT SALTONSTALL, 
United States Senate, Washington, D. C. 

Dear SENATOR SALTONSTALL: This is to request that the Independent Offices 
Subcommittee of the Senate Appropriations Committee include an item in H. R. 
8583, the independent offices appropriation bill, for the Advisory Committee on 
Weather Control. 

You will recall that the Senate Appropriations Committee considered a request 
submitted by the President for $150,000. This was for fiscal year 1954 (re- 
mainder) and fiscal year 1955 expenses of the advisory committee. The Senate 
committee split up the item, approving the requested $30,000 for fiscal year 1954 
in the third supplemental appropriation bill, and leaving fiscal year 1955's 
$120,000 for inclusion in a regular bill. The House conferees, as I understand it, 
did not wish to initiate the program in a supplemental bill, saying it should be 
proposed for a regular bill where hearings could be held if desired. This action 
makes it appropriate for the Independent Offices Subcommittee now to consider 
the fiscal year 1955 request. 

My interest in this item arises from the fact that I sponsored the legislation, 
along with Senators Anderson, Butler of Nebraska, Cordon, Lehman, Magnuson, 
Smathers and Young. The bill was worked out and passed after extensive hear- 
ings by Senate and House committees in 1951, 1952, and 1953. 

After the bill was passed last year and signed by the President August 13, 1953, 
it became Public Law 256. On December 9, 1953, the President appointed the 
members of the Advisory Committee on Weather Control and on January 25, 
1954, the Senate confirmed them. They now await an appropriation to take care 
of professional and clerical help and necessary expenses, which will enable them 
to carry out the duties assigned to them by law and for which the President has 
appointed them. 

I am advised that language in the appropriations bill should read: 


“ADVISORY COMMITTEE ON WEATHER CONTROL 
“Salaries and expenses 


“For necessary expenses of the Advisory Committee on Weather Control, estab- 
lished by the Act of August 13, 1953 (67 Stat. 559), including services as author- 
ized by section 15 of the Act of August 2, 1946 (5 U.S. C. 55a), $120,000.” 

Droughts in the Southwest and shortages of water in New York City and other 
municipalities point up, at this very moment, the seriousness of the national 
water supply problem. For a comparatively small amount we can know a great 
deal more about the possibility of tapping reserves of airborne moisture to alle- 
viate shortages and for other purposes. 

I earnestly hope, therefore, that this modest budget request will be approved. 
I will be pleased to supply any additional information your committee may desire. 

Sincerely yours, 
FRANCIS CASE. 
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STATEMENT OF SENATOR FRANCIS CASE ON BEHALF OF APPROPRIATION ITEM FoR 
AVISORY COMMITTEE ON WEATHER CONTROL, FISCAL YEAR 1955, $120,000 


The Advisory Committee on Weather Control was established by the act of 
August 13, 1953 (67 Stat. 559). The act provides that the Advisory Committee 
shall make a study of all public and private experiments in weather control (par- 
ticularly rainmaking) and report its findings to the President for submission 
to the Congress from time to time, making a final report no later than June 30, 
1956. 

The act provides that the Advisory Committee shall cease to exist 30 days after 
that date. 

On December 9, 1953, President Eisenhower appointed the five members of 
the Advisory Committee from private life and on January 25, 1954, the Senate 
confirmed them. The Advisory Committee includes six members from Govern- 
ment. Membership: 

Capt. Howard T. Orville, United States Navy (retired) : Noted Navy meteor 
ologist, charted weather for Doolittle raid on Tokyo, other important military 
operations. Pioneer of methods for locating and tracking hurricanes and 
typhoons, warning of tornadoes. Past president, American Meteorological 
Society. 

A. M. Eberle: Dean of Agriculture, South Dakota State College. Chairman, 
officer and member of many associations and groups concerned with water 
resources development and conservation. Author of many papers on irrigation. 
Member, South Dakota Rain Increasing Commission. 

Lewis W. Douglas: Former Member of Congress, Director of United States 
Budget, Ambassador to Great Britain. Chairman of the board, Mutual Life 
Insurance Co. of New York, and principal owner, Southern Arizona Bank & Trust 
©o. Consulting director, Institute of Atmospheric Physics, University of Arizona 

Joseph J. George: Superintendent of meteorology for Eastern Air Lines. High- 
est ranking weatherman in United States Air Force Reserve. Chairman, De 
partment of Commerce Advisory Committee on Weather Services. Recipient of 
outstanding awards for studies in meteorology. 

Kenneth C. Spengler: Executive secretary, American Meteorological Society 
During World War II served as weather officer in United States Air Force. 
Delegate to international conferences on meteorological subjects, fellow and 
member of many scientific societies and associations. 

Donald A. Quarles: Assistant Secretary of Defense for Research and 
Development. 

Ralph Tudor: Under Secretary of the Interior. 

J. Earl Coke: Assistant Secretary of Agriculture. 

Robert B. Murray, Jr.: Under Secretary of Commerce for Transportation. 

Leonard A. Scheele: Surgeon General. 

Alan T. Waterman: Director, National Science Foundation. 

he President has named Captain Orville, now with Bendix Aviation Corp. 
as Chairman and Dean Eberle as Vice Chairman. The caliber of the men who 
have accepted service on the Advisory Committee guarantees some practical and 
sound accomplishments and also insures that the money appropriated will be 
carefully and wisely used. 

The Advisory Committee has held meetings on December 18, 1953, February 11- 
14, February 21-25 and May 4-6 of this year. The members from private life 
have taken care of their own transportation and other expenses. 

If the Advisory Committee finds that weather modification experiments can- 
not produce important results, it will so report, and thus deter farmers and 
ranchers from spending their money unwisely. This will, if such report has to 
be made, save the public millions of dollars. 

If the Advisory Committee finds that weather modification activities work only 
in certain circumstances, it will find out what those circumstances are, and 
thus encourage feasible projects and discourage those which are not feasible. 

If the Advisory Committee finds out it can confirm the results claimed by the 
reports it has so far received from reputable and scientifically competent opera- 
tors—increases of from 7 to 50 percent and more—then the dollar benefits to 
agriculture, industry, and Government will be so great as to be inealeulable. 

In other words, the study will produce direct benefits, no matter what the Ad- 
visory Committee finds out. 

l have been provided with the following details as to the budget worked out 


by the Committee: 
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It is expected that 3 professional staff members will be hired, and that at any 
given time 2 or 3 consultants will be employed. To serve the professional workers 
(5 or 6) and the Committee members (11), a small administrative and cleri- 
cal staff will be hired, consisting of an executive secretary, an assistant secre 
tary and three clerical assistants. This will mean a total of 8 permanent em- 
ployees and the full-time equivalent of 3 other positions. The Advisory Com 
mittee feels it cannot properly fulfill its assignment without this minimum staff 

The cost of hiring the permanent employees has been calculated at $57,585. 
The cost of paying part-time employees, including $18,000 for members of the 
Committee from private life which the act specifies shall receive $50 per day 
when engaged on Committee business and $27,000 for consultants, has been 
calculated at $45,000. The total for permanent and part-time employees, plus 
a $240 allowance for pay in excess of the 52-week base, thus comes to $102,525, 

The Advisory Committee expects that the sum of $13,000 will be required for 
travel. This will take care of Committee meetings in Washington and also 
in the field, that is, where experimental work is being carried on. It will take 
care of meetings of special subcommittees in Washington, hearings in the field 
and staff travel expenses. 

Of the total, it is expected that $2,100 will be necessary for the 2 annual meet 
ings specified in the act and subcommittee meetings in Washington, $4,125 will 
be required for field meetings and inspection trips (3 involving an average of 5 
days in travel status), and $1,200 will be required for subcommittee meetings 
in the field, including hearings (3 involving an average of 4 members for 4 
days). The Advisory Committee will have to pay the travel expenses of the 
Government members, as well as the members from private life, to attend meet- 
ings in the field. 

For staff travel, the Committee expects that $2,250 will be required for field 
inspection trips, $1,125 for subcommittee meetings and hearings, and $2,200 
for other travel (to collect data, visit research centers, etc.), a total of $5,575. 
Thus the total for all travel will come to $13,000 per annum. 

(ther expenses anticipated by the Committee include $800 for transportation 
of things, $1,000 for communication services, $1,000 for printing and reproduc 
tion, $575 for supplies and materials, and $S00 for equipment. These bring the 
grand total for all anticipated obligations to $120,000. 

The Advisory Committee acknowledges that it may not have all its permanent 
personnel hired during its first month or so of operation. However, a personnel 
subcommittee has reviewed the qualifications of several interested persons and 
found some acceptable. With the view of getting in 2 full years of work, as con 
templated in the act, the Committee will wish to move as quickly as may be 
prudent. It can be pointed out that the list of positions submitted provides 
salaries at the bottom of the grades specified; very possibly slightly higher 
salaries will have to be paid. 

Furthermore, the Committee expects that during the first few months of opera- 
tion it will have its greatest need for the services of consultants of the highest 
reputation. For these reasons it believes the requested sum of $102,825 for 
personal services will be required. 


SALARIES AND EXPENSES, ADVISORY COMMITTEE ON WEATHER CONTROL 


Amounts available for obligation 
. g 


| 
1953 actual | 1954 estimate | 1955 estimate 


Appropriation or estimate - .-- | $120, 000 


Obligations by activities 


1953 actual | 1954 estimate | 1955 estir 


Evaluation of experiments in weather modification... . $120, 000 


45746—54——60 
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Obligations by objecte 


‘= stain . ‘ Estimate, Estimate, 
Object classification | Actual, 1953 1954 1955 


rotal number of permanent positions 


. p> sence . - wceleoneceece | s 
Full-time equivalent of all other positions : sa os | 
Average number of all employees 5 Siac pebubeade tics - | 1] 
Average salaries and grade | 
General schedule grad | 
Average salary bdudbulis Jwodbvic nthe $5, 235 
Average grade ossfbeebebi send GS-10.8 
01 Personal services | 
Permanent position bi enti A 2ibnd $57, 585 
Other positions — niall 45, 00 
Regular pay in excess of 52-week base i sic Pa, = 240 
} * Te edidimmsansbs 
Tota! personal services buddéed dbs : | re eee 102, 825 
02 Travel Sicicstane Siti, cus endl | 13, 000 
03 Transportation of things e ROD 
04 Com nunication services | 1, 000 
06 Printing and reproduction $a 1, 000 
08 Supplies and materials 4 sé Ea dealt ikl 575 
09 Equipment a 7 si aida fhe, 800 
Obligations incurred __ : ‘és Due — phil abe . 120, 000 
Analysis of erpenditures 
Actual, Estimate, Estimate, 
1953 1954 1955 
menial Fat ra tea Steotaecey 
Obligations incurred during the year___- | $120, 000 
Deduct unliquidated obligations, end of year | 6, 000 
———————$ | 
Total expenditures (out of current authorizatfons)._____| phtasé aici oe Se 114, 000 


Detail of personal services 


7 . Estimate, | Estimate, 
| Actual, 1953 | 1954 | 1955 


|}Num- Total 


Departmental | | | ber salary 
Special positions at rates equal to or in excess of $12,000: | | 
Executive secretary bil eb end eee Sire Suwiand | 1 $12,000 
General schedule of grades | 
GS-15. Range $10,800 to $11,800 | 
alls ieee > ‘ ‘ oan l 10, 800 
GS-13. Range $8,360 to $9,360: 
Meteorvlogist ; pip itd aee ee eee 
GS-12. Range $7,040 to $8,040: j | 
Staff assistant ; 1 7, 040 
GS-7. Range $4,205 to $4,955 : iatialie . 2 4, 205 
GS-5. Range $3,410 to $4,190 ; ; i i Cit oa 6, 820 
Total permanent, departmental 8 57, 585 


Other positions: Temporary employment i | 


45, 000 
Regular pay in excess of 52-week base 


240 


01 Personal services geste. a 102, 825 
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ATOMIC ENERGY COMMISSION PRIVATE POWER PROPOSAL 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 10, 1954. 
Hon, LEVERETT SALTONSTALL, 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations, United States Senate, 
Washington, D. C. 

My Dear MR. CHAIRMAN: In response to your request, this letter is to advise 
you of the status of negotiations to supply the Atomic Energy Commission from 
private sources with from 500,000—-600,000 kilowatts of power, as contemplated by 
the 1955 budget. 

In accordance with the policies set forth in the budget message, AEC at the 
request of the Bureau of the Budget has been negotiating with a group of pri- 
vate utilities to furnish this power. A firm propvusal has been received from 
Middle South Utilities, Inc., and the Southern Co. to provide AEC with 600,000 
kilowatts of power. This proposal is under consideration. More recent devel- 
opments indicate the possibility of other proposals. The AEC is now exploring 
this possibility. 

Under these circumstances it is not possible to present to your committee at 
this time a definite conclusion as to the means of meeting the prospective addi- 
tional power load in the Tennessee Valley Authority area. However, considera- 
tion of all valid proposals will proceed so that if necessary a supplemental 
estimate to provide funds for additional steam-generating capacity for TVA may 
be transmitted to the Congress in time for inclusion in the final supplemental 
uppropriation bill. 

This course of action will allow adequate consideration of any valid proposals 
which may be made without in any way foreclosing consideration of additional 
venerating capacity for TVA if that should be determined to be the better course. 
If approved, the funds would be available to TVA at approximately the same 
time as though they were included in the Independent Offices appropriation bill. 
This should allow adequate time so that the new facilities could be in service to 
meet 1957 needs. 

Sincerely yours, 
RowLanp HuaHes, Director. 

Senator SattonstaLt.t. Thank you very much, and the Chair will 
recess these hearings to the call of the Chair when the report is avail- 
able on the contract between the Atomic Energy Commission and the 
Middle Southwest Utilities. The hearing will be in recess. 

(Whereupon, at 11:55 a. m., Tuesday, April 27, 1954, the subcom- 
mittee recessed subject to the call of the Chair.) 
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